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Up  Front 


EDITED  BY  ROBERT  McNATT  &  LARRY  LIGHT 


RETAIL  TALES 

FRENCH  FRIES 
OR  CHINA  GROWTH? 

here's  some  real  over-the- 
counter  marketing.  As  a  Mai; 
2  deadline  for  a  popular  ira- 
like  savings  plan  nears  in 
Canada,  the  Bank  of  Mon- 
treal and  McDonald's  are 
teaming  up  to  pitch  mutual 
funds.  Diners  at  400  Golden 
Arches  outlets  in  Ontario 
recently  got  brochures  ask- 
ing: "Would  you  like  some 
mutual  funds  with  that?" 
Their  reward  for  filling  out 
the  flier:  a  fi*ee  coffee,  muffin, 
and  telemarketer's  call. 

Mixing  Macs  and  mutual 
fimds.  some  mai-keting  profs 
say,  may  not  make  for  a  hap- 
py meal.  The  University  of 
Toronto's  Scott  Hawkins  wor- 
ries that  the  venture  will 
hml  the  bank's  image.  Othei-s 
doubt  the  promo  will  do  Mc- 
Donald's any  good,  saying 
fimds  don't  appeal  to  its  mai- 
ket  as  do,  say,  kids'  movies. 
Another  issue:  Are  naifs  be- 


ing lui'ed  into  risky  invest- 
ments? Bank  officials  argue 
that  they  have  many  conser- 
vative funds.  Besides,  they 
say,  McDonald's  customers,  a 
societal  cross-section,  are  as 
sophisticated  as  anyone. 

The  bankers,  encouraged, 
expect  75,000  responses.  Hai- 
ris  Bank  in  Chicago,  owned 
by  Bank  of  Montreal,  is 
mulling  the  idea  in  the  U.  S. 
with  someone.  But  so  fai;  Mc- 
Donald's in  the  States  isn't 
biting.  Joseph  Weber 


THE  FUND  FRONT 


DUMPING  A  STOCK  BEFORE  ITS  TIME 


some  mutual-fuxd  families 
have  stumbled  recently,  hav- 
ing the  bad  fortune  to  dump 
their  Computer  Sciences 
stock  before  Computer  Asso- 
ciates laimched  a  $108-a-shai-e 
hostile  bid  on  Feb.  17. 

.Among  the  big  loseiv  is  Fi- 
delity Investments.  It  held  5.7 
milhon  shai'es  of  fsc  a  yeai- 
ago  and  sold  all  but  429.000 
of  them  by  November.  The 
situation  is  even  worse  at 
Janus,  which  said  it  sold  its 


FUND  HOLDINGS  OF  CSC  SHARES 


entii'e  csr  stake  of  6.1  milhon 
shares  in  1997.  That's  bad 
news.  CSC"  was  trading  in  the 
low  80s  in  eai-ly  1998. 

Still,  there  are  some  likely 
winnei-s.  Stockpicker  G.  Ken- 
neth Heebner's  Xew  England 
Growth  Fimd  is  sitting  pretty 
with  818.000  CSC  shares.  The 
nicest  chunk  of  change,  how- 
ever, may  acciiie  to  Ameri- 
can Express  Financial  Advi- 
sors, which  includes  the  IDS 
funds.  On  Dec.  31,  it  held 
more  than  4.9  million 
CSC  shai'es.  An  AmEx 
executive  wouldn't 
say  if -any  esc  has 
since  been  unloaded. 


AMERICAN  EXPRESS  (12/31/97)  4,900,000 
NEW YnGLAND  GROWi^MugT') '  818,000" 

FiDEunii^/su^r;;^;;;;^]; 429,00^  em  if  it  hasnt,  that 

JANUS  (2/17/98)  0    stake  is  now  worth  an 

additional  S120  mil- 
lion.    Robert  Barker 


TALK  SHOW  UMaybe  there'll  be  a  simple,  innocent 
e.xplanation.  I  don't  think  so,  because  I  think  we  would  hav( 
offered  that  up  already.?) — Wiite  House  press  secretary  Mike 
McCurry.  trying  to  explain  the  Clinton-Lewinsky  relationship.  Late 
he  said  he  goofed  when  he  made  the  statement. 

CORPORATE  COUPLINGS 

BELL  ATLANTIC.  GTE  COME  A-COURTIN'  SPRirf 

companies.  GTE  has  be 
pushing  into  the  long-chstai 
business,  but  its  effort  I 
been  expensive  and  has  g; 
nered  only  1.7  million  ci 
tomers.  Meanwhile.  Bell 
lantic,  which  recently  merg 
with  N;vnex,  has  long  want 
to  expand  nationally. 

Still,  a  Sprint  d' 
is  far  from  certa 
France  Telecom  a 
Deutsche  Teleko 
which  together  oi 
209c  of  the  U.  S.  c 
rier,  could  block  it. 
Esrey  is  willing 
sell  at  all,  he  w 
demand  a  hefty  p: 
mium.  That  woi 
likely  mean  at  le; 
25%   over  Sprin 
cuiTent  shai'e  price,  about 
Bell   Atlantic   and  Spr: 
declined  to  comment.  A  G 
spokesman    could  not 
reached.         Peter  Elstn 


IX  EARLY  FEBRUARY,  SPRINT 
Chairman  William  Esrey 
declared  publicly  and  loudly 
that  the  country's  third- 
largest  long-distance  com- 
pany w^as  not  for  sale.  How- 
ever, just  because  he  doesn't 
want  to  sell  doesn't  mean 
other  companies  don't  want 
to  buy. 

GTE  and  Bell  At- 
lantic are  now  inde- 
pendently consider- 
ing bids  for  the 
long-distance  earner 
that  could  come 
within  the  next  sev- 
eral weeks,  say 
som-ces  close  to  both 
companies.  The  two 
telecom  giants  are 
talking  to  investment 
bankers  about  all-stock  bids 
for  Sprint  that  would  likely 
exceed  $30  billion. 

The  strategic  value  of  a 
deal  is  compelling  for  both 


SPRINT'S  ESREY 


DATA;  COMPANY  REPORTS.  BUSINESS  WEEK 


HONCHOS 


WHY  THE  CEO  MAYBE 
WORTH  $100  MILLION 

EARNINGS  M.^Y  BE  SOARING 

for  some  companies,  but  does 
that  justify  a  CEO's  taking 
home,  as  Walt  Disney's 
Michael  Eisner  did  last  year, 
more  than  $100  million  after 
cashing  in  his  stock  options? 

Those  fat  payouts — and 
Eisner's  came  after  taxes, 
charitable  gifts,  and  buying 
more  stock — may  just  be 
worth  it,  say  Brian  Hall  and 
Jeffrey  Liebman,  two  Har- 
vard University  professors 


wiio  studied  executive  p 
for  the  National  Bureau 
Economic  Research.  Th 
found  that  comp  is  inde 
linked  to  perfoiTnance,  thar 
to  options.  "The  incentive 
feet  of  stock  options  is 
times  that  of  salary  a 
bonus,"  says  Hall, 
adds  that  salary  a 
bonuses  change  much  k 
in  relation  to  company  p 
formance,  as  measured 
stock  price. 

After  looking  at  data  &•( 
lai-ge  public  companies  fr( 
1980  through  1994.  the  i 
thors  also  found  that 
most  recent  correlation  I 
tween  pay  and  perfonnar 
was  about  thi'ee  times  wi 
it  was  in  the  1980s.  The  i 
plication,  says  Hall,  is  tl 
CEOS  should  be  paid  w 
even  more  options.  Compt 
sation  and  perfoiTnance  s 
don't  fully  work  in  lockst' 
he  adds,  "but  compai'ed  w 
15  years  ago,  we've  ma 
enormous  progi-ess." 
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It's  a  big  responsibility. 


Malcolm  Baldrige 

National  Taking  care  of  your  teeth  is  a  tough  job.  We  should  know.  For  over  30  years,  3M  has  created 
'Award  ^  innovative  dental  products  that  have  revolutionized  the  way  dentists  care  for  teeth.  It  is  this 
commitment  to  excellence  and  continuous  improvement  that  earned  3M  Dental  the  coveted 
^Winner  Malcolm  Baldrigc  National  Quality  Award.  Today,  virtually  every  dentist  in  the  country  uses  some  of 
le  1300  dental  products  3M  manufactures.  Products  that  reflect  the  3M  quality  you  expect.  So  brush,  floss  and  visit 
3ur  dentist  every  six  months.  Because  with  you,  your  dentist  and  3M  Dental  working 
)gether,  your  teeth  can  last  a  lifetime.  And  that's  something  we  can  all  smile  about. 


3M  Dental 


1998  3M 


Up  Front 


REALITY  BYTES 

GUESS  THE  CHECK  IS  IN  THE  E-MAIL 

YO,  BILLI  ^^•HERE'S  MY  Sl.OOO? 

That's  what  hundreds  of  irate 
cybemauts  have  demanded  of 
Microsoft    Chairman  Bill 
Gates  after  apparently  get- 
ting E-mail  from 
him.  The  bogus 
missive  offers  the 
cash — or   a  free 
copy  of  Windows 
98— if  recipients 
fonvard  his  mes- 
sage to  1.000  peo- 
ple and  test  some 
new  software. 

The  chain  letter, 
one  of  a  stiing  of 
pi^anks  at  the  soft- 
ware giant's  ex- 
pense. beai*s  a  Mi- 
crosoft return 
addi'ess.  fooling  some  people 
into  thinking  its  real.  The 
company  says  the  hoax  has  hit 
college  campuses  and.  if  the 
past  is  any  guide,  should  soon 


DRAWN  &  QUARTERED 


appeal-  in  coi-porate  offices 


Microsoft  has  seen  worse. 
In  Brassels  recently,  a  mis- 
chief-maker threw  a  cream 
pie  in  ChaiiTnan  Bill's  face. 
Then,  just  as  the  company 
began  beta-testing 
Windows  98.  the 
gagsters  at  Palla- 
dium Interactive 
released   a  soft- 
ware parody,  Mi- 
croshaft  Corp. 
WiJiblou-s  98  nVIot- 
to:   "GET  shaft- 
ed"). The  prank 
that  has  generat- 
ed the  biggest  E- 
mail  response  to 
Microsoft,  though, 
is  the  chain  letter 
The  company  says 
about  half  the  messages  ex- 
press anger  about  getting  un- 
solicited commercial  E-mail; 
the  rest  want  the  money.  No- 
body, it  seems,  asks  for  Win- 
dows 98.        Roy  Furchgott 


ictim 


OVER  THERE 

MY,  YOUR  EXHAUST  SMELLS  DELICIOUS 

gas  tanks.  The  Flemish  In- 
stitute of  Reseai'ch  says  a 
pecially  treated  mix- 
tui'e  of  2Sy^7c  fi-ench- 
fiy  oil  and  80% 
regular  diesel  fuel 
will   cut  carbon- 
monoxide  pollution 
by  one-fifth.  And  as  a 
bonus,  the  institute  says 
the  new  fuel,  which  can  be 
made  from  different  veg- 
etable oils,  leaves  an  odor 
redolent  of  fines. 

But  don't  put  yom-  nose  to 
the  tailpipe  quite  yet.  Bel- 
gium's PetroFina  oil  company 
says  making  the  eco-friendly 
stuff  still  isn't  cost-effective, 
so  it's  asking  for  government 
subsidies  or  tax  breaks.  Says 
project  leader  Luc  Pelkmans: 
"Belgium  has  a  lot  of  good 
leftover  oO.  and  this  is  a  way 
of  recycling  it."  Now.  how 
about  a  new  use  for  old  may- 
onnaise?   William.  Echikson 


BELGI.^X /'O.i/;,;  oR 
french  fries,  are  already  a 
source  of  deep  gastronomic 
pride  in  that  countiy,  where 
residents  love  to  devour  them 
%\ith  a  dollop  of  gai-Uckj'  may- 
onnaise. But  scientists  say 
there  is  an  even  better  rea- 
son for  folks  to  keep  eating 
them.  They  say  they  can  now 
use  discarded  french-fry 
gi'ease  to  make  cleaner-burn- 
ing diesel  fuel. 

Yes.  the  oO  they  cook  with 
could  actually  end  up  in  theu' 


UrS  A^'l'T/TOiNFi-'cT 

pam^  must  0t 

REST  A^SU?EP. 


.^TE>^ 
isfcylKiN^^CTM 
^TARR.. 


PRODUCT  PEEK 

VOICES  IN 
YOUR  KID'S  HEAD 

FORGET  BEANIE  BABIES  AND 

Tomogochi  toys.  According  to 
OddzOn.  a  division  of  Has- 
bro, the  next  hot  plaything 
for  kids  will  be  a  lolhpop 
holder  Of  course,  in  this  in- 
teractive age,  that  means 
more  than  just  a  white  pa- 
per stick:  OddzOn  has  devel- 
oped Sound  Bites,  a  holder 
that  plays  music  audible  only 
to  the  lolhpop-hcker 

Sound  Bites,  for  children  4 
and  up,  sports  a  S9.9.5  retail 
price  and  is  expected  to  be  in 
stores  soon.  After  a  lollipop 
is  inserted  into  it.  the  gizmo 
works  by  producing  wacky 
sounds  or  instimnentals  fi'om 
a  tiny  speaker.  The  beauty 
part  is  that  the  vibrations 
supposedly  migrate  up  the 
stick  to  resonate  in  the  cand\'- 


SECRET  SONG: 

Only  the 
lollipop  licke 
can  "hear'' 
vibrafior, 


eater's 
teeth,  jaws, 
and  eai's,  so 
that  no  one 
else  hears  the 
saxophones, 
dnims,  or  battling 
spaceships. 

"This  is  how  you 
hear  your  own  voice  in- 
side your  head,"  says  co-ir 
ventor  Da\id  Capper — just 
case  you  wondered.  He  a<j 
that  Sound  Bites,  praised 
the  Ukes  of  F.  A.  0.  Schws 
CEO  John  Eyler,  has  abea 
been  approached  by  seve 
licensees.    All  apparent 
want  the  chance  to  se 
their  own  pop  tunes  a 
theme  songs  deep  into 
nior's  teeth.  Kathleen  Mor 


THE  BIG  PICTURE 


WE'D  LIKE  TO  THANK  OUR  SPONSORS 

The  Nagano  Ohmpics'  coi-porate  logos  cost  a  bundle. 
Companies  increasingly  are  pa\ing  to  sponsor  even.'- 
thing  from  sandlot  softball  to  marathons.  Sports 
gets  tivo-thirds  of  all  sponsorship  spending,  which 
is  growing  faster  than  advertising 

4.5  ' 

SPORTS  SPONSORSHIP 
BY  NORTH  AMERICAN 
COMPANIES 


"94  '95  '96 
L  BlUJONS  OF  DOllAfiS 


FOOTNOTES  Average  percentage  of  junk-bond  is.«ues  in  default:  of  those  floated  from  1984-90,  33%:  fi-om  1991-97,  9% 


DATA  BOND  INVESTORS  ASSN.,  BUSINESS  WE 


RHONE-POULENC  INFORMS  ITS  SHAREHOLDERS 


Rhone-Poulenc:  1997  results 


"The  objective  for  20%  growth  in  1997 
net  earnings  per  share  excluding  non- 
recurring charges,  has  been  met  with  a 
rise  of  20.620/0. 

1997  was  a  very  important  year  for 
Rhone-Poulenc:  we  consolidated  our 
activities  in  the  Life  Sciences  and  paved 
the  way  for  the  creation  of  Rhodia  with 
its  business  portfolio  sharply  focused  on 
specialty  chemicals.  These  operations 
led  to  a  non-recurring  charge  of 
FF9.7  billion  carried  in  1997  accounts, 
which  is  reflected  in  a  net  loss  for  the  year. 
Enhancing  the  value  of  the  Group 
remains  our  priority.  We  aim  to  achieve 
a  return  on  equity  of  13%  by  the  year 
2000. 

To  achieve  this,  the  Group  is  counting 
on  new  products  in  the  Life  Sciences 
and  on  Rhodia's  future  development.  We 
also  intend  to  improve  the  earnings 
potential  of  our  businesses.  That  is  why 
new  operatiot  s  will  be  launched  in 
1998,  which  will  result  in  additional 
non-recurring  charges  in  the  region  of 
FF2  billion. 

For  1998,  we  are  maintaining  our  target 
of  20%  growth  in  net  earnings  per 
share,  excluding  non-recurring  charges". 

Jean-Rene  Fourtou 
Chairman  and  Chief  Executive  Officer 


Consolidated  results 


Met  sales: 

FF89. 995  billion  (+11.4%)* 

Net  loss:  FF4.991  billion 

Net  income  excluding  non-recurring 
charges:  FF3.417  billion  (+24.7%) 


Life  Sciences 


Consolidated  net  sales: 
FF52.6  billion  (+11. 7%)* 
Earnings  from  operations: 
FF8.4  billion  (+0.95%) 


Pharmaceuticals 


Consolidated  net  sales: 
FF33.3  billion  (+10.8%)* 
Earnings  from  operations: 
FF5.3  billion  (-7.9%) 


The  downturn  in  earnings  for 
pharmaceuticals  is  primarily  due  to  the 
Centeon  situation  and  to  the  decline  in 
sales  of  asthma  products  in  the  United 
States,  as  well  as  weaker  demand  on 
the  French  pharmaceuticals  market. 


Rhone-Poulenc, 
a  worldwide  leader 
in  life  sciences, 
and  its 
specialty  chemicals 
subsidiary, 
Rhodia, 


contribute 
through  innovation 

to  enhancing 
human  well-being 
from  health 
and  food  to  the 
quality  and  safety 
of  products 
used  in 
every  day  life. 


In  contrast,  strong  growth  was 
recorded  in  new  product  sales, 
particularly  in  the  United  States: 
Clexane®/Lovenox®,  the  world's  leading 
product  for  the  prevention  of  deep  vein 
thrombosis;  Taxotere®,  the  anti-cancer 
agent  available  in  55  countries; 
Rilutek®,  the  only  available  treatment 
for  ALS  (amyotrophic  lateral  sclerosis 
or  motor  neuron  disease);  Nasacort/AQ® 
for  allergies. 

Strong  sales  growth  in  vaccines  helped 
consolidate  Pasteur  Merieux  Connaught's 
worldwide  positions,  particularly  in 
the  United  States  (Ipol®,  an  injectable 
polio  vaccine  and  Tripedia®:  pertussis, 
diphtheria,  tetanus). 

■  Plant  and  Animal  Health 


Consolidated  net  sales: 
FF19.5  billion  (+12.8%)* 
Earnings  from  operations: 
FF3.1  billion  (+20.5%) 


Growth  was  fuelled  by  a  generally 
buoyant  market,  the  rapid  increase  in 
new  product  sales  and  the  earnings 
posted  by  Merial.  Frontline®,  an 
antiparasitic  agent  for  animals, 
recorded  sales  up  150%  in  1997. 

Regent®,  the  brand  name  of  the  new 
Fipronil-based  insecticide,  doubled  its 
1996  sales  performance. 

In  animal  nutrition,  methionine  and 
vitamins  continued  to  improve  their 
sales  performance  (up  by  10%). 


Chemicals/Fibers  and  polymers 


Consolidated  net  sales: 
FF37.5  billion  (+10.6%)* 
Earnings  from  operations: 
FF2.1  billion  (+76%) 


The  increase  is  mainly  due  to  enhanced 
sales  in  most  businesses. 

The  refocusing  process  toward  specialty 
chemicals  continued.  The  Chemicals 
and  the  Fibers/polymers  businesses 
were  merged  into  a  new  company, 
Rhodia,  on  January  1, 1998. 


A  gross  dividend  per  ordinary  "A" 
share  of  FF5.62  (FF5.25  in  1996)  will 
be  recommended  by  the  Board  of 
Directors  at  the  Annual  General 
Meeting  of  Shareholders  to  be  held 
on  May  26,  1998. 


"  On  a  comparable  Group  structure 

Investor  relations: 
+  33  1  47  68  07  05 
Internet:  www.rhone-poulenc 
First  quarter  1998  results:  April  30,  1998. 


(flP  RHONE-POULENC 


iiaaaiiiiwfii'iniitiii'iii'ii'r-' 


If  you  think  the  AmericaOne  team  is  a 


bunch  of  tan  yachtsmen  pulling  lines  and 


unfurling  sails,  you  probably  haven't 


followed  the  sport  since  the  late  1800s 


Today's  America's  Cup  challengers  have 


more  than  a  rudimentary  knowledge  of 


disciplines  like  fluid  dynamics  and 


automated  design  systems.  Which  is  why 


the  formidable  AmericaOne  team  uses 


Quantum  Atlas  II  disk  drives  for  their 


complex  3D  analyses  of  hull,  keel  and  sail 


designs.  Of  which  there  are  tens  of 


thousands.  No  problem  for  the  incredibly 


reliable  Atlas  II.  Its  high  performance 


input/output  and  storage  capacity  enables 


design  teams  to  study  more  possible 


configurations  than  ever  before.  For  more 


information  on  the  Atlas  II  and  the  full  line 


of  Quantum  storage  solutions,  call  us  at 


1-800-624-5545,  extension  142.  Or  visit 


out  website  at  www.quantum.com.  Oh, 


and  if  you're  searching  for  the  AmeiicaOne 


team,  just  look  for  the  America's  Cup 


There's  a  good  chance  they'll  be  holding  i;t 


Quantum 


Capacity  for  the  Extraordinary 
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KEEPING  AIR  FARES  GROUNDED 
WITHOUT  A  LOT  OF  RED  TAPE 

Regarding  "Prying  open  the  open 
skies"  (News:  Analysis  &  Commentary, 
Feb.  9):  More  regulation?  Please,  no! 
Regulation  was  the  hallmark  of  the 
years  up  to  the  1980s,  and  since  this 
burden  was  lifted,  eveiything  from  tele- 
phones to  tnicking  is  more  reliable,  with 
more  choices  at  lower  cost.  We  need 
less  regulation  and  more  enforcement 
of  existing  antimonopoly  laws  to  give 
competition  a  chance. 

Try  this:  Any  airhne  that  holds  more 
than  66%  of  the  ti'afBc  on  a  route  should 
be  able  to  change  prices  and  fare  cate- 
gories only  once  a  year  on  that  route. 
Simple  enough.  What  it  means  is  that 
Delta,  for  example,  would  be  locked  into 
its  pricing  for  all  fare  groups  for  a  full 
year  on  the  Tampa- Atlanta  route,  forc- 
ing it  to  either  hold  a  reasonable  price 
or  allow  a  competitor  a  year  to  operate 
without  fear  of  predatory  pricing. 

J.  B.  Caswell 
Chairman 
Omnia  Group  Inc. 

Tampa 

THOSE  FALLING  OIL  PRICES 
HAVEN'T  HIT  BOTTOM  YET  

Readers  of  "How  low  can  oil  prices 
go?"  (News:  Analysis  &  Commentary, 
Feb.  2)  should  also  note  two  additional 
developments  that  will  contiibute  to  low 
petroleum  prices.  First,  the  impact  of 
the  Asian  economic  crises  will  increase 
supplies  of  petroleum  products  as  well 
as  reduce  demand.  Indonesia  and 
Malaysia,  both  oil  and  gas  producers 
hard  hit  by  cuirency  woes,  are  expand- 
ing production  to  generate  cinacial  ex- 
port earnings.  Thailand  is  pushing  for- 
ward on  offshore  development  projects 
for  the  same  reason. 

Second,  Iraqi  oil  sales  may  very  well 
increase  significantly,  subject,  of  course, 
to  the  outbreak  of  hostilities.  The  U.  N. 
has  now  proposed  more  than  doubling 
Iraqi  oil  sales  under  the  Food  for  Oil 
Program  to  $5.2  billion  every  six 
months.  Iraq  is  entitled  to  sell  oil  under 


CORRECTIONS  &  CLARIFICATIONS 

A  table  accompanying  "A  revolution  in  pa 
relief?"  (Science  &  Technology,  Feb.  1 
should  have  read  that  Johnson  &  Johnsor 
product  was  in  phase  2  clinical  trials. 


the  program  up  to  a  fixed  U.  S.  do 
amount,  whether  the  existing  $2  bill 
ceiling  or  any  higher  ceiling  the  U 
Secui-ity  Council  may  adopt.  If  per-t 
rel  prices  continue  to  drop,  then  Ira( 
entitled  to  increase  production  to 
store  its  sales  revenue  to  the  maxim 
amount  permitted. 

Mark  Kari 

Milbank,  Tweed,  Hadley  &  McC 
Washing 

GIVE  FASB  CREDIT  FOR 
WARNING  ABOUT  STOCK  OPTIONI 

There  is  striking  irony  in  Jenni 
Reingold's  article,  "Accounting  chan; 
that  keep  investors  in  the  dark"  (Ne 
Analysis  &  Cominentary,  Feb.  9).  1 
years,  the  Federal  Accounting  St 
dards  Boaixl  (fasb)  tried  to  do  the  ri 
thing  on  stock  options  in  the  face 
pressure  from  corporations,  the  bi 
ness  press,  and  accounting  fii'ms.  U 
mately,  facing  a  threat  fi'om  Congr( 
FASB  reluctantly  issued  its  current 
ing,  while  noting  that  it  still  believe( 
flawed  in  not  recognizing  compensat 
in  the  form  of  stock  options.  It  is  int 
esting  that  it  is  now  held  to  blame 
the  resulting  bad  accounting. 

Mark  U 

Kenan-Flagler  Business  Sch 
University  of  North  Carol 
Chapel  Hill,  N 

AUTONATION  NEEDS 
TO  SHIFT  GEARS  AGAIN 

AutoNation  USA  is  rapidly  becom 
that  which  it  sought  to  overcome  ("1 
public  leams  cars  ain't  videos,"  The  C 
poration,  Feb.  9).  The  sales  staff,  wh 
was  originally  salaried,  now  works 
commission  (translation:  higher  pr 
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.  Moreover,  consumers  are  bench- 
ing the  fixed  prices  at  AutoNation 
,hen  using  that  as  a  basis  for  nego- 
in  at  competitors'  locations.  Thus, 
.etitors  are  the  true  benefactors  of 
Nation's  presence  and  have  gener- 
more  sales  in  markets  where  Auto- 
)n  has  entered. 

itoNation  only  addressed  the  sup- 
ide  of  the  equation.  Novi'  it  must 
3SS  the  demand  side  to  become  a 
term  player  in  the  used-car  arena. 

Stuart  H.  Angert 

CEO 

larketing  Services  of  America  Inc. 

Amherst,  New  York 

ITON.  THE  PRESIDENCY. 
AMERICAN  OPINION  

lur  editorial,  "How  do  we  e.xplain 
to  our  children?"  (Editorials,  Feb. 
id  not  have  the  effect  intended.  I 
heartened  to  learn  that  for  once 
ricans  are  thinking  for  themselves. 
3  one  is  applauding  the  President's 
vior,  actual  or  imagined,  but  there 
;ome  matters  that  are  too  embar- 
ng  to  the  American  public  to  ap- 
in  large,  front-page  print.  More- 
,  Clinton  has  done  nothing  that 
/  of  his  predecessors  have  not  also 

le  media  of  the  past  had  a  respect 
he  privacy  of  the  individual  that  is 
ng  today.  We  routinely  stick  micro- 
es  into  the  faces  of  the  newly  be- 
ed  and  disrespect  the  Presidency 
evealing  facts  about  the  man  that 
lot  reflect  his  ability  to  govern, 
t  we  have  done  is  make  our  coun- 
ind  its  President  seem  petty.  Sexu- 
discretion,  unfortunately,  is  as  com- 
in  government  as  it  is  elsewhere.  If 
lenalize  the  President,  then  let's  de- 
d  the  resignation  of  eveiy  elected 
ial,  CEO,  and  world  leader — and  if 
lid,  who  would  be  left? 

Angela  P.  Scott 
Philadelphia 

no  longer  feel  isolated  and  confused, 
until  the  point  when  I  read  your 
ments,  I  was  becoming  more  and 
3  frustrated  over  the  current  state 
iffairs"  in  the  White  House,  and  I 
led  to  be  the  only  one  concerned 
it  it.  But  you  hit  the  nail  on  the 
1  as  you  expressed  confusion  over 
distui'bing  results  of  the  latest  polls 
;ating  a  public  view  of  "It's  his  per- 
il life,  leave  him  alone." 
ither  the  questions  were  designed 
ead  to  those  conclusions,  or  we 
iricans  ai-e  tnily  lethai-gic  about  mis- 
iuct  in  this  nation's  most  respected 


office  because  our  tummies  and  pock- 
etbooks  are  full,  business  week  is  not 
prudish  or  naive  to  find  this  U.  S.  apa- 
thy worrisome.  If  this  nation  is  to  main- 
tain its  strength  and  respect  thi'oughout 
the  world,  then  we  must  demand  a 
moral  and  ethical  leader.  Anything  less 
compromises  our  great  nation. 

Dale  Hedges 
Santa  Ana,  Calif. 


DID  BRITISH  PETROLEUM 
POLLUTE  ALASKAN  POLITICS? 


Jeffrey  E.  Garten's  article,  "Global- 
ism  doesn't  have  to  be  cruel"  (Econom- 
ic Viewpoint,  Feb.  9),  advises  us  that 
British  Petroleum  Co.  has  done  well  fi- 
nancially even  while  doing  good.  He 
quotes  John  Browne,  ceo  of  bp:  "We 
have  to  be  acutely  conscious  of  our  lim- 


"Tliis  is  a  bit  uncomfortable  to  watch,  Bob. 
Which  reminds  me,  we're  going  to  avoid  some 

very  real  problems  when  we  bypass  the 
Big  Phone  Company  Wannabe  and  move  to 
that  Williams  network. " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.wilttales.com,  or  call  I-SOO-WILUAMS.  for  telecom  solufions  ttiat  are  easy  to  swallow 


©1998  The  Williams  Companies,  Inc 
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LET'S  FACE  IT,  MANAGING  YOUR 
INFORMATION JSN'LA  MATTER 
OF  LIFE  OR  DEATH  >^  IT'S  FAR 
MORE  IMPORTANT  THAN  THAT 


THE  DAYS  OF  "I'LL  GET  BACK  TO  YOU"  ARE  OVER.  Dead  Gone,  Finished.  Goodbye,  Your 
customers  don't  have  the  time.  Your  colleagues  don't  have  the  patience.  Your  bosses  don't 
have  the  bandwidth.  So  how  can  you  be  certain  you're  putting  the  most  up-to-the-minute 
information  into  people's  hands,  when  you-r  company  is  churning  it  out  faster  than  you  can  say 
the  word  "helpdesk"?  You  bring  in  Lotus  Notes; 


INFORMATION  IS  NOW  EASIER  TO  FIND  AND  EASIER  TO  USE.  This  latest  release,  Notes  4.6, 
makes  it  even  easier  for  everyone  to  find  and  work  with  the  information  they  need:  e-mail, 
appointments,  stock  prices  straight  from  the  Internet,  customer  addresses,  team  discussions, 
presentations.  You  name  it,  if  your  users  want  it,  they  can  get  ahold  of  it  right  from  Notes. 

And  when  it  comes  to  sharing  work  across  departments  and  offices,  users  can  quickly  forward 
web  pages  to  colleagues,  turn  e-mail  into  meeting  invitations,  and  even  use  their  favorite  word 
processor  as  their  e-mail  editor. 

Designed  to  help  you  profit  from  the  Web  more  effectively  than  ever,  Lotus 
e-busijiess  Notes  4.6  will  remove  the  barriers  that  separate  your  colleagues,  suppliers  and 
customers  from  what  they  need.  It's  time  to  conquer  that  mountain  of  information,  instead 
of  getting  buried  underneath  it  -  visit  www.lotus.com/worktheweb  for  a  free  trial.  Or  call 
us  at  1  800  872-3387,  ext.  D729,  and  we'll  send  you  more  details. 


NOTES 


E-MAIl 

CALENDARING  &  GROUP 
SCHEDULING 

SECURE  DOCUMENT 
MANAGEMENT 

INIRANEI  APPLICATIONS 

NEW  TO  4.6 

INTEGRATION  WITH 
LOTUS  SMARTSUIIE' 
&  MICROSOFT  OFFICE* 

P0P3  SUPPORT 

INTERNET  EXPLORER* 
INTEGRATION 


Lotus, 


Working  Together 


Oifr  15.00D  lolui  Business  Pailners  can  delivei  Notes  solulions  lor  fou  Today  In  Canada,  call  1  800  1^0  lOTllS  (D1997  lolus  Developmenl  Coipoialiori.  55  Carrtiiidge  PaikHay.  C^mtiidge.  Mil  02H7  All  iighls  reserved  Lolus.  lolus  Notes,  lolus  SmartSuile  and  Woriing  logflhei  are  regisleied  liddemaths  and 
Work  tlie  Well  is  i  ttajemarh  ul  Latus  Developmenl  Cofp  Ihe  e  btisiness  logo  is  a  Irademart;  ol  Intemalional  Business  Machines  Coipcralion  'All  other  companif  and/of  pioduci  names  are  registered  liademaTb  m  trademarks  ol  their  lespeclive  companies 


Readers  Report 


itations.  Companies  can't  substitute  for 
governments." 

But  they  sure  tiy.  Over  the  past  sev- 
eral decades,  bp  and  other  big  players 
have  extracted  a  major  portion  of  then- 
worldwide  oil  profits  from  Alaska's 
North  Sloi^e.  Duiing  this  time,  they  have 
dominated  our  legislature  with  lobby- 
ists, lawyere,  public-relations  people,  and 
tax  accountants.  Our  legislator  and  gov- 
ernors rarely,  if  ever,  defy  Big  Oil.  So 
guess  who  determines  the  levels  of  state 
oversight,  taxes,  and  royalties? 

Arndt  von  Hippel 
Anchorage,  Alaska 

A  CREATIVE  PROPOSAL 
FOR  KEEPING  IRAQ  IN  LINE 

Iraq  should  pay  the  price  for  not 
complying  with  U.  N.  resolutions  ("Iraq: 
Would  the  U.  S.  be  bombing  itself  in 
the  foot?"  International  Outlook,  Feb. 
9).  An  alternative  to  bombing  would  be 
to  car\'e  out  a  chunk  of  land  fi"om  Iraq, 
say  20%,  to  form  a  new  country  if  Sad- 
dam continues  to  deny  full  inspections. 

It  could  be  called  New  Iraq  or  Free 
Iraq,  controlled  by  membere  of  the  Arab 
countries  with  no  U.  S.  inten-ention  ex- 
cept oversight.  Oil  could  be  sold,  with  a 
large  percentage  of  the  profits  retained 
by  the  new  coimtry;  the  rest  could  be  a 
management  fee  earned  by  Arab  coun- 
tries. If  Saddam  continued  to  resist  in- 
spection, the  land  percentage  forfeited 
would  be  increased.  U.  S.  involvement 
would  be  limited  to  mihtaiy  support  as 
dii'ected  by  the  Ai-ab  countries. 

This  way,  Saddam  could  save  face 
with  his  people  while  complying  with 
the  requir-ed  inspections.  And  a  military 
solution  is  avoided,  and  the  heavy  hand 
of  the  U.  S.  wouldn't  hinder  our  rela- 
tions with  the  Arab  nations. 

Pete  Barbaro 
New  York 

ANOTHER  VIEW  ON  THAT 
CONTROVERSIAL  TRADE  DEAL 

Paul  Magnusson's  article  "The  explo- 
sive trade  deal  you've  never  heard  of 
(Washington  Outlook,  Feb.  9)  is  an  ill- 
infoiTned  attack  on  an  important  nego- 
tiation intended  to  secure  the  benefits  of 
foreign  investment  by  establishing  a  set 
of  inteniationally  agi'eed-upon  i-ules. 

The  Multilateral  Agreement  on  In- 
vestment (MAI)  is  important  to  U.S. 
business.  We  want  a  high-standard 
multilateral  agi'eement  to  ensure  the 
fi'ee  flow  of  investment  by  preventing 
discriminatory  treatment  against  in- 
vestors, protecting  those  investments 
against  expropriation,  giving  investors 


access  to  dispute  settlement  procedui'es, 
and  lowering  banners  to  investment. 

There  is  nothing  in  the  current 
MAI — or  anything  contemplated— that 
would  enable  a  fii-m  to  disregard  a  host 
country's  envii-onmental,  labor,  or  social 
laws.  Nor  does  the  proposed  agree- 
ment cover  trade  sanctions,  so  the 
claim  that  the  mat  would  bar  use  of 
such  measures  to  stop  human-rights 
abuses  or  other  nefarious  practices  is 
preposterous.  And  the  mai  will  not  re- 
quire a  rollback  of  existing  state  laws 
involving,  for  example,  minority  set- 
asides  and  enterprise  zones.  Existing 
laws  will  remain  in  force  and  cannot 
be  challenged  under  the  mai's  dispute- 
settlement  mechanism. 

Even  though  MAl  will  go  to  the  Sen- 
ate as  a  treaty,  the  House  will  re\iew  it 
because  of  the  need  for  implementing 
legislation.  Congressional  hearings  on 
the  MAI  may  be  the  only  way  to  sepa- 
rate fact  from  fantasy  and  expose  the 
wild  claims  of  some  gi'oups  to  public 
scrutiny. 

Timothy  E.  Deal 
Senior  Vice-President 
U.  S.  CoimcO  for  International  Business 

Washington 

THE  VIACOM-FOX  AFFAIR: 

A  JUDGE  WEIGHS  IN  

In  "Caught:  A  job-hunter.  Penalty: 
House  an'est,"  (News:  Commentaiy  & 
Analysis,  Jan.  12),  Elizabeth  Lesly 
Stevens  mischaracterized  the  crux  of 
Viacom's  mt\'  Networks'  lawsuit  against 
Fox  Kids  and  Richai"d  Cronin.  She  con- 
cluded that  "Viacom  is  way  out  of  line." 
It's  Stevens  who  was  out  of  line,  which 
was  made  clear  when  Judge  HeiTnan 
Cahn  upheld  mtvn's  position  on  Feb.  4. 

Stevens'  analysis  would  have  read- 
ers believe  that  this  suit  was  about  in- 
timidating employees  fi"om  having  "ex- 
ploratory discussions"  with  prospective 
employers,  or  about  Viacom  tidying  to 
get  a  cut  of  Cronin's  futui-e.  But  the 
judge  agi-eed  with  MT\'N  that  signing  a 
contract  and  accepting  future  stock  op- 
tions from  a  competitor — more  than 
eight  months  before  his  current  con- 
tract as  president  of  Nick  at  Nite's  TV 
Land  expired — rendered  Cronin  un- 
tmstworthy  to  do  his  job.  The  judge 
pointed  out  that  by  Cronin's  owm  ad- 
mission, there  were  areas  of  his  mtvn 
job  in  which  he  would  no  longer  be  able 
to  function  effectively — particularly 
strategic  issues  relating  to  competition 
with  Fox  Kids. 

The  judge  found  that  mtvn  was  jus- 
tified in  tenninating  Cronin  for  breach- 
ing his  contract  and  deserved  the  in- 


junctive relief  sought.  The  coui't  rule 
that  Cronin  could  not  go  to  work  f( 
Fox  Kids  before  July  1  at  the  earlies, 
What  Fox  Kids  and  Rich  Cronin  a 
tempted  to  do  is  far  from  "commc 
practice."  It  was  just  plain  wTong. 

Michael  D.  Frickli 
Deputy  General  Couns 
Viacom  In! 
New^  YoL 

Editor's  note:  The  full  case  is  stn 
awaiting  trial.  On  Feb.  4,  the  jacU 
granted  an  injunction  harritig  Cront 
from  starting  work  for  a  competitor  u\ 
til  his  previous  employment  contra\ 
ivith  Viacom  expired.  We  agreed  ivii 
Viacom's  arguynent  that  Cronin  not  i 
allowed  to  compete  with  Viacom  for  ti 
duration  of  his  contract  term.  We  di 
agreed  with  Viacom  on  other  issues,  i: 
eluding  its  view  that  it  has  a  right 
any  rise  in  the  value  of  the  Fox  asse 
Cronin  will  oversee. 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 


and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
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Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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ooks 


:hine  beauty 

ance  and  the  Heart  of  Technology 

)avid  Gelernter 

c  Books  •  166pp  •  $20 


THAT'S  SO  SCARY  ABOUT 
OOD  DESIGN? 


k  mericans  love  technology,  but 
^  they  feel  a  little  queasy  about 
5Llieauty.  That's  a  real  problem,  ac- 
ling  to  David  Gelei'nter,  the  Yale 
versity  computer  science  professor 
author  of  Machine  Beauty.  "Insist- 
that  beauty  is  at  the  heart  of  sci- 
e  and  technology  is  like  ordering 
e  at  lunch,  or  tacking  mffles  to  your 
ce  furniture — it  takes  a  serious 
position  and  makes  it  fiilly  and  friv- 
is,"  he  writes. 

5ut  Gelernter  does  insist  that  beauty 

and  should  info  to  the  way  we  con- 
'e  of  and  build  machines.  If  the  au- 
r  had  his  way,  all  computer  scien- 
s  and  software  engineers  would  be 
hed  off  to  crash  courses  in  drawing, 
ign,  and  ait  histoiy.  Give  eveiy  com- 
er scientist  a  grounding  in  Michelan- 
D  and  Matisse,  Gelernter  believes, 

software  and  hardware  would  be 
re  beautiful  and  more  functional, 
is,  aesthetics  of  the  sort  endorsed 
such  modern  architects  as  Mies  van 

Rohe  and  Philip  Johnson  ai'e  a  main 
as  of  this  disorderly  but  fascinating 
itise — a  book  that  also  takes  up  such 
le-ranging  topics  as  the  future  of 
iputing  and  the  shortfalls  of  Ameri- 

taste,  training,  and  education. 
Machine  beauty"  entails  an  inspired 
ting  of  "simplicity  and  powei-,"  the 
hor  writes,  citing  as  backup  some 
ilime  technological  feats:  the  Hoover 
m,  the  Empire  State  Building,  and 

1938  J3  steam  locomotive.  Then  he 
ns  to  one  of  the  most  ubiquitous  ma- 
nes of  the  Modern  Age,  the  comput- 
which  started  out  as  a  classic  exam- 
of  sophisticated  simplicity:  It 
nessed  the  power  of  zeroes  and  ones 
perform  an  almost  infinite  number 
calculations  and  tasks.  Gelernter's 
tory  of  computers  is  interesting  and 
essible  vdthout  being  simplistic. 
Dne  modern  computer  achieved  a 
h  degi'ee  of  macliine  beauty:  the  oiig- 


inal  Apple  Macintosh.  Employing  tech- 
nology developed  at  Xerox  Corp.'s  Palo 
Alto  Research  Center,  the  Mac's  inter- 
face was  designed  to  look  and  act  like  a 
virtual  office,  with  file  folders  and  trash 
cans  and  an  area  in  which  you  could 
work  simultaneously  in  several  different 
program  "windows."  It  was  straightfor- 
ward and  manageable,  a  happy  contrast 
to  rival  Microsoft  Corp.'s  user-hostile 
DOS.  Remember  the  sorry  days  when  a 
user  command  might  result  only  in  a 
computer  response  of  "Abort,  retry, 
fail?"  Or  the  terrifying  "Fa- 
tal error"?  L 

Yet  even  before  it  P  ^"'^ 
switched  to  Windows,  Mi-  \ 
crosoft's  ugly  system  over- 
whelmed Apple's  machine  hit 
beauty.  How  Microsoft  man-  HP 
aged  to  pull  off  this  feat  is 
hardly  a  new  story — price, 
advertising,  IBM  market 
dominance,  and  the  clones 
wei'e  all  involved — but  Gel- 
ernter believes  there's  a  per- 
plexing aesthetic  angle  in-  s.- 
volved  here,  too.  Microsoft's  Windows 
is  almost  a  carbon  copy  of  Apple's  sys- 
tem. Did  beauty  ultimately  triumph? 
Yes  and  no,  Gelernter  thinks,  asserting 
that  "it  is  possible"  that  "right  up  to 
the  moment  people  fell  in  love  couitesy 
of  Microsoft  with  Apple-style  beauty, 
they  were  repelled  by  it."  One  factor 
behind  this  "beauty  paradox,"  he  feels, 
is  a  kind  of  sexual  discrimination:  Some 
Americans,  particularly  those  in  busi- 
ness, didn't  like  Macintoshes  because 
their  very  simplicity  meant  they  were 
too  girly  or  "sissy."  The  IBM  PC,  on  the 
other  hand,  was,  in  the  words  of  one 
technology  columnist,  "a  man's  comput- 
er designed  by  men  for  men." 

Other  factors  as  well  may  discoui'age 
an  appreciation  of  macliine  beauty.  Theii- 
veiy  success  has  convinced  many  people 
that  science  and  technology,  as  o}jposed 


to  the  arts,  "are  the  only  intellectual 
attainments  that  count."  Then,  too,  there 
are  America's  schools  and  colleges, 
wliich  have  ceased  to  otfer  a  well-roimd- 
ed  education. 

Gelernter  complains  that  software 
makers  are  always  adding  useless  bells 
and  whistles,  including  clocks  that  an- 
nounce they  ai'e  on  "U.  S./EasteiTi"  time, 
as  if  the  user  didn't  know  where  he 
was.  And  since  the  chances  that  soft- 
ware will  have  bugs  increase  with  its 
complexity,  complicated  softwai-e  is  often 
neither  beautiful  nor  user-fiiendly.  As  an 
alternative,  Gelernter  promotes  a  proj- 
ect he  and  his  graduate  students  have 
been  developing  called  Lifestreams, 
which  would  provide  a  multimedia 
archive  of  a  person's  life  that  one  can 
tap  into  just  about  anytime,  anywhere. 

Nor  is  Gelernter  pleased  with  cur- 
rent computer  hardware.  "Almost  eveiy 
office  in  the  country  centers  on  an  elec- 
tronic Model  T,"  he  says,  calling  cur- 
rent desktops  "graceless,  lumpy  objects." 

As  substitutes,  he  off'ers  his 
own  sketches  of  computers 
Seoul ,        "made    of   warm  orange 
wood,  cherry  or  mahogany." 

Gelernter  is  an  engaging 
and  amusing  writer,  even 
when  he  turns  his  hand  to 
such  a  potentially  diy  topic 
as  computer  science.  Unfor- 
tunately, there  are  times 
when  his  narrative  wanders 
aimlessly.  At  other  mo- 
ments, the  book  seems  to 
cry  out  for  a  red-pencil- 
wielding  editor.  In  a  section  attacking 
the  notion  that  science  is  merely  a  social 
construct  and  not  "a  strong,  hard,  ob- 
jective business,"  Gelernter  wiites  that 
"any  child. . .  can  see  that  the  wave- 
length of  blue  light  is  the  same  in  New 
York  and  Nigeria . . .  that  sine  waves 
were  shaped  like  sine  waves  yesterday 
afternoon  and  ten  centuries  ago."  Any 
child?  Any  reader  can  see  that  such 
matters  ai'en't  child's  play. 

Despite  its  quirkiness  and  perambu- 
lations. Machine  Beauty  is  an  intei'est- 
ing,  informative,  and  quick  read.  Who 
knows,  Gelernter  just  might  persuade 
some  designer  to  put  a  little  more  Ma- 
tisse in  his  next  mouse — and  we  would 
all  be  the  better  for  that. 

BY  SUSAN  JACKSON 
Coitiu'cticut  correspondent  Jackson 
prefers  iJeyus  to  DOS. 


IF  GELERNTER  HAD  HIS  WAY,  EVERY  COMPUTER 
SCIENTIST  WOULD  BE  STUDYING  ART  HISTORY 
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THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS  | 

1                    PAPERBACK  BUSINESS  BOOKS 

1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

2  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine  (Harper- 
Business  •  $25)  Forget  about  the  will — and  the  conventional 
wisdom,  says  a  financial  adviser. 

3  YOU  HAVE  MORE  THAN  YOU  THINK  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $25)  Help  for  the  investment- 
challenged. 

4  FINANCIAL  PEACE  by  Dave  Ramsey  (Viking  •  $21.95)  Get- 
ting out  of  debt — for  good. 

5  BUFFETTOLOGY  by  Mary  Buffett  and  David  Clark  (Scribner  • 
$27.50)  An  ex-daughter-in-law's  take  on  Buffett's 
techniques. 

6  THE  WORLD  ACCORDING  TO  PETER  DRUCKER  by  Jack 
Beatty  (Free  Press  •  $25)  A  survey  of  the  management  guru's 
thought. 

7  HOW  TO  RETIRE  RICH  by  James  O'Shaughnessy  (Broadway  • 
$25)  Number-crunching  your  way  to  the  golden  years. 

8  THE  PROFIT  ZONE  by  Adrian  J.  Slywotzky  and  David  J.  Mor- 
rison (Times  Business  •  $25)  Reshaping  your  business  to 
move  where  the  money  is. 

9  CHARLES  SCHWAB'S  GUIDE  TO  FINANCIAL  INDEPEN- 
DENCE by  Charles  R.  Schwab  (Crown  •  $23)  Tips  from  the 
discount  brokerage  CEO. 

10  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  A  former  cab  driver's 

formulas  for  striking  it  rich. 

11  THE  NEW  RULES  OF  MONEY  by  Ric  Edelman  (HarperCollins 
•  $25)  Rules?  There  are  rules? 

12  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $25)  Coach  says  work  harder,  harder! 

13  MAKING  THE  MOST  OF  YOUR  MONEY  by  Jane  Bryant  Quinn 
(Simon  &  Schuster  •  $30)  An  updated  edition  of  the 
columnist's  1991  guide. 

14  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
A  collection  of  bite-size  lessons  on  marketing. 

15  POUR  YOUR  HEART  INTO  IT  by  Howard  Schultz  and  Dori 
Jones  Yang  (Hyperion  •  $24.95)  At  Starbucks,  the  chief's 
cup  runneth  over. 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 

3  THE  ERNST  &  YOUNG  TAX  GUIDE  1998  by  the  Tax  Partners 

and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
Nuts  and  bolts. 

4  THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  anc 
Tom  Gardner  (Fireside  •  $12)  "So,  where  do  I  find  stocks?" 
and  other  queries,  asked  and  answered. 

5  J.K.  LASSER'S  YOUR  INCOME  TAX  1998  by  the  J.K.  Lasser 
Institute  (Macmilian  •  $14.95)  Time  to  'ire  up  the  calculatoi 

6  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

7  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Work 
man  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

8  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siege!  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

9  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

10  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

11  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

12  THE  AMERICAN  EXPRESS  TAX  GUIDE  1998  by  American 
Express  Tax  and  Business  Services  Inc.  (HarperBusiness  • 
$12.95)  Forms  aplenty 

13  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books 
$19.95)  From  stocks  to  small  business — with  cartoons,  too. 

14  1001  WAYS  TO  ENERGIZE  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  From  morale-building  to  job 
enrichment. 

15  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books*  $19.95)  Lighthearted  primer. 
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Review/s  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


IN  AN  AGE  OF  800-PAGE  BIOGRAPHIES,  JACK 

Beatty  has  taken  an  admirable  gamble: 
that  he  can  describe  the  work  and  life  of  management  guru  Pe- 
ter F.  Drucker,  and  persuade  readers  of  Drucker's  greatness,  in 
a  mere  200  pages.  The  concept  is  attractive  enough  to  have 
won  the  No.  5  spot  on  this  month's  hardcover  best-seller  list  for 
The  World  According  to  Peter  Drucker. 

But  Beatty  fails  on  several  counts.  He  considers  most  of 
Drucker's  29  books.  But  examinations  of  such  early  works  of  so- 
cial and  political  analysis  as  Thie  End  of  Economic  Man  and 
The  Future  of  Industrial  Man  include  little  intellectual  context 
and  make  Drucker's  efforts  sound  muddled  and  derivative. 
Soon,  Drucker  abruptly  turned  to  investigations  of  Corporate 


America.  Why  this  sudden  shift  in  method  and  subject  mattf 
Beatty  offers  little  explanation. 

In  such  efforts  as  The  Concept  of  the  Corporation  (194f 
Beatty  shows  Drucker  finding  fault  with  capitalism,  then  offi 
ing  palliatives,  such  as  limited  employee  governance  of  t 
workplace,  that  at  first  sound  radical,  then  prove  to  be  supi 
ficial.  It  IS  only  when  Beatty  gets  to  such  works  as  The  Pract 
of  Management  (1954)  that  we  begin  to  glimpse  "the  one  grt 
thinker  management  theory  has  produced."  Yet  Beatty  underci 
his  own  assertions  of  the  man's  profundity:  Drucker  is  "a  gil 
ed  failure,"  "Panglossian,"  a  peddler  of  "threadbare"  nc 
trums.  Huh?  When  it  comes  to  admirers  like  this,  200  pages 
text  may  suit  Drucker  just  fine.  BY  HARDY  GREE 
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We  connect. 


^at  does  it  take  to  connect  to  places  in  Asia.  Europe,  the  Americas  and  all  other  parts  of  the  globe? 

starts  with  a  firm  understanding  of  local  ideas,  people  and  places.  It's  also  about  superior  sei-vices  and  cherished  commitments.  As  a  world- 
ading  telecom  company,  Nippon  Telegraph  and  Telephone  Coi-poration  (N  IT)  is  uniquely  positioned  to  help  you  connect  globally  through 
lU-scale,  reliable  services  and  support. 

lobal  Communications  Services    /?CrCSta  V 

rcstar  is  NTT  Group's  recently  launched  global  end-to-end  communications  service,  which  utilizes  a  high-speed 
Joconmunications  highway  to  connect  to  major  cities  across  the  U.S.,  Europe  and  Asia.  Ai  cstai'  is  an  essential  part  of  NTTs 
rategy  for  global  projects,  including  the  Malaysian  Multimedia  Super  Conidor  (MSC)  and  tlie  China-U.S.  undei  sea  cable. 

flobal  Systems  Integration 

TTs  global  systems  integration  can  make  all  the  difference  in  maintaining  leliable  connections  locally  or  across 
orders  and  even  oceans.  Our  offices  located  throughout  the  U.S.  —  New  York,  Los  Angeles,  Mountain  View,  and 
Washington  D.C.  —  offer  end-to-end  systems  solutions  that  could  improve  tlie  way  you  communicate  in  business.  «ip™«  huwaph  a»d ielepmone  co«po»ation 

For  more  information  on  how  N  l  T  can  loi.iici.i  yviu,  ljii  i-auo  4  iM  I  L.iA,  or  vi,-,]i  our  wcD.sue.  nup.//www.nltnilo.nli.co.jp 


No  One  Doe 

Quite  Uk 


For  every  retirement 

need,  there's  a 
Prudential  solution. 

Mutual  Funds 

Save  for  your  retirement  goals 
with  a  full  range  of  Prudential 
Investments'  stock,  bond  and 
money  market  mutual  funds. 

IRAs 

Whether  you're  looking  for  a 
traditional  IRA,  SEP  IRA,  or 
the  new  Roth  IRA,  Prudential 
can  help  you  start  or  roll  over 
an  IRA  that's  right  for  you. 

Annuities 

If  you've  already  funded  your  IRA 
and  your  40I(k),  you  can  increase 
your  tax-deferred  savings  with 
a  Prudential  annuity. 

Other  Retirement  Plans 

From  401(k)sand40;Kb)s 
to  Keogh  Plans,  Prudential's 
professionals  can  help  you  choose 
a  retirement  plan  tailored  to  your 
business  and  your  employees. 

PruChoice'" 

If  you're  rolling  over  your  IRA, 
PruChoice'^'  is  the  smart  way 
to  build  a  mutual  finid  portfolio 
with  over  45  fund  families 
y.nd  one-on-one  help  from 
a  Prudential  professional. 


At  Prudential,  it's  our  job  to  help  make  sure  you're  well  prepared  for  your 
retirement  years.  How  do  we  do  it?  By  drawing  on  all  of  the  resources  that 
made  us  a  worldwide  leader  in  insurance  and  financial  services.  Wliether 
just  starting  out,  or  you  want  to  adjust  your  strategy,  count  on  Prudential 
make  planning  for  tomorrow  easier  than  ever 


Professional  guidance  to  help 
you  set  goals  and  reach  them. 

Millions  of  Americans  have  already 
discovered  how  a  relationship  with 
Prudential  can  help  them  plan  for 
a  comfortable  retirement.  You  can  too, 
starting  with  a  call  to  someone  who  knows 
retirement  planning  inside  and  out -your 
Prudential  professional. 


Gumma  i 


A  wealth  of  experien 
a  name  you  can  trus 

50  million  people  look  to  Prud( 
the  financial  stability  of  Tf 
With  $12.7  billion  in  capital,  and 
of  lives,  homes  and  vehicles 
Prudential  is  a  major  force  ir 
people  protect  their  pos 
and  the  ones  t 


BuUd  your 
retirement 
future  on  the 
strength  of 
The  Rock 


A  worldwide 
leader  in  money 
management. 

Managing  over 
$200  billion  in 
assets,  Prudential 
Investments  is 
one  of  the  world's 
leading  money 
managers.  Prudential's 
full  range  of  mutual  funds  has  become 
a  popular  choice  of  individual  investors 
and  Fortune  500  companies  alike. 


INFORHUmN 


Infer 
you  n 
make  s 
dec 

Across  the 
Pru 
profession 
practical  im 
insights  righ 
home  and  workpl 
now,  we're  expanding ' 
you  can  get  the  information  y 


tetirement 
Vudential 


ew  Roth  IRA  right  for  me? 

fast  with  our  FREE  20-minute  IRA 
It's  simple.  Just  sit  down  with  a 
il  professional  and  enter  some 
rmation  into  our  exclusive  Roth 
'zer'"  software.  In  just  a  few 
u'll  see  whether  the  Roth  IRA  or 
nal  IRA  may  be  your  best  option. 
1  can  explore  "what  if"  scenarios 
ing  your  initial  assumptions. 

re  the  best  Investment 

Jor  my  IRA?  After  you 
3  which  IRA  is  right  for  you, 
il  can  help  you  build  a  portfolio 
.  In  a  one-on-one  consultation, 
iential  Securities  Financial  Advisor 
lur  Personal  Financial  Architect " 
to  analyze  your  needs  and 
choose  a  customized  mix  of 
nts.  You'll  walk  away 
!e  written  analysis  of 
ation,  and  a  firm  course 
•etirement  planning. 


Prudential 

IRA 

raim!4ii.i 


A  clear  explanation  of  the 
new  tax  laws  and  how  they 
can  affect  you 

A  review  of  your  existing 
IRA  and  how  well  it 
matches  your  goals 

An  analysis  of  your  new  IRA 
options  using  Prudential's 
Roth  IRA  Analyzer  software 

An  action  plan  to  help  you 
make  the  most  of  your  IRA 


Make  Prudential  your  partner  in 
retirement  planning.  Call  today  to  learn 

more  about  Prudential's  free  20-minute  IRA 
Checkup.  Ask  for  our  free  booklet  Retirement 
Solutions  for  Life,  Guide  to  the  Taxpayer 
Relief  Act  of  1997. 

Call  1-800-THE-ROCK 

ext.  4901  \AA/vw.prudential.com 


Free  retirement 
planning  guide 

Retirement  Solutions  for  Life 
shows  you  how  you  may  be 
able  to  benefit  from  the 
Taxpayer  Relief  Act  of  1997: 

•  Learn  the  key  differences 
between  the  traditional  IRA 
and  the  new  Roth  IRA. 

•  Compare  the  fax  advantages 
of  each  IRA  option. 

•  Find  out  about  the  new 
IRA  eligibility  requirements 
for  1998. 

Call  1-800-THE-ROCK 
today  and  ask  for 
your  free  copy! 


Prudential 


sstments  ■  is  o  unit  of  Prudential  that  manages  invested  assets  on  behalf  of  its  clients.  Annuities  aie  issued  by  Pruco  Insuiance  Company  (in  New  Yoik,  issued  by  Piuco  Life  Insurance  Company  of 
id,  like  othei  secuiity  products  and  services,  are  offered  through  Pruco  Securities  Corporation  ond  Prudential  Securities  Incorporated,  both  subsidiaiies  of  The  Prudential  Insuronce  Company  of  America 
pectus  for  more  information  on  Ptudentiol's  mutual  funds  and  variable  products,  and  the  variable  investment  options  including  details  on  risks,  surrender  charges,  expenses  and  the  exclusions, 
iuctions  of  benefits  associated  with  onnuities.  Please  teod  it  carefully  before  you  invest.  Withdrawals  from  tox-deferred  investments  moy  be  subject  to  a  10%  penalty  if  withdrawn  before  age  59 1/2 
I  its  affiliotes  ate  not  tax  advisors.  Please  consult  your  own  tox  advisor  for  your  particular  situation.  Prudential  Secutihes  Incotporoted,  199  Water  St.,  NY,  NY  10292.  Member  SIPC.  The  Prudential 
ipony  of  America,  751  Brood  Street,  Newark,  NJ  07102.  Capital  cs  of  9/30/97  is  statutory  surplus  plus  Asset  Valuation  Reserve  (AVR).  Capital  includes  SI  billion  in  proceeds  of  surplus  notes  issued 
1995,  and  accepted  os  surplus  by  the  NJ  Commissioner  of  Insuiance.  Some  states  do  not  recognize  the  S300  million  issued  in  1993  as  surplus  PIMV-0198-2312  MCP-1998-A022339. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

WHAT  ABOUT  YOUR 
MILLENNIUM  BUG? 


Most  PC  owners 
have  little  to  worry 
about,  if  they  take  a 
few  precautions 

The  public  has  been 
warned.  The  year  2000 
will  hit  coiporate  com- 
puters with  the  force  of  El 
Nino,  potentially  imperiling 
aircraft,  halting  tax  collec- 
tions, and  generally  clobber- 
ing commerce.  Corporations 
are  spending  billions  to 
solve  the  "Y2K"  problem, 
but  what  should  owTiers 
of  personal  computers  do 
to  protect  themselves? 

In  most  cases,  I  think 
you  have  little  or  nothing 
to  woiTy  about.  CoiiDorations 
and  governments  must  fix 
programs  and  databases  that 
were  designed  decades  ago. 
Back  then,  the  millennium 
was  hardly  a  speck  on  the 
hoiizon,  and  veiy  high  stor- 
age costs  encouraged  pro- 
grammers to  cheat  and  use 
just  two  digits  to  identify  a 
year  Personal  computers  en- 
tered widespread  use  in  the 
mid-1980s  and  were  designed 
with  the  21st  century  in 
mind.  Unfoitimately,  however, 
some  of  the  methods  for  han- 
dling the  millennium  were 
flawed.  These  glitches  will 
cause  annoyances  for  some, 
but  they  won't  threaten  your 
files  or  the  ability  of  comput- 
ers to  function. 
TRICKY  ISSUE.  The  biggest  is- 
sue is  how  PCS  keep  track  of 
the  date  (Macintoshes  don't 
have  Year  2000  problems). 
The  key  is  a  progi'am  called 
the  BIOS  that  is  pennanently 
stored  in  read-only  memory 
and  i-uns  when  the  computer 
boots  up. 

The  computer's  clock  puts 


out  a  two-digit  yeai*  code,  and 
the  BIOS  adds  the  century. 
When  the  year  hits  2000,  one 
of  three  things  will  happen, 
depending  on  what  operating 
system  you  are  using  and 
what  company  wrote  your 
computer's  bios  progr-am  and 
when. 

If  your  personal  computer 


shareware  programs  at 
repositories  such  as  www. 
shareware.com  that  will  also 
deal  with  the  problem — in 
most  cases. 

The  trouble  is  that  a  rela- 
tively small  number  of  ma- 
chines won't  respond  to  ei- 
ther a  manual  or  automatic 
fix.  For  example,  bios  chips 
progi'ammed  by  Award  Soft- 
ware International  between 
April,  1994,  and  May,  1995, 
will  reset  to  1980 — the  year 
the  IBM  PC  was  introduced — 
every  time  the  computer  is 
restarted.  The  only  fix  is  to 
download  a  new  bios  pro- 
gram or,  in  some  cases,  re- 
place the  chips. 

How  do  you  find  out  if 
you  have  a  problem?  Do  not 
set  your  clock  to  Dec.  31, 
1999,  to  see  what  happens. 


was  made  after 
mid-1995,  odds  are 
it  will  handle  the 
date  change  just 
fine.  Most  older 
computers  will  show 
the  date  as  1900. 
Once  you  manually 
reset  the  date  to 
2000,  however,  the 
year  will  be  correct 
from  then  on,  at 
least  until  2099. 

Some  software 
will  automatically 
make  the  cotrection  for  you. 
Windows  NT,  IBM  PC-DOS  7.0, 
and  the  upcoming  Windows 
98  will  take  note  of  the 
change  from  1999  to  1900, 
realize  that  it  is  wi-ong,  and 
fix  it.  If  you  run  Windows 
95,  Windows  3.1,  or  any  ver- 
sion of  MS-DOS,  you  can  find 


Year  2000  Resources 

GENERAL  INFORMATION 

>  www,ibm.com/IBM/year2000 

>  www.microsoft.com/CIO/Articles/YEAR2000FAQ.htm 

>  www.year2000.com 

COMPUTER  CLOCK 

>  www.amibios.com/support/2000.html 

>  www.award.com/tech/biosfaqs.htm 

>  www.phoenix.com/techsupp/techsupp.html 


That  just  might  trigger  time 
bombs  in  software  and  cause 
subscription  services  to  ex- 
pire. Phoenix  Technologies 
Ltd.,  a  leading  wiiter  of  BIOS 
programs,  suggests  this  safe 
alternative:  Start  your  com- 
puter from  a  floppy  contain- 
ing just  the  files  needed  to 


boot  up.  From  the  commar 
prompt,  use  the  time  an 
date  commands  to  set  th 
clock  to  a  few  minutes  bi 
fore  midnight  on  Dec.  3 

1999.  Wait  until  the  cloc 
ticks  past  midnight.  The: 
without  running  any  othe 
programs,  restart  the  m; 
chine  and  check  the  date, 
it  shows  Jan.  1,  2000,  you'i 
fine.  If  it  doesn't,  set  tl 
year  manually  to  2000,  an 
restart  again.  If  the  yej 
shows  either  1900  or  198 
you  probably  need  a  BIOS  u; 
grade.  Either  way,  reset  t\ 
date  and  time  and  reboot. 
EXCEL  SCHEME.  In  the  co 
porate  world,  the  nasty  Ye; 
2000  woes  involve  softwar 
most  PC  applications  ai"e  not 
problem.  Microsoft  Corp. 
Excel  spreadsheet,  for  exan 

pie,  stores  dates  with  fou 
digit  years.  If  you  put  in 
two-digit  year,  it  will  a 
sume  that  years  30  ( 
higher  are  in  the  20t 
century  and  years  29  ( 
below  are  in  the  21s 
You  can  override  the  a 
sumption  by  entering 
four-digit    year.  Oth( 
spreadsheet  and  databas 
programs  use  sim 
lai"  schemes.  Unles 
you  use  some  poor 
designed  custom  soi 
ware,  you  shouldr 
have  problems. 

And  even  if  yoi 
computer's  date 
wrong  in  the  ne 
millennium,  you  c£ 
choose  to  live  w\\ 
it,  if  necessary,  1: 
setting  the  syste 
date  manually  evei 
time  you  start  yoi 
computer.  You  c£ 
also  choose  to  i 
nore  wrong  date 
on  your  files  ar 
electronic  mail  me 
sages.  After  all,  most  of  tl 
computers  with  problems  w 
be  at  least  five  years  old 

2000.  As  Bernard  Luksie 
Y2K  expert  at  Compaq  Cor 
puter  Corp.  puts  it:  "If  y( 
are  i-unning  an  old  machii 
with  an  old  operating  systei 
YOU  mav  not  care." 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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atrick  Bommarito 

jitified  Financial  Planner 


Could  there 
be  a  new  IRA 
in  your  future? 

Perhaps  you've  heard 
about  the  new  Roth  IRA. 
It  sounds  interesting, 
but  you  wonder-what's 
in  it  for  you? 

An  American  Express 
financial  advisor  can 
show  you  how  the  Roth 
IRA  expands  eligibiUty 
to  almost  everyone. 
It  also  offers  tax-free 
withdrawals  and  the 
ability  to  save  for 
financial  goals  other 
than  retirement-like 
education  and  the 
purchase  of  a  first  home. 
Get  the  expertise  and 
insight  you  need  to 
make  smarter  decisions. 
So  you  can  take  control 
of  your  future. 

Call  1  800  GET-ADVICE 
and  own  your  world. 

www.americanexpress.com/advisors 


AMERICA 


lEXRBESS 

Financial 
Advisors 


TIBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-tinne,  event-driven  enterprise.  (Over  500  of  the  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business. 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level. 
You  win.  www.tibco.com 


And  that  should  definitely  put  a  smile  on  your  face 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


WHO  DID  MORE  FOR  MANKIND, 
MOTHER  TERESA  OR  MIKE  MILKEN? 


GET  OVER  IT: 

Yes,  economic 
growth  creates 
income 
inequality. 
It  also  creates 
lots  of  new 
products  and 
jobs  for 
multitudes 


Paul  Craig  Robert:  \i  john  M.  Olin 
Fellow  at  the  Institute  for  Political 
Economy  in  Wastiington,  D.C.,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif, 


In  any  country  with  a  market  economy, 
even  one  forced  to  bear  the  burden  of  a 
large  welfare  state,  consumers  have  a 
wide  range  of  choices  for  all  their  wants.  Peo- 
ple from  communist  countries  who  visited 
Amenca  went  home  in  awe  of  the  abihty  of 
the  market  economy  to  deliver  the  goods. 

Intellectuals,  including  many  academic  econ- 
omists, have  a  difficult  time  giving  the  mai'ket 
its  due — despite  its  unrivaled  success.  The 
professor  sitting  at  liis  desk  with  his  choice  of 
eveiy  tobacco  for  his  pipe,  eveiy  tweed  for 
his  back,  and  every  wine  and  food  for  his 
table  will  nevertheless  pen  a  screed  denounc- 
ing conspicuous  consumption,  gi'eed,  and  in- 
come inequality,  all  of  which  he  will  blame 
on  the  market. 

Economists  especially  cannot  get  income 
inequahty  out  of  their  system.  It  galls  and 
peiplexes  them  iminensely  that  the  process  of 
wealth  creation  results  in  income  differences. 
One  recent  book.  The  Inequality  Paradox, 
published  by  the  National  Policy  Assn.  with 
essays  by  Janet  L.  Yellen,  President  Clin- 
ton's chief  economic  adviser,  and  Robert  B. 
Reich,  Clinton's  fomier  Labor  Secretaiy,  finds 
inecjuality  to  be  a  disturbing  paradox.  It 
blames  economic  gi'owth  for  not  solving  the 
"problem  of  income  inequality." 

Income  inequahty  is  not  a  problem,  but  a 
natural  consequence  of  a  fi-ee  society.  Never- 
theless, judging  capitalism  by  the  standards  of 
communism  is  a  favorite  pastime  for  econo- 
mists. The  process  allows  them  to  denigi'ate 
capitalism  for  not  doing  what  a  different  sys- 
tem— a  failed  and  defimct  one — was  supposed 
to  do  but  didn't.  The  market  rewards  merit, 
ability,  luck,  and  success  with  wages,  salaries, 
profits,  capital  gains,  and  dividends.  The  re- 
wards differ  because  the  performances  dif- 
fer Unequal  incomes  are  proof  that  the  mar- 
ket is  doing  its  job. 

STOLEN  WEALTH.  One  day,  perhaps,  egalitari- 
an ideologues  will  manipulate  genetics  to  elim- 
inate all  distinctions  between  people,  including 
drive  and  determination.  Then,  only  luck 
would  account  for  income  differences,  and 
these  differences  could  be  eliminated  with  a 
"luck  tax"  that  would  not  hann  the  incen- 
tives of  the  system. 

Intellectuals  are  unhappy  with  the  market 
because  they  don't  see  wealth  as  the  result  of 
a  creative  process  such  as  art  and  Uterature. 
Intellectuals  view  wealth  as  stolen  if  made, 
and  mundane  if  inherited.  Thev  think  of 


wealth  as  a  finite  quantity  like  "exhaustible 
resoui'ces.  The  people  who  get  rich  are  tb 
ones  who  go  back  for  seconds  before  other 
get  their  first  helping.  Intellectuals  simpl; 
cannot  connect  the  wealth  of  a  Bill  Gate 
with  the  creative  process. 

Not  many  people  have  been  brave  enougi 
to  come  to  the  defense  of  "immoral  gi'eed, 
but  ABC-Tv's  John  Stossel  recently  found  on 
for  his  progi-am — philosopher  David  Kelle; 
of  the  Institute  for  Objectivist  Studies.  Kelle; 
calmly  noted  that  Michael  R.  Milken  was 
greater  benefactor  to  mankind  than  Mothe 
Teresa.  Milken  created  wealth,  jobs,  incomes 
and  new  products  for  large  numbers  of  jjeo 
pie,  while  Mother  Teresa  redistributed  wealt 
donated  by  pliilanthi-opists.  Yet  Mother  Tere 
sa  was  praised  for  her  self-sacrifice,  ; 
Milken  damned  for  self-interest. 
PAYING  A  PRICE.  The  attack  on  "greed"  is  re 
ally  an  attack  on  fi-eedom.  Among  economists 
it  was  Milton  Friedman  more  than  anyon 
else  who  took  time  from  liis  research  to  de 
fend  economic  freedom.  The  memoirs  c 
Friedman  and  his  wife.  Rose,  ai'e  about  to  b 
published  by  the  University  of  Chicago  Pi-ess 
They  show,  among  many  other  fascinating 
things,  that  economists  who  had  a  good  wori' 
for  capitalism  in  the  1940s,  19.50s,  1960s,  an 
1970s  paid  a  price. 

For  example,  in  1941,  not  even  the  detei" 
mined  president  and  dean  of  the  University  c: 
Wisconsin  could  get  Friedman  appointed  to 
teaching  job  over  faculty  objections.  Year 
later,  a  person  who  had  studied  economics  ;i 
Duke  University  in  the  1950s  later  wrote  t 
Friedman  that  the  libraiy  in  those  days  ha 
contained  nothing  by  Friedman:  "On  consult 
ing  with  my  professor,  he  exjjlained  that  Duk 
had  a  system  of  screening  new  material  b 
the  appropriate  department  and  the  Eci 
nomics  Dept.  did  not  consider  yoiu-  work  w  i  n 
thy  of  cariying."  Out  of  step  with  the  soc  ia 
ist  thinking  of  his  time,  Friedman  was  pas.-r 
over  for  the  Nobel  prize  for  many  yeaf: 
When  the  award  could  be  avoided  no  loii,m 
and  was  finally  made  in  1976,  Louis  Ruke\M 
said  that  if  Friedman  had  been  "less  cnii 
mitted  to  human  freedom,  he  would  have  ha  _ 
his  Nobel  prize  in  economics  years  ago." 

Now  that  communism  has  failed  and  it 
foiTner  adherents  acknowledge  that  there 
more  morality  in  freedom  than  in  incmii 
equahty,  perhaps  American  intellectuals  a  Is 
will  one  day  give  up  communism. 
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CINDeRELLA  -  JUST  A 
iieMINDER:  B€  HOME 
12:00  OR  ELSE! 


If  your  paging  service  isn't  guaranteed, 
you  could  be  missing  some  important  messages 


a  fairy  tale  come  true.  It's  a  guarantee  you'll  get  your  messages  no  matter  what.  It's  SkyWord*Plus  from  SkyTel''  The  paging 
'ice  that  stores  your  messages  when  your  pager  is  off,  your  batteries  are  dead  or  you  go  out  of  range,  and  automatically  delivers 
m  to  you  when  you  return  to  full  service.  And  best  of  all,  this  story  has  a  happy  ending:  SkyWord  Plus  costs  less  than  most  ordinary 
ing.  So  get  SkyTel.  And  get  the  message,  guaranteed.  Limired-time  offer:  Call  now  and  eet  ;i  personal  800/888  number  tor  tree. 


Feature 

SkyWord  Plus  Service 

Other  Nationwide  Services 

Guaranteed  Deliver\' 

Yes 

No 

E-Mail  On  Your  Pager 

Yes 

Maybe 

otection  Against  Garbled  Messages 

Yes 

No 

Monthly  Cost 

$24.95 

$35 -$99 

lyTel  features  advanced  messaging  pagers  hy  Motorola. 


SkKlel^ 

Call  1'800'395'5826 
or  visit  w'ww.skytel.com 


SkyWord  Pius  piite  irtludes  600  10-chnroctei  messoges.  Equipment  ond  enhonced  seiwces  ovoiloble  ot  nn  odditionol  chorge.  ©1998  SkyTel.  SkyTel  is  o  subsidiory  of  Miel,  a  NASDAQ  compony. 


IE  POWER  OF  LIGHT  Internet  traffic.  Video  applications.  LANS  WANS.  (Whew!)  What 
<e  to  get  you  the  bandwidth  you  need  to  make  it  all  work?  Optical  innovations  from  Bell 
amatically  increasing  the  capacity  of  existing  networks  with  advanced  optical  networking 
ir  new  WaveStar  optical  networking  system  is  an  entirely  new 
/el  of  innovation.  It  delivers  five  times  the  bandwidth  of  today's 
mmercial  fiber-opttc  systems,  without  adding  more  cable, 
hat's  enough  capacity  to  handle  every  bit  of  per-second  world- 
de  internet  traffic  over  a  single  fiber.)  We  know  how  to  get  you 
e  bandwidth  your  network  needs.  As  much  as  you  need.  Where 

u  need  it  We  make  the  things  that  make  communications  work." 
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Economic  Trends 


BY  GENE  KORETZ 

INCOME  SWINGS 
CAN  BE  DEADLY 

Health  risks  for  the  middle  class 

With  restructuring  and  contingent 
employment  now  piu^jortedly  in- 
herent features  of  modern-day  global 
capitalism,  Americans  have  had  to  face 
the  possibility  that  heightened  income 
instability  is  the  price  they  have  to  pay 
for  a  dynamic,  expanding  economy.  In- 
deed, most  people  know  folks  who  lost 
jobs  because  of  downsizing  over  the  past 
decade  and  suffered  a  shaip  (if  only  tem- 
poraiy)  income  decline  in  the  process. 

A  recent  study  in  the  America?! 
Journal  of  Public  Health  focuses  on  an 
aspect  of  income  instability  that  has  i-e- 

A  LINK  BETWEEN  MORTALITY 
AND  INCOME  INSTABILITY 

CHANCE  OF  DYING  WITHIN  FIVE  YEARS:  PEOPLE  45  YEARS 
AND  OLDER  WITH  INCOME  OF  $20,000  TO  $70,000* 


SUFFERING 
AT  LEAST  ONE 

INCOME 
DROP  OF  50% 
OR  MORE 


A  ODDS  RATIO 

1=CHANCE  OF  DEATH  OF  HIGH-INCOME  (OVER  $70,000)  PEOPLE 

•AVERAGE  HOUSEHOLD  INCOME  OVER  PRIOR  FIVE  YEARS 
DATA:  PEGGY  McDONOUGH,  GREG )  DUNCAN.  DAVID  WILLIAMS,  JAMES  HOUSE 

ceived  relatively  little  attention  up  to 
now:  its  negative  impact  on  individuals' 
health.  The  results  suggest  that  shaip 
income  drops  can  result  in  sigTiificantly 
higher  mortality  risks,  even  when  such 
setbacks  are  only  temporary. 

In  the  study,  a  team  led  by  Peggy 
McDonough  of  Ontario's  York  Universi- 
ty used  U.S.  survey  data  from  1972 
through  1989  to  compare  the  death 
rates  of  people  45  and  over  with  their 
income  levels.  As  in  earlier  studies,  re- 
searchers found  that  the  lower  one's  in- 
come, the  higher  one's  risk  of  dying. 

Other  things  being  equal,  those  whose 
household  incomes  averaged  less  than 
$20,000  (1993  dollars)  over  a  five-year 
period  were  two  to  three  times  as  like- 
ly to  die  in  the  next  five  years  as  those 
with  average  incomes  over  $70,000.  And 
those  with  family  incomes  in  a  middle 
range  of  .$20,000"  to  $70,000  had  a  50% 
higher  chance  of  dying  than  those  in 
the  high-income  group. 


The  most  provocative  findings,  how- 
ever, relate  to  income  stability.  The  re- 
searchers report  that  sharp  income 
drops — of  50%  or  more  in  a  five-year 
period — had  little  subsequent  effect  on 
the  ah'eady  liigh  mortahty  rates  of  low- 
income  people.  And  temporaiy  drops  of 
this  size  had  insignificant  effects  on  the 
relatively  low  death  rates  of  high-in- 
come (over  $70,000)  individuals. 

Rather,  it  was  the  health  of  people  in 
the  middle  income  group  that  suffered 
significantly  if  they  had  experienced  a 
sharp  income  decline  in  the  prior  five 
years.  Such  occurrences  actually  dou- 
bled their  risk  of  death,  raising  it  to 
the  elevated  levels  found  among  those  in 
the  lowest  income  gi'oup. 

At  the  veiy  least,  these  results  are 
troubling.  They  confij^-m  that  poverty  or 
near-poverty  income  levels  are  serious- 
ly detrimental  to  individuals'  health,  es- 
pecially when  they  persist.  (Another 
finding  was  that  low-income  people  ex- 
peiienced  even  higher  mortality  if  theii' 
low  incomes  had  persisted  for  at  least 
four  of  the  prior  five  years.)  And  they 
suggest  that  income  instability,  even  in 
the  form  of  a  temporary  sharp  dr*op  in 
income,  can  pose  incr-eased  health  risks 
for  the  middle  class. 

To  the  extent  that  America's  rising 
income  inequality  and  instability  will  ex- 
pand the  number's  of  vulner-able  individ- 
uals in  low-  and  middle-income  groups, 
write  the  author's,  'the  findings  for'ecast  a 
wor'sening  of  the  nation's  health." 


SCHOOL  IS  NOW 
KINDER  TO  GIRLS 

It's  the  boys  who  need  pepping  up 

It  has  long  been  thought  that  girls 
ar'e  at  a  disadvantage  in  public 
schools  compar-ed  with  boys,  suffering 
fi'om  lower'  expectations,  less  confidence, 
and  often  less  support  ft'om  teacher-s. 
Whatever  the  validity  of  this  view  in 
the  past,  however,  a  recent  nationwide 
survey  of  2,600  high  school  students  and 
teachers,  grades  7  thi'ough  12,  suggests 
that  it's  girls  rather  than  boys  who  ar-e 
curr'ently  in  the  ascendancy. 

According  to  the  survey,  conducted 
for  Metr-opolitan  Life  Insurance  Co.  by 
Louis  Harris  &  Associates,  gir'ls  like 
school  more  than  boys  do  and  have  mor'e 
confidence  in  their'  abilities.  Some  74% 
of  gir'ls  say  they  ar'e  very  likely  to  go  to 
college,  compared  with  just  61%  of  boys. 

Further,  more  giris  than  boys  feel 
they  get  positive  feedback  from  teacher-s 
for  answering  correctly,  and  mor'e  girls 


(76%  vs.  67%)  report  getting  helpfulj 
comments  when  they  answer  incorrect-i 
ly.  Similarly,  about  a  third  fewer  girls 
than  boys  (19%  vs.  31%)  complain  that 
teachers  don't  hsten  to  them.  For  theii; 
part,  teachers  see  girls  as  more  confi- 
.dent,  more  focused  on  education,  and 
more  likely  to  graduate  fr-om  college. 

In  many  respects,  minority  girls  lead 
the  pack  in  positive  outlook,  priding 
themselves  on  their  ability  to  succeed 
and  finding  their  teachers  the  most  en- 
cour'aging.  By  contrast,  minority  boys 
are  the  least  likely  to  believe  they  wil 
attend  college  or  attain  their  job  goals. 

Inter-estingly,  these  results  jibe  pret- 
ty well  with  r'eality.  More  girls  thar 
boys  go  on  to  college  these  days,  and 
minority  boys — especially  blacks — are 
the  least  likely  to  further  their  educa- 
tion or  do  well  in  the  economy. 


AWAITING  ASIA'S 
EXPORT  SURGE 

It  may  be  late,  but  it's  coming 

Many  of  the  sick  Asian  economies 
that  were  running  trade  deficit! 
only  a  little  while  ago  are  now  running 
trade  surpluses.  But  the  widely  fore 
casted  tidal  wave  of  Asian  exports  thai 
will  dr'ag  the  U.  S.  trade  balance  fai 
deeper  under  water'  hasn't  ariived — yet 
The  reason,  accor'ding  to  economist! 
at  Lehman  Brothers  Inc.,  is  that  th( 
recent  improvement  in  Asia's  trade  per 
formance  has  been  driven  by  plummet 
ing  imports  rather  than  rising  exports 
Asian  imports  are  being  depressed  h] 
three  powerful  forces:  cur'rency  dropi 
that  have  dr'amatically  boosted  impor 
prices;  collapsing  domestic  demand;  am 
the  drying  up  of  cr'edit.  Ironically,  th( 
latter  force  is  also  hampering  exports 
since   Asian  na- 

tions  need  trade       ASIA'S  EXPORTS 
financing  to  buy    HAVENT  SURGED-YET 

the  raw  materials 
and  intermediate 
goods  that  go  into 
exports. 

The  upshot  is 
that  the  first  hit 
to  America's  trade 
balance,  which 
may  already  be 
materializing,  will 
come  ft'om  falling 
U.  S.  exports  to 
the  region.  The 
additional  power- 
ful blow  from  surging  Asian  exports  t| 
the  U.S.  has  been  temporarily  delayec 


JUNE  '97  DEC. 
▲  PERCENT  CHANGE  OVER 
12  MONTHS' 
•JAPAN,  CHINA.  KOREA,  TAIWAN. 
HONG  KONG,  SINGAPORE,  INDO- 
NESIA MALAYSIA,  PHILIPPINES 
DATA:  LEHMAN  BROTHERS  INC. 
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5  THE  ECONOMY  SLOWING? 
ON'T  BET  ON  IT  JUST  YET 

le  January  softness  in  retailing,  housing,  and  output  looks  temporary 


us.  ECONOMY 


SiA  LEADS  THE  DROP 
IN  IMPORT  PRICES 


Most  forecasters  expected  the 
economy's  feverish  pace  to 
off  last  year.  By  summer,  it  started  to  look  that 
r,  but  by  yearend,  things  sped  up  again.  Now,  once 
in,  the  forecasters  say  a  slowdown  is  imminent, 
^ly  reflecting  expected  impact  from  the  Asian  crisis, 
is  the  economy  really  downshifting? 
'he  first-quarter  data  offer  some  hints  of  slower 
wth,  but  they  are  mixed  and  far  from  conclusive, 
ail  sales  barely  rose  in  January,  but  demand  in 
ly  categories  looks  as  strong  as  ever.  Then  in  Feb- 
ry,  first-time  jobless  claims  returned  to  a  very  low 
;1,  suggesting  continued  strong  labor  markets.  Also, 
ey  measure  of  consumer  sentiment  hit  a  record, 
homebuilders  were  increasingly  upbeat. 

Consequently,  it's  hard  to 
believe  that  industrial  output 
is  gearing  down  in  any  big 
way,  if  at  all.  January  output 
was  soft,  partly  because  of  the 
mild  winter.  But  amid  still- 
strong  demand,  December  in- 
ventories remained  lean  rela- 
tive to  sales,  suggesting  little 
need  to  trim  output  on  ac- 
count of  excessive  stock  levels. 
U.  S.  producers  are  no 
bt  seeing  some  falloff  in  exports  to  Asia.  But  so  far, 
Asian  effect  is  showing  up  mostly  in  declining  im- 
t  prices  (chart).  Those  competitive  pressures  are 
iing  back  inflation.  Producer  prices  of  finished  goods 
0.7%  in  January,  mainly  reflecting  a  big  drop  in  en- 
y  prices.  Excluding  energy  and  food,  the  core  index 
ped  0.1%,  and  annual  core  inflation  for  finished  goods 
:ssentially  zero. 

b  be  sure,  at  some  point  the  economy  will  not  be 
i  to  maintain  the  4%  growth  it  has  enjoyed  since  the 
imer  of  1996.  The  labor  markets  are  running  out  of 
iple  to  hire,  and  profit  growth  is  already  slowing 
m  (page  110).  Those  factors  will  eventually  erode  the 
)ng  fundamentals  that  have  kept  consumer  and  cap- 
spending  unshakable.  Based  on  the  latest  data, 
ugh,  that's  not  happening  yet. 

NSUMERS  HOLD  THE  KEY  to  any  slowdown,  since 
y  supply  two-thirds  of  all  spending  in  the  economy, 
it's  why  January  retail  sales  received  so  much  scruti- 
They  rose  a  scant  0.1%,  and  the  gains  for  both 
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November  and  December  were  revised  downward. 

Looking  below  the  headline  number,  however,  sales 
excluding  autos  rose  a  soUd  0.5%.  Clothing  stores  post- 
ed a  0.7%  uptick,  restaurant  sales  increased  0.9%,  build- 
ing materials  and  hardware  stores  saw  a  1%  gain,  and 
department  stores  enjoyed  a  1.5%  advance — their  best 
showing  in  nearly  a  year.  In  fact,  the  main  source  of 
weakness  came  in  gasoline  sales,  more  likely  a  function 
of  price  dechnes  than  a  drop  in  volume. 

First-quarter  real  consumer 
spending,  calculated  in  the 
way  it  goes  into  the  gross-do- 
mestic-product data,  appears 
to  be  on  its  way  to  an  annual 
growth  rate  of  about  3%,  little 
changed  from  the  fourth  quar- 
ter's 3.2%  pace.  Unit  car  sales, 
which  are  used  in  the  GDP 
data,  rose  to  an  annual  rate 
of  15.4  milhon  in  January,  up 
from  the  fourth-quarter  aver- 
age of  15  million.  Also,  the  core  January  components  of 
the  retail  sales  report  that  go  into  consumer  spending 
stood  well  ahead  of  their  fourth-quarter  showing. 

Consumers  are  also  fueling  a  miniboom  in  housing. 
January  housing  starts  dipped  0.3%,  but  that  decline  be- 
lied a  7%  surge  in  single-family  starts.  Apartment  con- 
struction fell  sharply,  after  a  big  gain  in  December. 

More  revealing  perhaps  is  the  optimism  of  builders, 
based  on  a  monthly  sirrvey  taken  by  the  National  As- 
sociation of  Home  Builders.  The  trade  group's  housing 
market  index,  which  tracks  both  ciurent  and  expected 
demand  and  buyer  traffic  through  model  homes,  jumped 
from  59%  in  January  to  68%  in  Februaiy  (chart).  The 
February  reading  was  the  highest  in  more  than  four 
years,  suggesting  that  low  mortgage  rates  and  strong 
consumer  fundamentals  will  yield  a  vibrant  spring 
building  season. 

STRONG  DOMESTIC  DEMAND  is  making  up  for 
much — but  probably  not  all — of  the  Asian-based  weak- 
ness in  manufacturers'  order  books.  Industrial  produc- 
tion at  U.  S.  factories,  mines,  and  utilities  was  un- 
changed from  December  to  January — the  first  time  in 
15  months  that  output  failed  to  grow.  But  utilities' 
production  plunged  4%  amid  unusually  warm  weather. 

Manufacturing  output  alone  rose  0.3%,  after  increas- 
ing 0.4%  in  December,  but  those  gains  were  only  one- 
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third  of  the  pace  in  October  and  November  (chart). 
Reflecting  continued  strength  in  consumer  spending 
and  housing,  the  output  of  appliances  and  consumer 
electronics  jumped  3.5%  in  Januaiy,  while  production  of 
carpeting  and  furniture  rose  2.9%. 

Clearly,  Asian  weakness  accounts  for  some  of  the 
softer  tone  of  January  production.  That's  because  output 
of  industrial  equipment,  a  big  export  item  to  Asia,  fell 
0.6%,  resulting  in  a  rise  in  business  equipment  pro- 
duction of  only  0.2%,  after  monthly  gains  in  1997  aver- 
aging 0.8%.  Still,  output  of  computer  and  office  gear, 
most  likely  headed  for  U.  S.  companies,  held  strong. 

Without  a  considerable  slowdown  in  overall  demand, 
rapid  inventory  building  will  not  hold  back  production 
anytime  soon.  Inventory  growth  in  1997  was  the  fastest 
in  12  years,  but  demand  was  also  robust.  In  December, 
business  inventories  rose  0.4%,  half  as  fast  as  the  0.9% 
increase  in  business  sales.  In  the  second  half  of  1997,  in- 
ventories began  to  rise  faster  than  sales,  but  by  the  end 
of  the  year  the  ratio  of  inventories  to  sales,  at  1.37  in 
December,  had  not  risen  appreciably. 

WHILE  IMMEDIATE  PROSPECTS  for  u  s  econom- 
ic growth  still  look  good,  one  Asian  impact  is  clear: 
Prices  of  imports  from  the  region  are  falling.  Exclud- 
ing oil,  import  prices  dropped  0.6%  in  January,  the 
largest  monthly  decline  in  five  years.  January  de- 
creases were  especially  large,  down  1.2%,  for  goods 


A  SLOWER  PACE  FOR 
INDUSTRIAL  PRODUCTION 

10 


coming  from  Asia's  newly  industrializing  countries, 
including  Hong  Kong,  Singapore,  South  Korea,  andi 
Taiwan.  Prices  of  Japanese  goods  fell  a  steep  1%.  | 

Since  the  Asian  currency 
crisis  began  in  July,  1997,  im- 
ported industrial  materials  and 
capital  equipment  have  led  the 
price  declines,  while  prices  of 
imported  consumer  goods  have 
barely  fallen,  and  prices  of  for- 
eign-made cars  have  risen. 
Prices  of  imported  capital 
goods,  however,  had  been  de- 
clining at  a  steep  rate  even 
before  the  crisis  began.  Prices 
of  imported  materials  and  supplies  plunged  1.4%  iii 
December  and  1.3%  in  January,  suggesting  that  manj 
businesses  are  benefiting  from  cheaper  raw  materials 

At  least  for  now,  the  Asian  crisis  may  well  be  of 
fering  more  pluses  for  the  economy  than  minuses,  iri' 
eluding  cheaper  commodities  to  help  businesses  copt 
with  rising  labor  costs,  lower  interest  rates  that  an 
boosting  housing  and  durable  goods,  and  low  inflatioi 
generally  that  is  lifting  the  buying  power  of  househok 
incomes.  Indeed,  the  fallout  from  Asia  has  failed  t( 
score  a  direct  hit  on  economic  growth  so  far  in  1998 
And  without  such  a  blow,  the  U.  S.  economy  couk 
easily  gallop  right  into  spring. 
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AUSTRALIA 


SO  CLOSE  TO  ASIA,  YET  SO  FAR 


The  Reserve  Bank  of  Aus- 
tralia's quarterly  report  con- 
fii-med  what  had  been  suspected: 
The  Asian  crisis  is  damaging  Aus 
tralia's  trade  position,  but  the  do- 
mestic economy  is  still  buoyant. 

The  evidence  is  in 
the  latest  data.  In  for- 
eign trade,  the  Decem- 
ber deficit  was  the 
widest  in  2Ys  years.  Im- 
ports surged,  but  ex- 
ports dropped,  particu- 
larly shipments  to 
Korea.  Tourism  was 
also  hit,  as  the  number 
of  Asian  visitors  fell 
23%  from  last  year. 

Labor  markets,  though,  are  do- 
ing well.  In  January,  some  23,100 
full-tinio  positions  were  created. 
The  joble.^s  rate  inched  up  to 
8.2%,  but  that  was  from  the  two- 
year  low  of  8.1%  hit  in  Decem- 
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ber.  But  that's  not  to  say  job 
prospects  are  immune  to  Asia's 
crisis.  A  survey  found  that  manu- 
facturers and  mining  concerns  ex- 
pect to  cut  payrolls  this  year  be- 
cause of  the  export  slump,  while 
service  industries  and 
construction  will  boost 
hiring. 

Even  with  the  im- 
provement in  job 
gi'owth,  pay  gains  re- 
main within  the  rba's 
target.  In  the  fourth 
quarter,  weekly  pay 
was  up  3.7%  from  a 
year  ago,  down  from 
the  third  quarter's 
4.4%  increase  (chart).  But  pay  and 
jobs  are  rising  fast  enough  to 
keep  consumers  upbeat,  and  that 
optimism  is  benefiting  housing. 
Home-loan  approvals  rose  1.3%  in 
December,  while  housing  permits 


were  up  0.8%  in  December,  the 
third  monthly  increase  in  a  row. 
Strength  from  domestic  sources 
should  enable  the  Australian  econ- 
omy to  grow  4%  in  1998,  despite 
the  fallout  from  Asia.  The  econo- 
my probably  expanded  by  about 
3.1%  in  1997. 

With  wage  growth  unlikely  to 
reignite  domestic  inflation,  the 
RBA  is  not  expected  to  raise  inter- 
est rates  soon.  That  prospect  is 
depressing  the  already  weak  Aus- 
tralian dollar.  In  the  past  six 
months,  the  "Aussie"  has  fallen 
11%  against  the  U.  S.  greenback 
and  3%  against  the  yen.  Asian 
wonnes  are  also  hurting  the  stock 
market  as  investors  gamble  that 
falling  exports  will  crimp  earn- 
ings. In  fact,  if  exports  fall  more 
than  anticipated,  the  next  move 
by  the  rba  could  be  a  rate  cut  to 
keep  domestic  demand  going. 
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Schwab    advice  to  investors 


Know  As  Much  As  You  Can, 
Pay  As  Little  As  You  Can 


What  docs  it  take  to  become 
a  successful  investor? 

While  many  would  have  you 
believe  that  it's  a  mystifying 
process,  we  at  Schwab  have  a 
different  point  of  view. 

For  best  results, 
the  tried  and  true. 

At  Charles  Schwab,  we  believe 
investing  is  best  done  when  you're 
guided  by  a  few  basic  principles: 

•  Invest  for  the  long  term  rather 
than  the  quick  gain. 

•  Look  for  value  wherever  you 
can  find  it.  v 

•  Seek  out  balanced,  objective 
information. 

•Evaluate  carefully  the  advice 
of  organizations  that  have  a 
vested  interest  in  the  financial 
products  they  sell  you. 

Investors  who  pay  less 

HAVE  more  to  invest. 


Charles  Schwab  introduced  the 
concept  of  discount  brokerage 
over  20  years  ago,  and  we're  more 


At  Schwab,  xve  believe 
the  investor  should  think  intently 
and  spend  wisely. 

determined  than  ever  to  make  sure 
that  investors  enjoy  a  cost  advantage. 

So,  for  example,  a  product  like 
Schwab's  Mutual  Fund  OncSource" 
service  offers  over  800  funds  from 
many  of  America's  best-known 
mutual  fund  families.  And  every 


single  one  of  them  is  free  of  loads 
and  transaction  fees.  (While  load 
funds  can  offer  attractive  returns  and 
other  benefits, 


Charles  R  Schwab. 
Committed  to  giving  you  control 
over  your  financial  goals 


you  could  start 
off  by  giving 
up  as  much  as 
6%  of  your 
principal.  Even 
on  bad  days, 

the  Market  is  rarely  off  that  much. ) 

Why  not  become  a 
Schwab  customer  yourself? 

Every  day,  thousands  of  new 
investors  turn  to  Schwab.  Why 
not  join  them?  We  think  you 
will  find  it  an  altogether  demys- 
tifying experience. 


An  Invaluable 
Investing 
Sourcebook, 
Yours  Free. 


To  receive  your  free  copy 
The  Essential  Investor^"  visit  one  of  our  more 
than  270  branches  nationwide  or  phone: 

1-800-833-8633 


Schwab  receives  remuneration  (rom  Mutual  Fund  OneSourcc  companies.  Schwab's  standard  transaction  fee  will  be  charged  on  each  redemption  of  fund  shares  bought  with  no  transaaion  fee  and  held  for  90  days  or  less. 
Schwab  reserves  the  right  to  assess  Schwab's  standard  transartion  fees  in  the  future  should  short-term  trading  become  excessive.  ©FW8  Charles  Schwab  &  Co.,  Inc.  All  rights  resen'cd.  Member  SIPC/NYSE. 
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The  Way  It  Should  Be. 


News:  Analysis  &  Commentary 


INYASION  OF  THE 
BARGAIN  SNATCHER 


Asia's  cash 
crisis  is 
sparking  a 
frenzy  of 
mergers  and 
acquisitions 


Asia  had  never  been  a  prior- 
ity for  Prince  AJwaleed  bin 
Talal.  The  Saudi  investor, 
who  has  accumulated  a  net 
worth  of  $11  billion  in  deals  from 
New  York  to  Beirut,  considered 
dozens  of  potential  investments 
in  Asia  over  the  years,  but  he  al- 
ways balked.  "Valuations  were 
just  too  high,"  he  says.  "It  was 
crazy." 

That  was  then.  Now,  the 
Prince  is  jetting  across  Asia  in 
his  cream-colored  Boeing  727,  col- 
lecting bargains.  In  the  past  three 
months,  Alwaleed  has  jjicked  up 
stakes  in  Singapore  property 
group  HPL,  Malaysian  auto  maker 
Proton,  and  South  Korea's  Dae- 
woo— and  he's  looking  for  more. 
"When  Asia  comes  back,  and  it 
wWl,  it's  going  to  be  even  stronger 
than  it  was  before  this  crisis," 
predicts  Alwaleed. 

As  Asia's  debt  crisis  takes  a 
growing  toll  on  cash-strapped  companies 
and  governments,  longstanding  baiTiere 
to  cross-border  mergers  and  acquisitions 
are  starting  to  ciiunble.  From  Tokyo  to 
Seoul  to  Jakai't:).,  Western  investors — 
from  multinationals  to  opportunistic  vul- 
ture funds — are  joining  the  Prince  in  the 
business-buying  bazaar. 

There  is  a  wealth  of  merchandise  to 


choose  from.  South  Korea's  Samsung,  In- 
donesia's Salim,  and  Thailand's  Charoen 
Pokphand  are  among  the  powerful  busi- 
ness groups  trying  to  sell  subsidiaries  in 
industries  such  as  cars,  chemicals,  and 
finance.  "For  years,  everything  these 
groups  touched  turned  to  gold,"  says 
Hong  Kong  merchant  banker  Tony  Miller, 
a  general  partner  of  Asian  Investment 


Partners.  "Now,  that  gold  is  turning  li! 
dross." 

So  far,  the  sums  involved  are  relativr 
ly  small.  The  estimated  $52  billion  2 
deals  done  in  all  of  East  Asia  in  1997,  a  l 
cording  to  M&A  Asia,  accounted  for  aboi 
3%  of  all  deals  worldwide.  But  th; 
amount  is  expected  to  mushroom.  A  r 
cent  survey  of  U.  S.  and  European  mult 
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inals  by  consultant  Renaissance 
nomic  found  that  64%  planned  to 
up  acquisition  activities  in  the  re- 

"We  are  pleasantly  surprised  with 
luality  and  quantity  of  opportunities 

have  emerged,"  says  Peter  N. 
as,  gToup  vice-president  of  Clorox 
which  is  in  talks  with  several  possi- 
ellers. 

eing  some  of  their  most  ambitious 
ires  sold  off  may  be  a  humbling 
■ience  for  East  Asians.  But  when 
estructuring  is  complete,  the  ra- 
lization  of  overbuilt  industries 
the  influx  of  foreign  capital 
Id  put  the  region  on  fimier  foot- 
rhat's  especially  important  in  the 
ce  sector,  where  many  of  the 
;  are  now  taking  place.  East 
3  commercial  banks  must  r-aise  at 

$260  billion  in  new  capital  to 
)ack  on  theii"  feet,  estimates  J.  P. 
ran  Securities  Asia  Ltd.  banking 
'st  John  Wadle.  Industries  such 
strochemicals,  autos,  and  prop- 
development  need  similar  help. 
ING  HAND.  For  American  com- 
;s,  the  opportunities  ai'e  breath- 
ig.  Asia's  crisis  gives  them  a 
ce  to  grab  strategic  ground — on 

own  terms^ — in  economies  still 
cted  to  be  among  the  world's 
3st  gi'owth  mai'kets  in  the  21st 
iry.  "The  whole  area  is  going  to 
nd  in  the  next  decades,"  says 
I  Motor  Co.  Chairman  Alexan- 
r.  Trotman.  "We  plan  to  be  part 
lat."  Ford  is  targeting  10%  of 
\sian  market  by  2005,  from  less 

1%  now. 

ith  a  nudge  from  the  Intema- 
il  Monetary  Fund,  more  oppor- 
ies  may  soon  be  available.  The 
s  pushing  an  overhaul  of  invest- 
.  rules  in  Korea,  Indonesia,  and 
land  as  a  condition  of  financial 
and  that  should  make  broad  re- 
^tuiing  less  difficult, 
lat's  the  upside.  The  downside 
e  risk  that  accompanies  such  in- 
ng.  Many  of  the  Asian  companies 
can  be  acquired  have  weak  man- 
aent,  Byzantine  cross-holdings, 
murky  financial  record-keeping, 
latest  headlines — riots  in  In- 
sia,  President  Suharto's  dismissal 
le  head  of  the  central  bank,  and 
I  defaults  by  Thai  companies — are 
nders  that  this  region  is  not  for  the 
-hearted. 

one  of  this  has  discouraged  deal- 
ers, though.  Gary  Stead,  Merrill 
;h  &  Co.'s  Singapore-based  managing 
;tor  in  chai'ge  of  Asian  mergers  and 
isitions,  has  upped  his  team  from  3 
)  banker's  and  is  stiU  recruiting.  Hong 


Kong-based  merchant  bank  Jardine 
Fleming  Secm-ities  Ltd.,  the  leading  M&A 
house  in  the  region  in  1997,  expects 
merger  activity  to  account  for  about  75% 
of  corporate-finance  earnings  in  1998,  vs. 
about  30%  last  yean 

Korea's  cash-strapped  chaebol  have 
been  the  most  aggi-essive  in  flogging  as- 
sets. Coca-Cola  Co.  and  Pi-octer  &  Gam- 
ble Co.  have  picked  up  big  bottling  and 

THE  DEALS  ARE  PILING  UP... 

YAMAICHI  SECURITIES 

Merrill  Lynch  is  spending  $300  million  to  buy 
portions  of  Yamaichi's  Japan  brokerage  business 
to  get  critical  mass  in  Japan  fast. 
CEPA 


Southern  Co.  of  the  U.S.  has  bought  control 
of  this  Hong  Kong  power-plant  operator  for 
$2.1  billion.  Managing  it  has  been  tough. 
RENAISSANCE  HOTELS 

This  division  of  Hong  Kong's  New  World  Group 
has  gone  to  Marriott  for  $1  billion. 
DOOSAN  GROUP 

This  Korean  chaebol  has  sold  its  bottling  unit 
to  Coca-Cola  of  the  U.  S.  for  $432  million. 
PACIFIC  LINK  COMMUNICATIONS 

Hong  Kong  Telecom  has  bought  this  cellular 
franchise  for  $350  million. 

...AND  MORE  ARE  COMING 

HAN  WHA  REFINERY 


Korea's  Han  Wha  Corp.  wants  to  raise  cash  by 
selling  this  unit  for  an  estimated  $2.2  billion. 
INTERCONTINENTAL  HOTELS 

Japan's  hard-pressed  Saison  Group 
might  raise  as  much  as  $3  billion  by  selling 
this  chain  of  high-class  hotels. 
HAGEMEYER 

Conglomerate  First  Pacific  of  Hong  Kong 
is  ready  to  sell  this  Amsterdam-based 
trading  group  for  $1.8  billion. 
ASIANA  AIRLINES 

Korea's  Kumho  Group  is  willing  to  part  with  50% 
of  this  airline,  which,  for  now,  is  a  money-loser. 


DATA:  BUSINESS  WEEK,  MM  ASIA 

paper  operations  fr-om  tr-oubled  chaebol. 
Han  Wha  Cor-p.,  forTnerly  Korea  Explo- 
sives Group,  has  sold  small  oper-ations 
to  Alliance  Capital  Management  and 
Japan's  NSK  Ltd.,  and  buyers  are  now 
eyeing  its  crown  jewel:  an  oil  refinery 
valued  at  $2.2  billion.  Daesang  Gr'oup  is 
talking  to  Cargill  and  Tyson  Foods  as 
part  of  its  drive  to  unload  businesses 


worth  $1  billion.  "The  cliaebol  have  tried 
to  avoid  downsizing,"  says  Park  Kyimg 
Min,  chief  investment  officer  at  Asset 
Korea  Capital  Management.  "But  they 
have  no  choice." 

The  biggest  deals  could  involve  the 
camiaking  chaebol.  Six  years  after-  a  bit- 
ter coi-por-ate  divorce,  Gener-al  Motor's 
Corp.  is  in  talks  with  Daewoo  Motor's. 
And  Ford  began  talks  in  mid-Febr'uar'y 
with  Samsung,  whose  $1.6  billion 
stake  in  a  new  auto  plant  is  thi-eat- 
ening  to  hobble  the  entire  gr-oup.  If 
the  two  companies  str-ike  a  deal,  an- 
alysts speculate,  the  joint  venture 
could  then  tr-y  to  buy  the  83%  of  Kia 
Motors  Corp.  that  For-d  does  not  yet 
own. 

FINANCE  BLITZ.  Acr'oss  the  rest  of 
Asia,  the  most  profound  impact  wiU 
likely  be  felt  in  financial  services. 
Many  buyer's  ar-e  still  vrindow  shop- 
ping. But  Banque  Nationale  de  Par-is 
has  bought  the  China  corporate-fi- 
nance business  of  Peregiine  Invest- 
ments Holdings  Ltd.,  wliile  Pr-udential 
Secuinties  Inc.  picked  up  Thai  br-o- 
ker  Nava  Securities,  ge  Capital  Ser- 
vices Inc.  is  pumping  $575  million 
into  a  joint  ventui'e  vwth  ailing  Toho 
Mutual  Life  Insui'ance  Co.  And  on 
Feb.  12,  Mer'r-iU  scooped  up  30  br'anch 
offices,  with  2,000  employees,  fi'om 
bankrupt  Yamaichi  Securities.  Says 
President  Herbert  M.  Allison  Jr.: 
"Mer-rill  Lynch  is  buUish  about  Japan." 

Real  estate  is  also  getting  snapped 
up.  Regent  Pacific  Gr-oup  Ltd.,  a 
Hong  Kong-based  mutual-ftmd  house, 
has  bought  500  new  Jakai-ta  apart- 
ments for  10%  to  15%  of  their'  pr-ice 
befor-e  Asia's  troubles  began,  says 
Managing  Director  James  Mellon. 

Westerner's  aren't  the  only  ones 
buying.  Hong  Kong's  Fii'st  Pacific  Co. 
sold  its  falter-ing  cellular  division  to 
Hong  Kong  Telecom  for  $350  million. 
And  Singapore's  dbs  Bank  is  buying 
Thailand's  12th-largest  bank.  Thai 
Danu  Bank  Public,  and  the  Philip- 
pines' Bank  of  Southeast  Asia. 

The  reshaping  of  Corporate  Asia 
won't  happen  over-night.  Much  will 
depend  on  the  success  of  the  IMF  r'es- 
cue  and  r-eforms.  And,  with  cr-oss- 
border  m&a  so  new  to  Asia,  ther-e 
may  be  a  period  of  adjustment  in 
these  mar-iiages.  But  the  takeover's  will 
help  governments  and  companies  aUke. 
The  gi-ound  is  being  laid  for  restroicturing 
on  a  gr-ander  scale  than  ever  before  seen 
in  this  region. 

By  Mark  L.  Clifford  in  Hong  Kong, 
with  Moon  Ihlwan  in  Seoul,  Keith 
Naughton  in  Detroit,  John  Rossant  in 
Ronie,  atid  Pete  Engardio  in  New  York 
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WASHINGTON 


THE  GOP  SQUABBLES, 
AND  BUSINESS  SUFFERS 

Republican  split  means  the  corporate  agenda  gets  short  shrift 


Just  a  few  weeks  ago,  the  political 
landscape  in  Washington  looked 
pretty  good  to  Corporate  Ameiica. 
After  all,  there  were  prospects  of  a  bud- 
get suiplus — and  pei'haps  tax  cuts.  La- 
bor lobbyists  were  distracted  by  union 
conuption  scandals.  And  congr'essional 
Republicans — flush  with  big-bucks  do- 
nations ii'om  business — seemed  to  have 
a  lock  on  Congi-ess  next  fall. 

So  why  all  the  long  faces  along  the  K 
Street  Comdor?  Business  lobbyists  ai'e 
coming  to  the  conclusion  that  the  1998 
session  will  not  only  be  unproductive, 
but  potentially  bad  for  business. 

For  starters,  piiorities  such  as  fast- 
track  trade  negotiating  authority  for 
the  President,  corporate  tax  cuts,  and 
sweeping  tort  refonn  (page  53)  appear 
dead.  Worse,  corporate  coalitions  are 


losing  the  battle  against  popular  White 
House  proposals  that  will  hit  them  di- 
rectly in  the  pocket:  a  higher  federal 
minimum  wage  and  a  patient  "bill  of 
rights"  for  members  of  managed-care 
plans.  To  the  Republicans'  dismay,  the 
President's  popularity  is  soaring,  and 
support  for  his  progi'ams — not  theii-  tax 
breaks — is  rising  as  well.  He  is,  laments 
U.  S.  Chamber  of  Commerce  President 
Thomas  J.  Donohue,  "the  best  politician 
in  my  lifetime." 

LONG  FEUD.  On  the  other  hand,  the  GOP 
is  too  disorganized  to  mount  an  effective 
counterattack.  "The  reality  is  that  the 
Republican  majority  is  struggling," 
gi-ipes  a  veteran  business  rep.  "There's 
no  unifying  vision."  House  Speaker 
Newt  Gingiich  (R-Ga.)  continues  to  pre- 
side over  an  unmly  caucus  of  feuding 


conservatives  and  moderates.  And  \m 
ate  Majority  Leader  Trent  Lott  R 
Miss.)  hasn't  galvanized  his  forces. 
Republicans  can  blame  the  los  o 
one  top  priority — getting  fjt 
track  trade  authorization-o; 
pro-labor  Democrats.  But  j 
many  other  issues,  it  is  their  owni 
fighting  that's  stalling  legislation.  % 
:  the  effort  to  get  additional  U.  S.  fi . 
ing  for  the  International  Monet 
Fund  to  help  in  East  Asia,  gop  a: 
abortion  foes  vow  to  sink  the  1 
billion  IMF  package  unless  Congns 
cuts  off  funds  to  internaticjs 
groups  that  counsel  about  or  n 
form  abortions.  Other  gop  hard-liir 
want  tough  conditions  on  any  r' 
money  lent  to  Asian  economies 
Even  when  business  and  Hill  1( 
ers  agi'ee — such  as  on  tax  cuts — Inli 
ists  find  business  interests  low  mi 
party's  priority  list.  With  an  elects 
looming,  Republicans  are  focusing 
middle-class  voters  with  such  goix 
as  a  reduced  "marriage  penalty" 
two-earner  families.  Big  capital 
cuts  or  coi-porate  breaks  seem  unlik 
though  small  business  may  win  est; 
tax  relief. 

The  Democrats,  meanwhile,  are  d 
gling  their  own  election-year  good] 
before  voters.  Clinton  and  Senator  11 
wai'd  M.  Kemiedy  (D-Mass.)  ai-e  lead] 
a  push  to  raise  the  minimum  wage  j 
at  least  $1  an  hour  over  two  yeaj 
Business  leaders  say  the  liike  -tvill  mt 
fewer  jobs,  but  they  know  they'll  hg 
trouble  stopping  some  allies  in  the  G 
ft-om  backing  a  pro})osal  with  wide  pi 
lie  support.  Congress  has  never  vot 
down  an  increase  in  the  minimum  wa; 
and  with  the  economy  still  expandii 
it's  unlikely  it  will  do  so  this  year. 

Business  may  have  to  accept  oth 
potentially  costly  voter-friendly  pi 
gi'ams  such  as  expanded  child-care  s< 
vices,  too.  Many  Hill  Republicans  ha 
jumped  on  President  Clinton's  day-cs 


WHAT  BUSINESS  WAICTS—  WHAT  BUSINESS  MIGHT  GET- 

BUT  IS  UNLIKELY  TO  GET  BUT  DOESNT  REALLY  WANT 

REVIVAL  OF  FAST-TRACK  TRADE  LEGISLATION  A  top  MINIMUM  WAGE  HIKE  Congress  is  under  intense 

priority  for  many  in  Corporate  America,  but  pressure  to  give  low-wage  workers  a  share  in 

Democratic  resistance  makes  it  a  nonstarter.  the  economic  boom. 

TAX  CUTS  Corporate  tax  breaks  are  low  on  the  FAMILY  MANDATES  Republican  leaders  may  not 
priority  list  of  Hill  Republicans;  estate-tax  be  able  to  withstand  pressure  to  pass  child- 
relief  for  small  business  is  possible.  care  legislation  or  to  extend  the  Family  &  Med 

IMF  FUNDING  Busmess  is  concerned  "that  $18" " "  l^.^JA^^.^A      tosmaller  businesses.  

billion  to  compensate  the  IMF  for  its  Asia  res-  PATIENT  BILL  OF  RIGHTS  The  insurance  industry 

cue  may  fall  victim  to  anti-abortion  Republi-  and  small-business  groups  oppose  legislation 

cans  who  insist  international  family-planning  to  protect  the  rights  of  managed-care  patients, 

assistance  be  eliminated  first.  But  even  lobbyists  admit  this  idea  has  legs. 


A  BAD 

SESSION 

FOR 

BUSINESS 
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.dwagon — even  upping  the  ante  with 
ax  break  for  stay-at-home  moms  in 
lition  to  incentives  for  business. 
Then  there's  the  backlash  against 
)s.  The  White  House  and  a  bloc  of 
gressional  Republicans  have  proposed 
ew  set  of  guarantees  for  patients, 
h  as  the  right  to  medical  specialists 
I  infoi-mation  about  treatments.  Re- 
)licans  are  sympathetic  to  business 
cems  about  how  the  plan  would  raise 
ts,  but  many  don't  want  to  be  on 
wi'ong  side  of  the  issue  with  voters. 


Among  the  leading  advocates  of  reform 
are  Senator  Alfonse  M.  D'Amato  (R- 
N.  Y.),  who  faces  a  tough  reelection  bat- 
tle in  1998,  and  Representative  Charlie 
Norwood  (R-Ga.)  "They  don't  think  they 
can  be  seen  neglecting  patients,"  con- 
cedes Thomas  A.  Scully,  president  of 
the  Federation  of  American  Health  Sys- 
tems, representing  for-profit  hospitals. 

Some  corporate  lobbyists  say  they 
understand  why  the  gop  would  rather 
shun  controversy  than  do  battle  for 
them.  With  RepubUcans  hoping  to  main- 


tain their  majorities  in  the  House  and 
Senate,  "they  don't  want  to  do  anything 
to  rock  the  boat,"  says  one  lobbyist. 
"That  means  don't  get  into  any  nasty 
fights  with  Clinton." 

If  that's  what  it  takes  to  keep  Capitol 
Hill  in  <;op  hands,  execs  are  wiUing  to 
put  up  with  some  disappointments  this 
session.  Tliey  figui-e  1998  may  be  a  bust, 
but  there's  always  next  year. 

By  Richard  S.  Dunham,  with  Mike 
McNamee  and  Howard  Gleckman,  in 
Washington 


COiVIIVlENTARY 

By  Richard  S.  Dunham  and  Stan  Crock 


WHY  AN  IRAQ  AHACK  OFFERS  NO  RELIEF  FOR  CLINTON 


It's  a  traism  of  Ameri- 
can politics:  When  a 
President  gets  in  a 
jam,  he  often  retreats  to 
the  foreign  policy  arena, 
hoping  to  return  a  con- 
quering hero.  But  Bill 
Clinton  is  turning  that 
axiom  on  its  head. 

Clinton's  populai*  do- 
mestic-poUcy  agenda  has 
resuscitated  his  job-ap- 
proval ratings  in  the 
wake  of  allegations  that 
he  had  an  affair  vrith  for- 
mer White  House  intern 
Monica  S.  Lewinsky.  But 
the  President's  charmed 
life  seems  to  end  at  the 
water's  edge.  As  he 
heads  for  a  military 
showdown  with  Iraqi 
President  Saddam  Hussein,  Clinton  is 
faltering  in  his  campaign  to  keep  un- 
qualified congi-essional  support  and 
get  the  American  people  behind  him. 
A  mid-Febnaary  Gallup  Poll  shows 
only  41%  of  the  public  favors  an  as- 
sault on  Iraq,  a  decline  of  nine  points 
in  two  weeks. 

WAVERING  SUPPORT.  Clearly,  Clinton 
would  i-ather  be  talking  about  child 
care.  "There's  nothing  he  relishes  like 
the  domestic  issues,"  says  Brent 
Scowcroft,  George  Bush's  National  Se- 
cuiity  Adviser.  "I  still  don't  think  he's 
interested  in  foreign  poHcy." 

As  Clinton  agi'eed  to  let  U.  N.  Sec- 
retary Genei-al  Kofi  Annan  make  a 
last-minute  diplomatic  mission  to 
Baghdad  on  Feb.  20,  congi-essional 
Republicans  have  sensed  White  House 
weakness.  No  longer  willing  to  mute 
their  criticism,  go?  leaders  have  be- 
gun blasting  Clinton  and  liis  national 
security  team  for  an  incoherent  policy. 
Senator  John  McCain  (R-Ariz.)  scold- 


WEAKTEAM? 

Clinton  with  his 
foreign  policy  advis- 
ers: (from  left)  Berg 
er,  Cohen,  Richard- 
son, and  Albright 


ed  the  President  for  hav- 
ing no  short-teiTn  plan  to 
cripple  the  Iraqi  strong- 
man's power  bases  and 
no  long-temi  strategy  to 
undennine  his  regime. 

Even  Democrats  ai-e 
second-guessing  Clinton's 
game  plan.  Former  Pi'es- 
ident  Jimmy  Caiter  says  an  attack 
would  be  countei-productive  and  make 
Saddam  "a  hero"  to  Ai-abs. 

With  pubhc  and  Capitol  Hill 
support  wavering,  the  Wliite  House 
launched  a  mai'keting  campaign  on 
Feb.  17  vrith  a  Presidential  speech  at 
the  Pentagon.  One  day  later.  Defense 
Secretary  William  S.  Cohen,  Secretaiy 
of  State  Madeleine  K.  Albright,  and 
National  Security  Advisei'  Samuel  R. 
Bergei'  all  attended  a  televised  town 
hall  meeting  at  Ohio  State  University. 
But  the  event  backfired;  the  trio  was 
hooted  and  jeered.  RepubUcans  lost 
no  time  declaiing  it  a  public 


relations  disaster. 

But  even  a  successful 
town  meeting  wouldn't 
compensate  for  a  flawed 
policy  towai'd  Iraq.  The 
Clintonites  claim  their 
goal  is  to  limit  Saddam's 
capability  to  produce 
chemical  and  biological 
weapons,  but  they  admit 
that  even  a  massive 
bombing  raid  won't  elimi- 
nate the  weapons  entirely. 

And  they  don't  have  an 
alternate  strategy  to  push 
out  Saddam,  either.  At- 
tempts to  strengthen  Sad- 
dam's enemies,  mean- 
while, have  been 
hampered  by  factionalism 
among  Iraq's  Kurdish 
rebels.  And  a  clandestine 
U.  S.  operation  to  topple 
him  appears  to  have  been 
halted.  The  Administra- 
tion "thi'ashes  ai'ound,  but 
isn't  solving  anything," 
says  Kenneth  M.  Pollack 
of  the  Washington  Insti- 
tute for  Neai-  East  Policy. 
With  no  easy  options 
for  dealing  with  Saddam,  it's  little 
wonder  that  the  President  seemed  ill 
at  ease  during  his  Pentagon  appear- 
ance. Cynics  chai'ge  he's  mei'ely 
adopting  a  Wag  the  Dog  strategy — 
creating  a  foreign  flap  to  distract  at- 
tention fi-om  a  sex  scandal.  But  the 
trath  is,  this  President  is  better  off 
picking  fights  with  Republicans  over 
the  minimum  wage  than  battling  for- 
eign dictators  over  U.  N.  inspections. 
Not  only  is  he  more  comfortable,  but 
victoiy  is  more  likely. 

Dunham  covers  the  White  House, 
and  Crock  covers  the  State  Dept. 
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News:  Analysis  &  Commentary 


THE  FED 


GREENSPAN'S  BAHLE 
AGAINST  OLD  DOGMA 

The  Fed  is  torn:  Inflation  hawks  want  a  rate  hike  now 


Given  the  mounting  evidence  of  a 
productivity  surge,  you  might  tliink 
Federal  Reserve  Chairman  Alan 
Greenspan  would  have  convinced  Fed 
colleagues  by  now  that  the  U.  S.  econo- 
my can  gi'ow  faster  than  2%  without 
risking  a  new  bui'st  of  inflation. 

But  the  traditionalists  can  be  a  hard 
gi'oup  to  turn  around.  Despite  recent 
figures  showing  produc- 
tivity gains  running  at 
nearly  double  the  trend 
rate  since  the  1970s, 
many  Fed  officials  still  be- 
lieve that  robust  gi-owth 
and  tight  labor  markets 
are  sui'e  to  trigger  an  up- 
surge in  prices.  So  the 
battle  witliin  the  Fed  con- 
tinues: Greenspan  wants 
to  stand  pat  on  rates  until 
he  sees  signs  of  inflation, 
while  the  hawks  want  to 
hike  rates  because  they 
believe  the  productivity 
gains  won't  last  and  that 
rapid  growth  will  in- 
evitably lead  to  inflation. 

The  latest  evidence  of 
this  split:  newly  released 
minutes  of  the  Dec.  16 
meeting  of  the  Federal 
Open  Market  Committee 
(FOMC).  They  show  that 
several  officials  were  re- 
luctant to  follow  Green- 
span— who  advocated 
dropping  the  Fed's  bias 
toward  raising  rates. 
SHARP  DIVISION.  The 
chairman  put  forward  a 
neutral  view  on  rates,  ar- 
guing that  Asia's  economic  crisis  would 
slow  the  U.  S.  economy.  Although  the 
FOMC  ultimately  voted  with  Greenspan, 
some  members  seemed  allied  philosoph- 
ically with  Richmond  Reserve  Bank 
President  J.  Alfi-efl  Broaddus  Jr  He  fa- 
vored an  immediate  rate  hike,  arguing 
that  "persisting  strength  in  aggi'egate 
demand"  could  spark  inflation.  David  M. 
Jones,  chief  economist  at  Aubrey  G. 
Lanston  &  Co.,  a  longtime  Fed  watcher, 
notes  that  there  is  clearly  a  shai-p  divi- 
sion on  the  FOMC.  "My  sense  is  the  ma- 
jority didn't  want  to  change  the  bias 


[in  December]  because  they  think  the 
next  move  is  to  tighten.  But  Greenspan 
is  out  front,  pulling  eveiyone  along." 

The  FOMC  took  a  pass  on  a  rate  hike 
when  it  met  again  on  Feb.  3-4.  But 
restive  policymakers  may  not  wait  much 
longer  The  gi'owth-phobes  argue  that 
with  demand  still  strong  and  unemploy- 
ment at  4.7^7 ,  V)usinesses  are  starting 


to  bid  up  wages  to  attract  new  workers. 

Since  the  meeting,  the  strong  1997 
productivity  numbers  have  rolled  in — 
accompanied  by  a  shaip  upwaixl  revision 
in  the  1996  figure.  Coming  off  of  a  3.6% 
gain  in  the  third  quarter,  nonfarm  pro- 
ductivity rose  at  an  impressive  2.0%  an- 
nual rate  between  October  and  Decem- 
bei' — nearly  three  times  what  Wall 
Street  economists  expected.  Then,  on 
Feb.  18,  the  Labor  Dept.  reported  that 
the  producer  price  index  dropped  by 
0.7%  in  January,  continuing  a  downward 
trend  that  began  in  1997. 


This  bolsters  Greenspan's  argun  r 
with  the  hard-liners.  Productivity  g  3 
are  lowering  unit  labor  costs  so 
employers  can  pay  higher  wages 
still  tui-n  profits — despite  their  inab: 
to  raise  prices.  In  the  manufactu 
sector,  unit  labor  costs  actually  fell 
last  yeai-,  despite  a  3.5%  boost  in  ho 
pay.  "The  new  era  is  here,  and  w 
just  at  the  tip  of  the  iceberg,"  says 
an  Wesbury,  chief  economist  at  Gri 
Kubik,  Stephens  &  Thompson  Inc 
Chicago  investment  fii-m.  "Over  the  1 
yeai'  or  two,  Vv^e're  going  to  be  surpr 
by  the  upside  in  productivity." 
"FAILING."  A  few  Fed  members  maj 
coming  around.  At  least  they're  qi 
tioning  old  dogma,  including  the  ii 
clad  relationship  between  low  uni 
ployment    and  ri^ 
inflation.  "A  lot  of  'i 
old  models  we've  b? 
using  ai"e  faOing,"  adrl 
Arthur  J.  Rolnick,  t 
search  director  for  i 
Minneapolis  Federal  t 
sei-ve.  "These  models 
demand-driven  and  di, 
deal  well  with  supp, 
side"  changes  such  a 
technological  advance 
Meanwhile,  Greensj! 
teOs  them  that  even  11 
the    real    product  i\ 
gains  are  understai 
He  distrusts  pub  I  i  - 1 
data  so  much  that  1 
makes     his  resca 
staffers  construct  a  s, 
ond  index.  Their  cha 
is  to  "zero  out"  evi 
service   industry  i 
shows  falling  prodLi.  i 
ty,  such  as  health  c; 
and  recalculate  a  ii' 
average.  The  reason: 
doesn't  believe  it's  p 
sible  in  today's  sup 
competitive  climate  i ' 
an  industry  can  becd 
less  efficient. 

But  Greenspan 
making  few  converts  on  the  fomi  .  I 
ditionalists  argue  that  it's  easy  to  sh 
shoit-run  productivity  gains  when  1 
mand  is  so  hot.  But  if  growth  slm 
productivity  will  collapse.  "I  do  not  ; 
clear  evidence  of  a  break  in  the  pi 
ductivity  trend,"  Fed  Governor  Lii 
rence  H.  Meyer  said  recently. 

Such  convictions  illustrate  just  hi 
much  missionary  work  remains  : 
Greenspan  to  do.  But  if  the  productiv 
statistics  stay  strong,  he  will  find  it  e 
ier  to  prevail.  i 
By  Dean  Foust  in  Washingt] 
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•  "We  had  trouble 
telling  the  Americans 
that  we  had  the  right 
to  investigate ....  But 
it's  normal  that  we 
look  into  the  effects 
of  a  merger  on  a 
market." 

KARELVANMIERT 

Competition  Commissioner 


lUSTBUSTERS 


HE  REGULATORY  MUSCLES 
ROM  BRUSSELS 

le  EC's  Van  Miert  has  earned  respect  as  a  tough  negotiator 


t  was  a  blunt  warning.  European 
Competition  Commissioner  Karel  Van 
Miert  was  testifying  to  the  European 
riiament  on  Feb.  5  about  the  pro- 
ved merger  of  the  world's  second- 
gest  accounting  firm,  Ernst  &  Young, 
:h  KPMG  Peat  Marwick,  its  closest  ri- 
The  combined  firm  would  have  had 
7o  of  the  European  market  and  36% 
the  market  worldwide,  and  Van  Miert 
.s  concerned  that  the  firms'  clients 
uld  not  be  left  with  enough  choices  of 
ditors.  "We  received  several  com- 
lints"  from  customers,  Van  Miert  says, 
here  were  large  problems  we  had  to 
castigate." 

The  Commission  agreed  to  launch  a 
e-month  investigation — and  that  was 
ough  for  Ernst  &  Young  to  scuttle  the 
inned  megamerger.  The  giant  audit- 
5  firms  are  in  good  company:  These 
ys,  some  of  the  biggest  U.  S.  corpora- 
ins  are  finding  the  EC  a  surprising 
adblock  to  global  consolidation  plans. 
N  CLUB.  Manning  the  bairicade  is  Van 
iert,  the  top  trustbuster  in  Brussels. 
i  has  held  up  the  long-attempted 
ikup  between  British  Air-ways  and 
nerican  Airlines,  and  he's  now  looking 
links  between  klm  Royal  Dutch  Air- 
es and  Northwest  Airlines,  Lufthansa 
d  United  Airlines  Inc.,  and  the  agree- 
ent  among  Delta  Air  Lines,  Austrian 
Tlines,  Sabena,  and  Sv^dssaii'.  He's  also 
viewing  the  planned  Price  Waterhouse- 


Coopers  &  Lybrand  merger  Last  sum- 
mer, the  55-year-old  Van  Miert  succeeded 
in  forcing  Boeing  to  give  up  its  exclusive 
20-year  deals  with  airlines  to  win  ap- 
proval for  its  merger  with  McDonnell 
Douglas  Coi"p.  "We  had  trouble  telling 
the  Americans  that  we  had  the  right  to 
investigate"  that  case,  says  Van  Miert. 
"But  it's  normal  that  we  look  into  the  ef- 
fects of  a  merger  on  a  market." 


Surprisingly,  the  activist  antitrust 
chief  has  a  number  of  fans  in  Corpo- 
rate America.  "Instead  of  having  to  go 
to  half  a  dozen  or  more  different  anti- 
trust reviews  in  every  European  coun- 
ti-y,  more  and  more  companies  can  get 
by  with  only  one,"  says  David  Chijner, 
an  antitrust  specialist  at  the  New  York- 
based  law  firm  WeU,  Gotshal  &  Manges. 
"And  the  reviews  generally  are  quick 
and  efficient."  Van  Miert's  crusade  to 
open  up  markets  such  as  telecom,  avia- 
tion, and  energy  also  has  earned  him 
fans  at  companies  such  as  Enron  and 
Ameritech.  "Van  Miert  is  the  most  pro- 
competition  person  in  Brussels,  open- 
ing up  all  sorts  of  opportunities  for 
American  business,"  says  David  Bur- 
nett, an  economic  officer  at  the  Ameri- 
can Mission  to  the  European  Union. 

That's  quite  an  accomplishment  for  a 
Belgian  farmer's  son  who  made  his 
name  as  chairman  of  the  Flemish  so- 
cialist party.  Van  Miert  joined  the  EC  as 
transportation  commissioner  in  1989, 
and  when  he  took  over  the  antiti-ust 
portfolio  in  1993,  expectations  were  low. 
"People  didn't  expect  this  socialist  to 
be  a  vigorous  free-marketeer,"  says 
Alexandre  Mencik,  a  partner  at  Squire, 
Sanders  &  Dempsey  in  Brussels. 

But  Van  Miert  had  gradually  devel- 
oped an  aversion  to  monopoHes.  "When 
I  was  involved  in  Belgian  politics,  I  was 
a  privileged  witness  to  the  dangers  of 
monopolies,"  he  says.  He  became  fed 
up,  he  says,  with  the  high  prices  and 
poor  service  of  Belgium's  airline,  Sabena, 
and  Belgacom,  its  telephone  company. 

Van  Miert  began  deregulating  air- 
lines as  transportation  commissioner  and 
is  still  on  the  case.  "Airlines  are  one  of 
our  most  sensitive  areas,"  he  says.  His 
reach  now  extends  to  industries  from 


Deal-Busting  Scorecard 


BOEING- 

McDONNELL  DOUGLAS 

Forced  Boeing  to  give  up  its  exclusive  deals  with  airlines 
to  win  approval  for  the  merger. 

BRITISH  AIRWAYS- 
AMERICAN  AIRLINES 

For  more  than  18  months,  Van  Miert  has  held  up  the 
planned  deal,  insisting  that  BA  give  away  slots  at  London's 
Heathrow  Airport  to  give  low-fare  startups  a  leg  up.  Also 
looking  at  other  airline  deals. 

ERNST  &  YOUNG- 
KPMG  PEAT  MARWICK 

After  Van  Miert  voiced  his  concerns  and  launched  a  five- 
month  probe  of  the  planned  merger,  Ernst  &  Young  called 
off  the  deal. 

KIRCH- 
BERTELSMANN 

Van  Miert  is  planning  to  block  the  German  companies' 
planned  digital-TV  deal,  a  move  that  could 
benefit  Hollywood. 

PRICE  WATERHOUSE- 
COOPERS  &  LYBRAND 

Van  Miert  is  reviewing  the  deal.  While  he  may  go  easy  with 
the  KPMG-Ernst  &  Young  deal  off,  others  predict  he  may  be 
tough  after  his  success  on  the  other  accounting  merger. 
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European  soccer  to  ice  cream 
manufacturers.  \ 

When  the  KPMG-Ernst  & 
Young  deal  was  proposed  last 
October,  Van  Miert  was  imme- 
diately skeptical  and  put  his 
troops  to  work  evaluating  the 
deal.  "They  asked  our  clients  what 
they  thought  of  the  plan,  and  they 
asked  us  what  oui'  profits  were  on  indi- 
vidual audits,"  complains  Jan  De  Dekker, 
a  paitner  at  Emst  &  Young's  Brussels 
office.  Ultimately,  Emst  &  Young  deep- 
sixed  the  plan.  "The  likelihood  of  regula- 
tory approval  was  dimming,"  says  Philip 
Laskawy,  Ernst's  chaumian. 
HEAVY  HAND?  Critics  say  Van  Miert 
sometimes  blocks  deals  more  for  political 
than  competitive  reasons.  During  last 
summer's  dogfight  over  the  Boeing- 
McDonnell  Douglas  merger,  some  said 
he  was  mainly  fighting  to  support 
Europe's  Airbus  Industrie.  "Boeing- 
McDonnell  Douglas  represents  a  grave 
threat  to  Airbus,  which  represents  just 
about  the  only  real  pan-European  success 
stoiy,"  says  Weil,  Gotshal's  Chijner. 

Some  airlines  see  a  heavy  hand  in 
Van  Mieit's  approach  to  the  British  Air'- 
ways  alliance  with  American  Airlines, 
which  he  has  held  up  for  more  than  18 
months.  Van  Miert  insists  that  ba  give 
away  slots  at  London's  Heathi-ow  Air- 
port to  make  way  for  low-fare  startups. 
"This  slot  war  has  nothing  to  do  with 
antitrust  law  and  everything  with  poli- 
tics and  interventionism,"  argues 
Stephen  Kinsella  of  the  British  law  finn 
Hei'bert  Smith.  But  Van  Miert  says  that 
in  both  the  Boeing  and  BA  deals,  he 
simply  has  been  making  sure  dominant 
players  cannot  become  monopolists. 

The  antitmst  chief  says  he  has  ah-eady 
improved  transatlantic  antitroist  cooper- 
ation. For  example,  he  joined  the  U.  S.  in 
forcing  Microsoft  Corjj.  to  commit  to  a 
consent  decree  in  1995  and  is  backing 
the  Justice  Dept.'s  increasingly  aggressive 
look  at  the  company.  And  he  is  prepaiing 
to  stop  a  GeiToan  digital-T\'  deal  between 
broadcasters  Bertelsmann  and  Kii'ch  that 
would  lock  up  the  Gennan  TV  mai'ket. 
"That  will  help  Hollywood,"  says  the 
American  Mission's  BiuTiett. 

Van  Miert,  whose  term  expires  at  the 
end  of  1999,  has  been  mentioned  as  a 
potential  candidate  for  EC  president. 
But  he  insists  that  his  next  move  is  out 
to  pasture— literally.  "I  would  like  to 
return  to  my  farm  and  do  some  more 
gardenir  u:,"  he  says.  Still,  after  shaking 
up  businesses  on  both  sides  of  the  At- 
lantic, it's  hard  to  imagine  Van  Miert 
back  on  the  farm. 

By  Williayn  Echikson  in  Brussels, 
with  Larry  Light  in  New  York 
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DURACELLS 
BUNNY  BUSTER? 

The  battery  maker  says  its 
new  Ultra  trounces  rivals 


I 


rechargeable  battery  users  to  switch 
alkaline  disposables  for  the  conveniei 
Other  batteiy  makers  have  tweal 
batteries  for  high-tech  products.  Ei 
man  Kodak,  No.  4  in  batteries,  says 
new  Photolife  aas  outlast  the  competil 
in  its  digital  cameras.  And  No.  2  Er 
gizer  has  been  promoting  its  new  aa 
AAA  batteries  as  superior  for  "high-di 
devices"  like  cell  phones  and  mini( 
players.  It  maintains  they  are  supei 
even  to  the  Ultra.  But  the  new  Ultr 
"a  wake-up  call  for  Energizer,"  says  , 
frey  Hill,  managing  director  of  the  Me 
ian  Consulting  Group  in  Westport,  Cc 
GILLETTE'S  EDGE.  Experts  expect  Di 
cell  to  have  a  fairly  easy  time  upgrad 
users  to  the  Ultra.  Gillette  Co.,  wl 
bought  Duracell  in  1996,  has  a  1 
record  of  convincing  consumers  to 
more  for  the  next  thing  in  shaving.  . 
with  the  Ultra,  "a  20%  premium  seen 
small  price  to  pay  for  the  convenie 
of  a  50%  improvement,"  says  Suza: 
Hogan,  senior  paitner  at  Lippincott 
Mai-gulies  Inc.  Duracell  beheves  U 
can  capture  10%  of  the  $3  billion  Nc 
American  and  Eui'opean  market  for 
and  AAA  batteries,  boosting  its  mar 
shai-e  by  3%,  to  51%. 

Duracell  is  also  betting  the  Ultra 
make  alkaline  batteries  more  atti^activf 
usei"s  of  cell  phones  and  camcorders, 
company  estimates  that  just  8%  of 
phones  now  accept  alkaline  batteries. 
Duracell  will  now  be  able  to  mak 
stronger  case  that  "an  alkaline  batter 
a  better  choice"  for  users  Like  so-ca 
safety  subscribei's,  who  have  cell  pho 
mainly  for  emergencies,  says  Brian 
Barnett,  director  of  battery  Indus 
studies  for  Arthur"  D.  Little  Inc.  The  i 
son:  Wliile  rechargeables  lose  theii*  cha 
over  time,  alkalme  holds  its  for  yean 
Already,  Duracell  has  helped  convi 


"A  20%  premium  seems  a  small 
price  to  pay  for  the  convenienc 


n  today's  ever  more  mobile  society,  it 
sometimes  seems  as  if  everything — 
from  your  child's  power-assisted  lol- 
lipop to  the  latest  palmtop — eats  batter- 
ies. Yet  we  don't  have  much  choice  in 
disposable  batteries:  Despite  constant 
battles  between  the  Energizer  Bunny 
and  Diu"acell  International's  Copper  Top, 
tests  have  shown  there  isn't  much  dif- 
ference between  battery  brands — they 
all  poop  out  at  about  the  same  rate. 

But  now  Dui-acell  says 
it  has  shattered  the  stale- 
mate. On  Feb.  18,  it  un- 
veiled Duracell  Ultra,  a 
new  line  of  aa  and  aaa 

alkaline  batteries  specifi-  of  a  50%  Improvemeiit" 

cally  designed  tor  power-  ^ 
draining  digital  cameras, 
cell  phones,  and  remote-controlled  toys. 
Duracell  claims  the  Ultra,  in  develop- 
ment for  fom-  yeai's,  will  last  up  to  50%- 
longer  than  ordinaiy  alkaline  batteries 
in  such  devices.  Dui'acell  squeezed  more 
performance  out  of  the  alkaline  design 
by  reducing  electrical  resistance  and  re- 
foiTOulating  the  batteiys  chemistiy,  com- 
pany officials  say.  Diu-acell  will  start  ship- 
ping the  Ultra  in  May  and  plans  to  ask  a 
20%  premium  over  its  existing  batter- 
ies, or  about  $5  for  a  four-pack  of  .a.as. 
Part  of  the  mai'keting  plan  is  to  convince 


Philips  Electronics  and  Alcatel  Alstl 
to  launch  ceU  phones  with  a  built-in 
kaline  option,  and  Sony  to  offer 
Handycam  vrith  that  capability.  And  ' 
now  have  design  projects  under  way  v 
50  other  manufacturers,"  says  Peter 
Hoflman,  Duracell's  President  of  c( 
mercial  operations. 

Given  the  fierce  battery  wars,  ci 
petitore  will  doubtless  com.e  up  with  s 
ilai'  products.  But  for  now,  the  Cop 
Top  has  the  bunny  on  the  run. 

By  William  C.  Symonds  in  Bos 
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COIVilVIENTARY 

By  John  Carey 

DON'T  BAN  CLONING.  DON'T  BAN  CLONING 


Judging  from  the  frenzy  in  Con- 
gress and  state  assemblies  across 
the  country,  you'd  think  the 
cloning  of  people  poses  a  greater 
threat  to  humanity  than  Saddam 
Hussein.  Seven  bills  to  ban  the  cre- 
ation of  duplicate  himians  have  been 
introduced  on  Capitol  ^j.™.;.. 
Hill  since  Dolly  the  ^ 
sheep  was  cloned  in  ' 
Britain  a  year  and  a  half 
ago.  Thirty-six  similar 
bills  are  pending  in  24 
state  legislatures,  and 
California  has  already 
passed  one. 

No  question,  creating 
people  by  copying  some- 
one's genes  is  deeply  of- 
fensive to  many.  As 
Ronald  Cole-Turner  of 
the  Pittsburgh  Theologi- 
cal Seminary  argues, 
"cloning  would  be  an  in- 
sult to  the  dignity  of  hu- 
man life  as  creatures  in 
the  image  of  God." 

But  whatever  one's 
religious  views,  this  rush 
to  ban  cloning  is  dis- 
tressingly ill-conceived. 
Many  of  the  proposed 
restrictions  would  crip- 
ple important  research. 
The  most  egregious  ex- 
ample: a  measure  introduced  in 
Florida  last  year  to  ban  the  cloning 
of  all  human  cells.  Since  cloning  cells 
is  crucial  for  biomedical  research,  the 
bill  would  have  prevented  experi- 
ments on  everything  from  the  AIDS 
viins  to  the  genes  that  cause  cancer. 
The  bill  has  since  been  toned  down. 
BAD  SEED?  Fact  is,  new  restrictions 
aren't  necessary.  The  Food  &  Drug 
Administration  already  has  the  power 
to  quash  attempts  to  clone  people. 
Eccentric  scientists  such  as  Chicago- 
area  physicist  and  fertility  researcher 
Richard  Seed  can  announce  plans  to 
open  human-cloning  clinics.  But  with- 
out FDA  approval,  the/ll  be  commit- 
ting a  crime.  And  they  won't  get  fda 
approval:  The  chances  of  producing  a 
normal,  healthy  human  by  cloning  are 
still  far  too  slim  for  the  agency — or 
any  responsible  scientist — to  permit 
it.  "There's  no  threat  from  Dr. 


Richard  Seed  right  now,"  says  Carl  B. 
Feldbaum,  president  of  the  Biotech- 
nology Industry  Organization. 

To  their  credit,  congressional  back- 
ers of  cloning  bans  are  trying  to  min- 
imize the  effect  on  research.  Repre- 
sentative Vernon  J.  Ehlers  (R-Mich.), 

Ifor  instance,  is  sponsor- 
ing  a  measure  that 
specifically  permits  f 
cloning  plants,  animals,  f 
and  virtually  every  non-  f 
human  type  of  cell. 
With  some  lawmakers 
calling  for  far  more  dra- 
conian  measures,  "I 
thought  I  was  doing  in- 
dustry a  favor,"  says 
Ehlers.  "My  bill  pro- 
vides protection  for 
99.99%  of  the  research 
they  want  to  do." 

But  his  bill  could  be 
more  harmful  than  that. 
It  essentially  prohibits 
the  use  of  any  cell  from 
a  person  to  create  a 
clone.  Yet  a  hugely 
promising  area  of  re- 
search involves  growing 
new  cells  to  replace, 
say,  damaged  pancreas- 
es in  diabetics.  And  one 
approach  to  creating 
these  cells  is  to  transfer 
the  nucleus  from  a  human  cell  into 
an  egg.  The  resulting  embryo — a 
clone — could  then  be  tweaked  to 
grow  into  any  type  of  cell. 

This  process  in  itself  is  wildly  con- 
troversial. At  the  heart  of  the  issue, 
says  Dolly  creator  Ian  Wilmut  of  the 
Roslin  Institute  in  Scotland,  is  the 
question:  "Is  it  right  to  produce  an 
embryo  as  a  source  of  cells?"  Many 
scientists  and  doctors  say  yes.  But 
abortion  foes,  who  have  won  bans  on 


An  outright  ban  on 
duplication  of  human 
cells  would  scuttle 
promising  research 


any  federal  funding  for  human-em- 
bryo research,  are  appalled.  And 
their  opposition  explains  why  any 
cloning  ban  Congress  passes  likely 
vdll  slam  the  door  on  this  type  of 
research. 

That  would  be  a  mistake.  "What's 
at  stake  here  are  life- 
saving  technologies,  the 
only  hope  for  thousands 
afflicted  with  Parkinson's 
disease,  diabetes,  cancer, 
and  other  deadly  and 
disabling  diseases,"  ar- 
gues Origen  Therapeu- 
tics Inc.  Chairman 
Michael  D.  West.  This  is 
an  exaggeration,  of 
course,  but  West's  com- 
ments do  contain  a  big 
nugget  of  truth. 
QUICK  nx.  Congress' 
best  course  of  action?  Do 
nothing.  If  gaps  appear 
in  the  fda's  authority, 
laviTnakers  could  enact  a 
quick  fix.  Or  if  they  have 
to  take  a  stand  now, 
they  could  pass  a  bill  like 
the  one  proposed  by 
Senators  Edward  M. 
Kennedy  (D-Mass.)  and 
Dianne  Feinstein  (D- 
Calif.).  It  would  bar  im- 
plantation of  an  embryo 
clone  into  a  woman's  womb,  prevent- 
ing the  birth  of  a  cloned  child  but  no 
thwarting  a  promising  technology. 
Further,  the  ban  would  be  reevaluat- 
ed in  5  and  10  years,  giving  scientist! 
and  lawmakers  a  chance  to  reconsid- 
er the  law  in  light  of  new  research. 

ReUgious  fervor  aside,  whether 
cloning  is  moraUy  acceptable  boils 
down  to  one  simple  question.  As 
Arthur  L.  Caplan,  director  of  the 
Center  for  Bioethics  at  the  Universi 
ty  of  Pennsylvania,  puts  it:  "Is  it  re- 
ally in  the  interests  of  a  person  to  bi 
made  in  someone  else's  image?" 

The  answer  may  be  no.  But  bettei 
to  explore  these  ideas  than  to  close 
the  door  prematurely  on  cloning — 
and  run  the  risk  of  curbing  enor- 
mously promising  research. 

Carey  covers  science  issues  fror 
Washington. 
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9  The  Tylenol  HomeHealth  Series 


^^at  everyone  should  know 
about  alcohol  and  all  pain  relievers. 


If  you're  like  some  people,  occasionally  you  may  have  an  alcohol-containing 
drink.  You  may  be  wondering  if  you  do,  is  it  OK  to  take  an  over-the-counter 
pain  reliever?  Here  are  the  facts  you  should  know. 


he  FDA  has  advised  that  if  you  generally  consume  3  or  more 
alcohol-containing  drinks  per  day,  you  should  consult  your  doctor  for 
advice  on  when  and  how  you  should  take  any  pain  reliever.  Also,  the  FDA 
has  recommended  that  all  over-the-counter  pain  relievers  carry  a  warning 
label  on  this  subject.  Some  do. 


f  you're  one  of  the  millions  who  use  Tylenol,  you  can  be  assured  if 
you're  an  occasional  moderate  user  of  alcohol,  you  can  continue  to  use 
Tylenol  with  confidence. 


always,  it's  important  to  read  the  label  carefully  on  any  medicine 
and  follow  its  guidelines  completely.  Do  not  exceed  the  recommended 
dose  of  any  over-the-counter  pain  reliever  and  don't  dose  more  frequently 
than  the  label  indicates.  Taking  the  wrong  amount  of  any  medicine  can 
lead  to  serious  medical  problems. 


For  over  40  years,  we  have  worked  closely  with  doctors  and  other  healthcare 
professionals  to  provide  only  the  safest,  most  reliable  products  available. 
This  is  our  continuing  commitment  to  you  and  your  family. 


Tylenoi 

The  Pain  Reliever  Hospitals  Use  Most. 


(McNEILI 

'MlN  PK'  Int  I99X.  Use  only  as  directed. 
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News:  Analysis  &  Commentary 


TRANSPORTATION 


A  DESPERATE  EFFORT 
TO  CLEAR  THE  TRACKS 

If  Union  Pacific's  latest  brainstorm  falters,  it  may  lose  lines 


Thanks  to  a  deal  cut  on  Feb.  12  with 
rival  Bui'lington  Northem  Santa  Fe 
Coi-p.,  Union  Pacific  Chief  Executive 
Richaixl  K.  Davidson  has  some  breatliing 
room.  The  deal  sidetracks — for  the  mo- 
ment— efforts  to  rean-ange  his  compa- 
ny's 1996  merger  with  SoutheiTi  Pacific 
Rail  Corp.  Since  last  summer,  diiSculties 
in  mei'ging  UP  and  SP  opera- 
tions have  led  to  massive 
freight  delays.  The  pact,  a  ma- 
jor concession  by  Davidson, 
calls  for  BNSF  and  Union  Pa- 
cific Coip.  to  shai'e  ownei"sliip 
of  a  i"ail  line  between  Houston 
and  New  Orleans,  which 
should  help  unsnarl  traffic 
around  the  Gulf  Coast. 

It  also  should  keep  regula- 
toi-s  at  bay.  Bui-lington  North- 
era  had  been  threatening  to 
ask  the  Suiface  Transpoita- 
tion  Boai'd  to  review  the  up- 
SP  merger  unless  some  joint - 
operating  airangement  could 
be  worked  out.  And  on  Feb. 
17  the  STB  nixed  a  request  by 
the  Texas  Raih'oad  Commis- 
sion, a  critic  of  the  merger, 
to  transfer  some  lines  and 
yards  to  the  Texas  Mexican 
Railway  Co.  "Adding  caniers 
to  an  already  congested  and 
inadequate  infrastracture  is 
not  going  to  improve  sei-vice," 
says  STB  Chaimoman  Linda 
J.  Morgan. 

GULF  BEACHHEAD.  Davidson's 
deal,  however,  canies  consid- 
ei'able  risk.  If  the  plan — along 
with  other  operational 
changes — fails  to  assuage  an- 
gry shippers,  up  may  face 
new  efforts  to  amend  its  $4  billion  merg- 
er with  Southern  Pacific.  Federal  regu- 
lators could,  for  example,  demand  di- 
vestitui"e  of  track  and  facilities  and  allow 
more  competitors  into  the  Gulf.  Mean- 
while, the  deal  with  bnsf — aimed  at 
helping  100  Gulf  area  chemical  makers — 
coukl  backfii-e.  "bn  clearly  has  its  foot 
in  the  door  in  this  petrochemical-produc- 
ing region,"  notes  analyst  James  M.  Hig- 
gins  of  Donaldson,  LufTcin  &  Jenrette 
Inc.  "I  think  over  time  you  will  see  far 
more  erosion  of  UP's  business." 


If  the  mood  of  300  shippei-s  at  a  meet- 
ing in  Houston  on  Feb.  13  is  any  indica- 
tion, that  seems  likely.  As  Davidson,  a 
37-year  railroad  veteran,  explained  the 
new  deal  to  the  crowd,  he  was  showered 
with  bitter  complaints.  'We're  up  to  Plan 
650.  What's  Plan  651?"  barked  Hairy 
Ignatowski,  transportation  manager  for 


Dow  Chemical  Co.  Davidson  concedes 
that  UP  missed  its  self-imposed  dead- 
lines for  clearing  the  traffic  jam — and 
admits  that  recent  efforts,  including  mn- 
ning  trains  one  way  on  certain  lines  and 
merging  the  UP  and  sp  computer  sys- 
tems— have  created  more  delays  initial- 
ly. "I  don't  think  there's  any  silver  bul- 
let," Davidson  told  shippers. 

Meanwhile,  Davidson  has  the  STB  as  a 
semipermanent  partner.  Last  October, 
the  board  declai-ed  a  "transportation 
emergency"  in  the  West  and  ordered  UP 


to  open  up  tempoi-aiily  some  of  its  Hci 
ton  business  to  competitors.  Already  i 
tended  once,  those  orders  ai*e  set  to  I 
pire  on  Mai'.  15.  Shippers  expect  anoti 
extension  tlu'ough  August.  In  Congm 
some  senators  ai"e  already  promisinji 
review  up's  problems  when  they  consij 
reauthoiTzation  of  the  STB  later  this  y 
Shareholders  are  also  growing  im 
tient  with  Davidson.  Because  of  the  t 
fic  tie-ups,  UP  lost  $152  milhon  in 
fouilh  quarter,  far  more  than  expecl 
Some  analysts  predict  the  comp; 
might  only  break  even  this  quarter. 
Feb.  18,  UP's  stock  was  60X6,  down 
from  its  high  in  July  of  71 'Ke.  Direc 
and  major  shareholder  Philip  F. 
schutz,  however,  denies  i-umors  that 


Easing 
the  Gridlock  at 
Union  Pacific 

UP  and  rival 
Burlington  Northem 
Santa  Fe  propose  to: 

►  Create  a  joint  dispatching 
center  for  all  of  their  Gulf 
Coast  tram  operations  to 
avoid  route  and  terminal 
congestion. 

*»■  Exchange  half-interests  ir 
the  two  pieces  of  the  342- 
mile  Houston-New  Orleans 
line  now  separately  owned  b 
each  railroad.  BNSF  wins 
access  to  an  additional  100 
customers  on  the  line. 

►  Allow  UP  to  use  BNSF 

tracks  between  Beaumont 
and  Navasota,  Tex.,  to 
bypass  Houston  congestion 
as  needed.  UP  will  not  be 
able  to  serve  BNSF 
customers  on  that  route. 


board  has  been  looking  for  a  new  cl 
executive.  "Davidson  is  doing  the  ri 
things,"  says  Anschutz. 

Meanwhile,  shippers  have  little  ch( 
but  to  wait.  "You  can't  go  back.  "  s 
Robert  L.  Goodell,  an  Olin  Corp.  ni 
ager.  "The  SP  doesn't  exist  any  nidi 
And  unless  Davidson  can  regain  c 
trol  of  his  railroad  soon,  the  Union  : 
cific,  in  its  present  form  at  least,  mi 
not  either. 

By  WevAy  Zellner  in  Houston,  if 
Kathleen  Morris  in  Los  Atigeles 
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Louisa  has  never  taken  a  spill  on  tlie  job  because  of  the  salety  precautions  her 
employer  learned  from  Liberty  Mutual.  At  our  research  center  we  stud\'  the  connection 
between  shoes,  floor  surfaces  and  sllppeiy  hazards  like  water  and  grease.  By  in\'estigating 
your  safety  concerns  we  can  recommend  a  phin  thiit  can  help  lower  your  workers 
compensation  costs,  £ind  ensure  that  Louisii  lives  a  safer,  more  secure  hie. 
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COMMENTARY 


By  Peter  Coy 


THE  ANTITRUST  COPS  SHOULD  RIDE  THE  RAILS 


As  ungainly  oligopolists,  such  as 
Union  Pacific  Corp.  and 
Bui'lington  Northern  Santa  Fe 
Coi-p.,  take  over  the  nation's  rail- 
road senace,  the  Justice  Dept.  sits 
and  watches  the  trains  go  by.  It 
hasn't  sued  to  block  a  rail  merger 
in  nearly  80  years. 

Do  the  feds  think  everything  is 
hunky-dory  on  the  lines?  Not  ex- 
actly. Justice  strongly  protested 
Union  Pacific's  purchase  of  South- 
ern Pacific  Rail  Coi"p.  in  1996. 
Anne  K.  Bingaman,  then  assistant 
attorney  general  for  antitrust, 
called  it  "the  most  anticompetitive 
rail  merger  in  history." 

No,  Justice  hasn't  sued  to  block 
rail  mergers  for  the  simple  reason 
that  the  law  prevents  it  from  do- 
ing so.  That's  a  mistake  that  Con- 
gress should  fix  tout  de  suite. 
When  it  comes  to  mergers,  there's 
no  reason  that  a  railroad  should 
be  treated  differently  from,  say, 
drag  stores  or  office-supply  chains. 
DEAF  EAR.  Here's  the  backgrmmd: 
Congi-ess  gave  railroad  mergers 
immunity  from  Justice  scratiny  in 
1920  because  it  won-ied  that 
overzealous  prosecutors  were  in- 
terfering with  mergers  that  would 
benefit  a  rail  industry  then  suffering 
from  redundancy  and  oveiTegulation. 
Congress  gave  the  Interstate  Com- 
merce Commission  sole  authority  to 
decide  on  rail  mergers.  In  1995, 
when  Congress  shut  dovm  the  little- 
loved  ICC,  the  legacy  of  19th  century 
trastbusters,  the  Clinton  Administra- 
tion wanted  to  give  merger  review 
back  to  Justice.  Instead,  after  lobby- 
ing by  Union  Pacific,  Congress  trans- 
ferred review  authority  to  the  ice's 
smaller  successor  agency,  the  Surface 
Tr-ansportation  Board. 

The  board  has  been  no  champion 
of  the  consumer  In  1996,  its  three 
members  approved  the  huge  Union 
Pacific-SoutheiTi  Pacific  merger,  im- 
posing 35  minor  conditions.  It 
brashed  aside  advice  from  Justice 


^hlpl)(.'rs  that  it  block  the  deal  or 
force  the  combined  entity  to  sell  long 
sections  of  track  to  rival  railroads. 
Union  Pacific  convinced  the  regula- 
tors that  the  merger  would  pro- 
duce— in  the  words  of  Drew  Lewis, 
then  chairman  and  ceo — "improve- 
ments that  traly  deserve  the  term 
'unprecedented.' "  Since  then,  the 
only  thing  that's  been  unprecedented 
is  the  rapid  deterioration  of  rail  ser- 
vice in  Texas  and  beyond  (page  42). 

To  be  sure,  Southern  Pacific  was 
in  bad  shape  when  Union  Pacific 
bought  it,  and  the  combination  may 
yet  improve  service  for  many  cus- 
tomers. The  Association  of  American 
Railroads  says  railroads  have  cut  av- 
erage rates  in  half  since  1980,  thanks 
in  part  to  merger  efficiencies.  But 
when  do  railroads  get  so  big  that 


any  increment  in  efficiency  is 
outweighed  by  the  loss  of  com- 
petition? In  light  of  Union  Pa- 
cific's travails,  it's  hard  to  argue 
that  the  Surface  Transportation 
Board  always  knows  best. 
NO  CHOICE.  In  the  long  run,  af- 
ter the  traffic  jams  are  cleared, 
the  biggest  losers  from  the  UP- 
SP  merger  wil'  be  shippers  who 
used  to  play  the  two  systems  \ 
against  each  other  and  are  now 
stuck  with  a  monopolist.  In  the-' 
oi-y,  other  railroads  can  serve  j 
them  by  ranning  trains  on  up  ' 
tracks,  but  customers  say  that  ; 
in  practice  paying  costly  "track-' 
age  rights"  makes  traly  com- 
petitive prices  impossible.  And  , 
they're  dubious  about  up's  lat-  i 
est  deal  to  share  some  track 
ownership  and  train  dispatching 
with  Burlington  Northern. 
Monopoly  i-ailroads  can't  get 
^  away  with  overcharging  cus- 
tomers who  can  also  ship  by 
track.  But  they  can  sock  sWp- 
l^ers  of  coal,  grain,  ore,  chemi- 
cals, and  other  commodities  too 
costly  to  track  long  distances. 
"I  talk  to  the  raib'oads  and 
they  laugh  at  me.  They  say,  'You're 
not  captive,  but  you're  logistically 
limited,' "  says  Ward  L.  Uggerad, 
vice-president  of  operations  for  Otter 
Tail  Power  Co.  in  Fergus  Falls, 
Minn.,  and  chairman  of  a  shipper  lob- 
by, the  Alliance  for  Rail  Competition. 

There's  already  loose  talk  about 
the  two  big  Western  railroads  merg- 
ing with  the  two  big  Eastern  ones  to 
create  a  pair  of  transcontinental  gi- 
ants. Do  we  really  want  to  have  the 
Justice  Dept.  stuck  on  the  sidings 
when  a  deal  like  that  comes  down 
the  track?  The  fledgling  Surface 
Transportation  Board  comes  up  for 
its  three-year  congressional  review 
this  year.  Now's  the  time  for  Con- 
gress to  get  rail-merger  policy  right. 

Coy  is  associate  economics  editor. 


Monopolies  survive  on  the  tracks.  The  railroads  "laugh 
£      "  says  a  captive  shipper  who  can't  use  trucks 
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in  Business  This  Week 


)|TED  BY  KELLEY  HOLLAND 


FF-DAVIS 

}ES  ON  THE  BLOCK 

FTBANK  IS  SPINNING  OFF 

computer  trade  publica- 
n  and  exposition  busi- 
5S.  On  Feb.  18,  the  Japan- 
3  conglomerate  filed  to 
"er  shares  on  the  New 
rk  Stock  Exchange  in  Ziff 
ivis,  which  is  headquar- 
•ed  in  New  York  and  owns 
riodicals  such  as  PC  Mag- 
ine  and  PC  Week,  the 
iNet  Web  site,  and 
imdex,  the  industry's  top 
ide  show.  The  initial  pub- 
offering,  expected  to 
ise  $460  million,  could  help 
ftbank  to  reduce  its  heavy 
bt  load,  brought  on  by  a 
.5  billion  buying  spree, 
d  help  offset  the  effects  of 
ifavorable  currency 
change  rates.  Softbank 


LOSING  BELL 


HERE'S  THE  BEEF 

here's  a  saying  in  the  meat 
lusiness:  Sell  it  or  smell  it. 
b  keep  shipments  up,  Con- 
Igra,  the  Omaha  packer,  has 
)een  cutting  prices — a  move 
hat  gives  investors  a  whiff 
if  earnings  trouble  ahead, 
he  problem  is  oversupply. 
Vhile  U.S.  production  is  up, 
Asia's  woes  have  damped 
lemand.  On  Feb.  i3,  ConAgra 
innounced  its  earnings 
vould  be  "far  below"  expec- 
ations  for  the  first  half  of 
98.  Its  shares  have  since 
Iropped  to  29X6.  Now,  while 
lemand  remains  slack,  U.S. 
)utput  should  taper  off. 


FEB.  9, '98  FEB,  18 

A  DOLLARS 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


will  also  refinance  $1.5  bil- 
lion in  debt. 


STORMY  WEATHER 
AHEAD  FOR  PAN  AM 

THE  NEW  PAN  AM  CORP.  IS 
flying  into  headwinds.  On 
Feb.  17,  the  Miami  carrier 
said  it  was  in  default  on  air- 
craft leases  by  $4  million 
and  was  negotiating  to  re- 
structure payments  on  its 
fleet.  In  a  Securities  &  Ex- 
change Commission  filing, 
the  airline  also  said  it  must 
come  up  with  $3.3  million  by 
Feb.  23  to  provide  additional 
security  for  travel-agent 
refunds.  Under  David  Ban- 
miller,  who  replaced  Martin 
Shugrue  as  ceo  in  Novem- 
ber, Pan  Am  has  focused  on 
routes  from  Florida  to  the 
Northeast,  laid  off  550  work- 
ers, and  worked  to  stabilize 
operations  after  its  merger 
with  Carnival  Air  Lines. 


A  FIDELin  MANAGER 
IS  NOT  SATISFIED' 

FIDELITY  INVESTMENTS'  TOP 

fund  manager  is  dropping 
foui'  funds,  citing  the  burden 
of  managing  $43  billion. 
George  Vanderheiden,  whose 
results  ai'e  second  only  to  Pe- 
ter Lynch's,  says  he's  turn- 
ing over  control  of  the  Des- 
tiny II  Fimd  and  thi-ee  Asset 
Manager  funds  to  other  Fi- 
delity managere.  "I'm  not  sat- 
isfied wath  my  performance 
over  the  last  few  years,"  he 
says.  Indeed,  Vanderheiden's 
funds  have  trailed  the  Stan- 
dard &  Poor's  500-stock  in- 
dex for  the  past  two  years. 

FEDERATED  PUSHED 
DEBTORS  TOO  HARD 

FEDERATED  DEPARTMENT 

Stores  has  agreed  to  pay 
$14.6  million  to  settle  Justice 
Dept.  charges  of  improper 
debt-collection  practices.  On 
Feb.  17,  Justice  announced 
that  a  multistate  investiga- 


HEADLiNER:  FINN  CASPERSON 


TIME  TO  UNLOAD  THE  FAMILY  BUSINESS 


It  may  be  the  end  of  a 
dynasty.  On  Feb.  17,  Bene 
ficial  Chairman  Finn 
Caspersen  announced 
that  the  finance 
company  he  had 
run  for  22 
years — and  his 
father  for  17 
years  before 
him — may  be 
put  on  the  block 
in  an  effort  to 
enhance  shareholder 
value.  The  news  sent  the 
stock  up  37%,  to  112%. 

Beneficial  wound  up  in 
this  position  because  of 
Caspersen's  conservative 
style.  While  his  restraint 
kept  loan  quality  high,  it 
kept  earnings  growth  slow. 
And  Beneficial  has  been 
slow  to  upgrade  computer 
systems  to  bring  dovra  the 


costs  of  underwriting  loans 
and  collecting  payments. 
Last  October,  it  began  a  re- 
sti-ucturing  that  was  to 
include  the  planned 
sale  of  businesses. 
But  analysts 
such  as  David 
Hochstim  at 
Bear  Steams 
say  an  outright 
sale  of  Beneficial 
should  gain  more 
for  shai-eholders  than 
waiting  for  the  restructur- 
ing to  bear  fruit. 

"It  is  difficult,"  says 
Caspersen  of  a  sale.  Still, 
with  278,000  shares,  he 
should  benefit  nicely  from 
any  such  deal.  That  should 
take  some  of  the  edge  off 
breaking  a  family  tradition. 

By  Amy  Barrett 
in  Philadelphia 


tion  had  revealed  that  Fed- 
erated was  inducing  cus- 
tomers who  had  filed  for 
bankruptcy  under  Chapter  7 
to  sign  contracts  agreeing  to 
repay  their  department-store 
debts.  Under  bankruptcy 
law,  such  agreements  to 
repay  a  debt  that  otherwise 
would  be  discharged  in  bank- 
ruptcy must  be  voluntaiy  An 
earlier  investigation  led  to  a 
similar  settlement  with 
Sears  Roebuck  last  year. 
Federated's  department 
stores  include  Blooming- 
dale's,  Macy's,  and  Burdines. 

IN  AUTO  PARTS, 
THE  BIDDING  REVS  UP 

AFTER   BEING  REBUFFED 

several  times  in  the  past  year, 
SPX,  a  $922  million  auto-parts 
maker  in  Muskegon,  Mich.,  is 
launching  a  $3  billion  hostile 
takeover  of  Echlin,  another 
auto-parts  outfit  foui-  times  its 
size — with  $3.6  billion  in  sales. 
The  news  drove  Echlin's  stock 


up  by  $11  and  spawned  spec- 
ulation on  a  bidding  wai"  in  the 
making.  "The  reality  is  that 
Echlin  is  now  in  play,"  de- 
clares Bear  Stearns  analyst 
Eric  Goldstein.  "The  only 
question  is  who  is  going  to 
buy  it."  Write-offs  drove  both 
companies  into  the  red  last 
year.  Still,  SPX  is  "a  terrific 
turnaround  story,"  says  Gold- 
stein. Echlin's  board  now 
says  that  "it  will  review 
the  SPX  proposal  in  due 
course."  Two  factors  in  Ech- 
lin's favor  are  strict  takeover 
laws  in  its  home  state  of  Con- 
necticut and  its  own  poison- 
pill  protection. 

ETCETERA... 

■  On  Feb.  18,  a  New  York 
Stock  Exchange  seat  sold 
for  a  record  $1.8  miUion. 

■  Kenny  Rogers  Roasters  is 
contemplating  a  Chapter  11 
bankruptcy  filing. 

■  Lucent  set  a  2-for-l  stock 
split  and  formed  a  $100  mil- 
lion venture-capital  fund. 
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ouldn't  it  be  nice  if  your  work  was  impossible 
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Suddenly,  you're  unforgettable. 


Extranet,  WE  needed 

TO  GET  A  better  FEEL  FDR 
THEIR  BUSINESS. 


How  do  yon  cut  a 
ii'drrdiity  claims  process  from 
three  weeks  to  three  chiys''' 
hiiihiiie  Microsoft's  technology 
with  l  'S\\  "e/7's  expertise. 


H  arley-Davidsdii  had  600  dealers  and  a 
huge  papeiAvoik  headache  to  deal  with.  Wananty 
claims  were  taking  too  long  and  their  dealers 
were  paying  the  price. 

They  could  have  chosen  any  number  of 
companies  to  help  them,  but  they  came  to  USWeb: 
Why?  Because  of  our  strategic  expertise,  tech- 
nical knowledge  and  proven  track  record.  And 
our  partnership  v\  ith  Microsoft,  a  leader  in 
Internet  technology. 

Together,  we  developed  an  Extranet  that 
cut  Harley-Davidson's  wananty  claims  process 
from  three  weeks  to  three  days.  Now  dealer 
satisfaction  is  up  because  Harley  has  given 
them  another  tool  to  improve  the  way  they  do 
business  with  the  factory. 


Haiiey-Davidson.  Chevron,  Po\k  Audio — 
these  are  just  a  few  of  the  varied  companies 
who've  turned  to  USWeb  to  gain  a  competiti\ 
edge.  And  we  can  do  the  same  for  you.  We 
prcwide  custom  business  solutions — from 
.strategic  consulting  to  architecture  planning 
through  complete  implementation.  Whether  it 
for  an  Internet.  Intranet  or  Extranet. 

Learn  how  USWeb  can  be  your  strategic 
pailner  for  the  information  age.  Give  us  a  cal 
or  visit  our  Web  site. 

For  a  free  Intranet  Planning  Pak: 
1-888-USWEB-411,  EXT. 72 
www.usweb.c  om 


USWEB 


Microsoft 


iVashington  Outlook 
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HAMBER  OF  COMMERCE  BAHLE  CRY: 
ILL  ALL  THE  LAWYERS 


■or  decades,  business  and  trial  lawyers  have  squared  off  in 
I  courtrooms  over  everything  fi'om  dangerous  toys  to  unfaii- 

employment  practices.  Now,  the  U.  S.  Chamber  of  Com- 
!rce  intends  to  intensify — and  politicize — the  battle.  In 
irch,  it  will  unleash  a  multimillion-dollar  campaign  against 

longtime  foes — and  the  fight  is  sure  to  get  ugly. 
The  chamber  is  asking  its  200,000  members  to  finance  a 
)bying  and  advertising  blitz  that  would  target  many  of 
;  laws  and  legal  procedures  that  help  fill  the  briefcases — 
d  pockets — of  trial  attorneys.  Among  the  chamber's  goals 
i  new  restrictions  on  product-hability  lawsuits,  class-ac- 
n  litigation,  and  contingency  fees.  It 
,0  may  push  for  laws  requiring  employ- 
5  who  bring  discrimination  suits  or  oth- 
workplace  grievances  to  pay  legal  costs 
:hey  lose.  "This  would  act  as  a  deterrent 
frivolous  lawsuits,"  says  Lawrence  B. 
■aus,  who  is  running  the  project. 
While  business  has  been  seeking  tort  re- 
■m  for  years,  the  chamber  is  ratcheting  up 
i  pressure  by  painting  trial  lawyei-s  as  le- 
1  vultures  who  use  frivolous  suits  to  line 
air  pockets,  raise  the  cost  of  consumer 
ods,  discourage  manufacturei-s  fi-om  biing- 
r  products  to  market,  and  clog  the  courts, 
s  no  coincidence  that  trial  lawyers  are  among  the  biggest 
/ers  to  the  Democratic  Party,  while  the  chamber's  political 
m  predominantly  supports  Republican  causes.  According  to 
e  Center  for  Responsive  PoUtics,  the  Association  of  TOal 
iw>'ers  of  America  (atla)  ranked  No.  3 — at  $3.5  milhon — 
long  organizations  making  political  donations  in  the  1995-96 
jction  cycle. 

DICIAL  REFORM.  New  chamber  chief  Thomas  J.  Donohue 
omises  to  turn  a  spotlight  on  Washington  to  make  clear 
/ho's  influencing  Congress  with  how  much  money."  And  in 
ates  where  judges  are  elected,  the  chamber  will  push  for 
ws  that  would  require  jurists  to  recuse  themselves  if 


DONOHUE:  Spotlight  on  Congress 


lawyers  before  the  bench  contributed  to  their  campaigns. 

The  strategy  will  dovetail  with  complaints  by  Capitol  Hill 
Republicans  about  the  huge  fees  that  plaintiffs'  attorneys  stand 
to  earn  if  a  tobacco  settlement  passes  Congress  this  year. 
Those  fees  could  reach  $55  billion  if  they're  calculated  at  a  stan- 
dard 15%  of  the  total  settlement.  Both  the  gop  and  the  cham- 
ber seem  to  be  following  a  script  laid  out  by  pollster  Frank  I. 
Luntz.  In  a  report  for  Republican  candidates,  Luntz  counseled 
that  "it's  almost  impossible  to  go  too  fai'  when  it  comes  to  de- 
monizing  law^yers."  His  advice:  Describe  the  "victims  of  our 
society's  litigiousness"  as  the  small-business  owners  and  home- 
owners iiiined  by  baseless  lawsuits. 
"JUVENILE."  ATLA  President  Richard  D. 
Hailey  contends  that  the  chamber  has 
decided  to  vilify  lawyers  to  deflect  atten- 
tion from  efforts  to  limit  consumers'  rights 
to  sue  for  faulty  products  or  against  unfaii' 
employment  practices.  "It's  the  juvenile 
approach  we  object  to,"  he  says.  "Rather 
than  having  an  adult  discourse  on  public- 
pohcy  issues,  they  are  engaging  in  an  anti- 
consumer,  anti-lawyer  campaign." 

That's  a  r^efrain  business  knows  well. 
Manufactui'ers  have  waged  a  fiaiitless  12- 
yeai"  effort  to  pass  federal  legislation  that 
would  make  it  haixler  to  sue  over  defective  goods.  In  recent 
weeks,  business  has  agreed  to  give  up  attempts  to  cap  punitive 
damages  consumers  can  collect.  But  the  lawyei-s  won't  budge  on 
a  proposed  compromise  that  would  ban  suits  involving  products 
more  than  18  yeai's  old.  Business  strategists  intend  to  use 
that  inti"ansigence  to  paint  the  opposition  as  gi-eedy  nitpickei-s. 

The  chamber's  attack  is  sui"e  to  energize  some  lawsuit- 
weaiy  businesses,  but  it  faces  obstacles  both  internal  and  ex- 
ternal. Many  chamber  members  are  themselves  lawyers  al- 
ready steamed  over  the  campaign.  And  then  there's  that 
citadel  of  lawyei-s  on  the  Hill.  That's  a  lot  of  angiy  bogeymen. 

By  Susan  B.  Garland 


CAPITAL  WRAPUP 


MAXIN6  EURO  PROBLEM 

►  U.  S.  multinationals  are  starting  to 
Tet  about  the  tax  consequences  of 
Europe's  transition  to  the  euro  in 
1999.  One  fear  is  that  gains  created 
from  converting  European  bonds  or 
currencies  into  the  new  euro  will 
Oe  taxed.  Normally,  such  profits 
would  be  taxable  only  when  the  hold- 
ing is  sold.  But  under  U.  S.  law,  a 
company  that,  say,  shifts  francs  to 
euros  could  be  hit  with  a  capital- 
?ains  liability.  Another  concern:  The 
conversion  could  scramble  the  calcu- 


lation of  foreign  tax  credits,  which 
are  figured  initially  in  local  curren- 
cies. Financial  institutions,  manufac- 
turers, and  other  companies  that  will 
be  affected  by  the  conversion  have 
asked  the  Treasury  Dept.  to  sort  out 
the  mess.  Sympathetic  Treasury  offi- 
cials say  they  hope  to  issue  guide- 
lines by  yearend.  The  next  step  may 
be  a  hearing  before  the  Senate 
Finance  Committee.  Says  Carol 
Dunahoo,  a  partner  in  the  accounting 
firm  Price  Waterhouse:  "This  is  not 
the  sort  of  thing  you  want  unre- 
solved in  1999." 


NEW  SPENDING  CZAR 

►  Nine-term  Representative  C.  W. 
"Bill"  Young  (R-Fla.)  is  emerging  as 
the  hkely  candidate  to  succeed  retiring 
Bob  Livingston  (R-La.)  as  chairman  of 
the  powerful  House  Appropriations 
Committee  next  year.  Young  is  just  as 
conservative,  but  he's  close  to  GOP 
leadership.  Livingston  is  a  maverick 
who  has  challenged  Majority  Leader 
Dick  Armey  (R-Tex.)  on  budget  strate- 
gy. Besides  ideology,  Livingston  and 
Young  share  a  soft  spot  for  military 
pork  along  the  Gulf  Coast. 
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SOUTH  KOREA 


KIM*S  WAR  ON 
TWO  FRONTS 


Both  labor  and 
the  chaebol  are 
ferociously 
resisting  reform 

It  was  a  close  call.  On  Feb.  12,  Ko- 
rea's militant  labor  unions  were  just 
hours  away  from  calling  a  general 
strike  that  would  have  crippled  the 
country's  economy.  The  idea  was  to 
force  President-elect  Kim  Dae  Jung  to 
drop  his  plans  to  make  layoffs  legal.  At 
the  last  minute,  labor  leaders 
called  off  the  strike,  when  the 
lack  of  public  support  became 
evident.  Yet  even  after  backing 
off,  the  Korean  Confederation 
of  Trade  Unions  made  it  cleai' 
that  it  would  continue  to  fight 
any  moves  to  shed  workers. 

Give  credit  to  the  75-year- 
old  Kim.  Since  winning  the 
election  in  December,  the  for- 
mer dissident  has  proven  a 
tough  leader  willing  to  stand 
up  to  entrenched  intei-ests.  But 
with  his  formal  inauguration 
just  days  away,  the  historic 
struggle  to  change  Korea  is  just 
beginning.  Although  the  forces 
of  the  old  order  have  suffered 
some  setbacks,  they  are  yield- 
ing only  stubbornly.  Most  im- 
portant, it's  not  just  the  unions 
that  oppose  Kim's  most  dra- 
matic proposals.  The  chaebol. 
the  conglomerates  that  domi- 
nate the  economy,  already  arc 
throwing  up  roadblocks.  Unless 
the  chaebol  change  their  posi 
tion,  Kim  will  be  fighting  a  two- 
front  war  against  labor  and 

TOUGH  LE.»:DER:  But  ParUci- 
ment  keeps  n  udercutf  ing  Kim 


management  that  could  doom  serious 
reform. 

Of  comvse,  the  chaebol  publicly  sup- 
port restmcturing.  But  privately  they 
criticize  Kim's  actions.  "Kim  Dae  Jung 
is  pressing  for  too  much  too  quickly," 
says  a  manager  at  a  top  company.  "He  is 
in  such  a  hurry  that  he  is  imposing 
changes  artificially  instead  of  letting  mai- 
ket  forces  to  do  the  job."  So  the  chaebol 
and  their  supporters  have  been  slowing 
Kim  down,  often  more  successfully  than 
labor.  A  bill  allowing  hostile  takeovers 
by  foreigners  passed  in  Parliament  on 
Feb.  14 — but  not  before  legislators  sym- 
pathetic to  the  chaebol  inserted  an 
amendment  postponing  implementation 


of  the  law  by  up  to   10  mont 

Opposition  legislators  from  the  (iry; 
National  Party  have  weakened  oth 
cnicial  legislation  as  well.  A  new  h 
gives  minority  shareholders  access  t( 
company's  books.  That's  a  major  issuo 
Korea,  where  outside  investors  (.ft 
have  no  idea  of  a  company's  true 
nances,  or  how  much  profit  it  is  dive, 
ing  to  a  coi-porate  parent.  The  law  ' 
ch-afted  would  have  let  shareholdei-s  1( 
at  the  books  if  they  held  as  littlf 
0.03%   of  a   company's  outstandi 
shares.  But  at  the  last  minute,  the  cIk 
bol  got  the  minimum  sharehuMi 
boosted  to  1% — a  much  harder  thi  i  .- 
old  to  reach  for  outsiders.  Buying  1 '  ( 
Samsung  Electronics,  for  exanip 
would  cost  some  $60  million. 

It's  not  just  in  Parliament  tliat  t 
chaebol  and  their  allies  are  fighti 
back.  Kim  wants  the  banks  to  stop  ler 
ing  to  big  companies  at  preferent 
rates.  But  just  in  the  past  six  weel 
banks  have  provided  nearly  $1  billi 
in  "emergency  relief  loans"  to  sick 
cimebol.  Seoulbank  provided  $140  miUi! 
to  Dong  Ah  Group,  for  example,  wh 
Hanil  Bank  lent  $190  million  to  Koh; 
Group  and  $280  million  to  Han  W 
Corp.  "The  loans  are  offered  at  far  t 
low  mai'ket  rates,  and  this  is  a  distort 
distribution    of   limited  resources 


KIM  DAE  JUNG 
VS.  THE  CHAEBOL 

CORPORATE  GOVERNANCE 

Kim  wants  greater  share- 
holder rights,  but  the 
chaebol  are  watering 
down  or  delaying  laws 
boosting  Kim's  position. 


BANK  REFORM 


The  new  government 
wants  to  end  preferential 
bank  loans  to  the  chae- 
bol. But  troubled  chaebol 
are  still  securing  below- 
market  loans. 

ACCOUNTING 

The  chaebol  promise 
clearer  financial  reports 
and  an  end  to  secret 
subsidies  of  corporate 
affiliates.  But  Kim's 
advisers  want  concrete 
proposals. 
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nents  Lee  C'hae  Kwang,  head  of  re- 
irch  at  Daiwa  Securities  in  Seoul. 
One  way  tlie  cliaebol  get  tiiese  funds 
by  asking  the  comts  to  help  them  re- 
uctui-e  then-  loans  and  procm-e  cheap- 
rates.  The  banks  that  lent  the  money 
ve  the  right  to  refuse  such  couil  me- 
ition,  especially  since  most  of  these 
Tipanies  are  in  such  bad  shape.  But 
alysts  say  banks  go  along  with  the 
irt  requests  anyway,  just  to  avoid  das- 
^ng  the  loans  as  nonperfoiTning. 
The  result  is  bizaiTe:  Despite  a  string 
widely  publicized  failures,  no  big  com- 
ny  has  shut  down  any  major  factory, 
int  Hanbo  Iron  &  Steel  Co.  entered 
ii-t  receivership  a  year  ago,  but  it  is 
11  churning  out  steel.  So  is  Sammi 
^el  Co.,  which  failed  in  March,  1997. 
rmaker  Kia  Motors  Coi-p.  supposedly 
lapsed  last  fall.  Yet  it  keeps  shipping 
fs  to  the  U.  S.,  Europe,  and  Asia. 
(Tiile  other  companies  are  paying  in- 
vest rates  of  some  30%,  these  failed 
mpanies  are  paying  half  that  rate  or 
ver  as  interest,"  says  Min  Sang  Kee, 
economics  professor  at  Seoul  Na- 
nal  University. 

IMPING?  The  result  is  excess  indus- 
al  capacity  that  plagues  the  econo- 
/.  Four  Korean  steel  companies  on 
lb.  16  ui'ged  Kim's  top  policymakers  to 
II  off  Hanbo's  plants  to  overseas  buy- 
3  or  shutter  the  company  completely, 
guing  that  Hanbo  was  undercutting 
ices  by  up  to  16%.  Hanbo  officials  say 
e  company  is  not  dumping,  and  that 
mbo  has  just  raised  its  prices. 
Some  Koreans  are  getting  alarmed 
these  damaged  companies  linger  on. 
lee  Namuh,  executive  director  at 
unsung  Securities  Co.,  points  out  that 
)rean  banks  risk  creating  a  long-teiTn 
ructiu'al  recession  by  following  the  ex- 
iple  of  Japan's  banks,  which  kept  of- 
ring  credit  to  sick  companies  so  they 
Duld  not  default  on  loans.  "Too  much 
pital  is  being  employed  in  inefficient 
dustries,"  says  Rhee. 
Kim's  crisis-management  team  is 
rare  of  the  chaebol's  foot-dragging, 
is  advisers  are  wondering  when  com- 
mies will  produce  understandable  bai- 
lee sheets.  "The  chaebol  have  ex- 
•essed  willingness  to  improve  their 
lancial  structure,  but  their  methods 
e  too  abstract  and  their  timetables 

0  loose,"  complains  Kim  Yong  Hwan, 
!ad  of  the  team.  The  big  fear  now  is 
at  Korean  companies  will  soon  be  able 
lay  off  employees  but  will  still  resist 

1  calls  to  restructure  dramatically  and 
iprove  shareholder  rights.  The  result 
ould  be  rising  unemployment,  social 
irmoil — and  no  fimdamental  change  in 
le  way  Korea  Inc.  runs  its  affairs, 
usiness  as  usual.  That's  the  last  thing 
orea  needs. 

By  Mooti  Ihlwan  in  Seoul 


TAIWAN 


CAN  CHINA  AIR 
CLIMB  AGAIN? 

A  tragic  crash  aborts 

a  comeback  in  the  making 

The  wi'eckage  told  the  stoiy  not  only 
of  the  worst  airplane  crash  in  Tai- 
wan's histoiy  but  the  second  cata- 
strophe in  just  four  yeai's  for  its  leading 
carrier,  China  Airlines  Ltd.  The  first 
time,  264  people  died  when  a  cal  A-300 
crashed  at  Nagoya,  Japan,  in  1994.  This 
time,  as  rescue  workers  gathered  the 
bodies  of  the  203  dead  just  outside 
Taipei's  main  airport  on  Feb.  16,  the 
manager  of  cal's  Kaohsiung  office  knelt 
weeping  before  victiins'  families  to  apol- 
ogize— a  startling  image  broadcast  on 
national  television.  Many  who  were 
watcWng  wondered  how  an  auiine  could 
be  so  unlucky,  or  so  poorly  mn. 

Whatever  the  case,  it  may  be  impos- 
sible for  the  airline  to  complete  what 
had  been  a  painstaking  attempt  to  re- 
build its  image.  Since  the  Nagoya  crash, 
blamed  on  pilot  eiTor  and  design  flaws, 
CAL  has  overhauled 
everything  from  in- 
flight menus  to  top 
management.  Particu- 
lar' attention  was  given 
to  improving  safety  by 
retraining  pilots  and 
hiring  Gennany's  Luft- 
hansa as  a  safety  con- 
sultant. Now,  with  this 
new  disaster  and  one 
of  the  world's  worst 
safety  recor-ds,  cal  is 
back  to  square  one. 
"People  ar'e  not  going 


ON  THE  MEND 


CAL  already  had 
one  of  the  worst 
safety  records  in 
the  world,  but 
passengers  were 
returning 


to   r'emember   the  TAIPEI  WRECKAGE 

impr'ovem.ents  they  Rescue  workers 
made,  but  that  they  search  for  bodies 
failed  again,"  says  in  burned  homes 

Chih  S.  Fang,  ing   

Barings  Securities  airline  analyst  in 
Taipei.  "People  have  more  choices  now." 

Those  choices  include  upstart  eva 
Air-ways  Corp.,  which  has  the  most  to 
gain.  Back  in  1994,  eva  had  only  about  a 
10%  share  of  the  market  in  intei-nation- 
al  flights  fi-om  Taiwan.  It  now  has  17%, 
vs.  cal's  29%' — a  figur-e  that's  up  fr"om  a 
low  of  23%.  after  the  Nagoya  crash. 

CAL  looked  to  be  on  the  r-ebound.  It 
was  filling  a  higher  percentage  of  seats 
even  as  it  added  new  planes.  Eariiings 
wer-e  up  60%  last  year,  to  an  estimated 
$90  million,  on  revenue  of  $1.7  billion. 
Lower  fuel  and  insurance  costs,  as  well 
as  management  restructuring,  had 
boosted  oper-ating  profits.  Now,  all  nine 
of  cal's  A-300s  have  been  grounded 
pending  safety  inspection,  and  cal 
Chair-man  Chiang  Hung-I  has  resigned. 
Some  legislators  want  to  disband  cal. 

It's  clear  that  the  cr-ash  will  have  a 
serious  effect  on  CAL  for  years  to  come. 
As  Taiwan's  former-  flag  car-iier  in  the 
midst  of  being  privatized,  it's  still  71% 
owned  by  the  gover-nment-linked  China 
Aviation  Development  Foundation.  CAL 
likely  will  have  a  har-der  time  attr-acting 
a  foreign  investor  to 
take  a  16%.  stake.  It 
pr-obably  will  have  to 
curtail  expansion  plans, 
and  pay  out  $40  mil- 
lion in  victim  compen- 
sation. It  also  faces  a 
vexing  question:  When 
you've  already  done 
everything  you  can  to 
improve  and  it  still 
isn't  enough,  what  else 
can  you  do? 

By  Jonathan  Moore 
in  Taipei 
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POLAND 


GET  READY 

FOR  ANOTHER  SHOCK' 

Poland's  Balcerowicz  unleashes  another  dose  of  reform 


When  Leszek  Balcerowicz,  the  fa- 
bled father  of  Poland's  economic 
"shock  treatment,"  reclaimed  the 
Finance  Ministry  after  national  elec- 
tions last  September,  the  bmTiing  ques- 
tion was:  Can  he  work  liis  magic  again? 
Many  Poles  and  foreign  observers 
agreed  that  Central  Europe's  most  vi- 
brant economy  desperately  needed  Bal- 
cerowicz and  his  tiny  Freedom  Union 
party  to  reignite  reform,  which  had 
slowed  during  four  years  of  Commu- 
nist rule.  But  many  also  feared  he 
would  vdeld  little  power  in  a  govern- 
ment led  by  the  Solidarity  trade 
union — with  which  Balcerowicz  enjoys 
an  uneasy  political  peace. 

Now,  the  51-year-old  Balcerowicz 
looks  set  to  finish  the  job  he  began  in 
1989.  As  Deputy  Prime  Minister  and 
Finance  Minister,  the  former  professor 
wants  to  keep  Poland  from  degenerat- 
ing into  a  once  promising  also-ran — 
and  secure  its  place  among  Europe's 
first-tier  economies.  He  has  already  be- 
gxin  a  major  deregulation  drive  and  has 


raised  taxes  on  such  things  as  liquor 
and  cigarettes  to  get  the  budget  deficit 
down.  He  also  plans  to  trim  social 
spending.  In  the  still  huge  state  sector, 
Balcerowitz  is  sweeping  enterprises 
clean  of  political  appointees.  At  the 
center  of  his  program — call  it  Shock 
Treatment  II — is  a  privatization  plan 

THE  BALCEROWICZ  PLAN 

•  Privatize  up  to  100  of  the  largest 
state  enterprises,  worth  some  $40 
billion 

•  Cut  regulation  in  most  sectors, 
but  strengthen  it  in  finance 

•  Reform  the  out-of-control  state 
pension  system 


•  Rid  state  enterprises  of  political 
appointees 

•  Trim  spending  in  the  over- 
burdened health-care  system 

DATA:  BUSINESS  WEEK 


VICE  PRICE:  Hikes 
in  liquor  and 
cigarette  taxes  wili 
help  trim  the  deficA 

t  lie  previous  gover! 
1  lent  had  all  but  fc 
gotten.  Privatizatii 
is  crucial  if  B; 
cerowicz  is  to  p^ 
for  his  other  rl 
forms — especiallyj 
plan  to  tan 
Poland's  out-of-co| 
trol  pension  systeii 
Problems  are  ij 
fvitable  for  an  ag^ 
I  la  this  ambitious,  \ 
IJalcerowicz  know 
Some  moves  couj 
|iush  the  10.5%  joi 
less  rate  higher.  B; 
Balcerowicz  is  u^ 
fazed — although  ] 
recognizes  that  Sho 
Ti-eatment  II  will  i 
quire  steady  gi-ow 
if  it  is  to  shake  the  nation  free 
the  remnants  of  a  planned  econon 
Poland  has  been  expanding  at  7%  a 
nually  over  the  last  two  years.  Th 
has  made  it  Europe's  star — and  e:' 
coui-aged  many  Poles  in  their  cherishi 
goal  of  joining  the  European  Unic 
perhaps  as  early  as  2003.  Grow 
should  slow  to  5%  in  1998,  but  th 
still  gives  Balcerowicz  plenty  of  vm 
to  push  fuilher  reform.  "It  is  a  u 
cial  mistake  to  say  that  reforni  is  g<ji 
to  cause  a  lot  of  pain,"  says  the  feis 
Balcerowicz.  "Avoiding  reform  is  wh 
gets  very  painful." 
GREAT  EXPECTATIONS.  Although  fC' 
eign  investors  hung  back  after  last  fa]; 
elections,  a  "Balcerowicz  effect"  hi 
begim  to  buoy  the  markets — and  he: 
Poland  avoid  the  Asia  jitters  hitti:' 
other  emerging  economies.  Over  t; 
past  month  the  Warsaw  stock  mark 
is  up  25%,  to  16,600.  A  sale  of  $2: 
million  worth  of  treasury  bills  on  Fe. 
9  was  neai'ly  foui-  times  oversubscribf, 
The  surge  of  foreign  capital  also  hi 
held  the  zloty  firm — even  forcing  t; 
central  bank  to  intervene  to  keep  tf 
currency  from  appreciating.  Says  Bi- 
bara  Lundberg,  executive  vice-pre- 
dent  at  Enterprise  Investors,  a  Wi- 
saw-based  ventui-e  capital  firm:  "The; 
are  huge  expectations  vrith  Balcerov."? 
coming  back." 

Investors  are  looking  closely  at  B- 
cerowicz'  much-hyped  privatization  p- 
icy,  which  is  aimed  at  the  35%  of  Polii 
output  state  companies  still  accouJ 
for.  In  March,  Balcerowicz  will  unvl 
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ans  to  sell  up  to  100  large  state  en- 
rprises,  worth  some  $40  billion.  Those 
lies  could  begin  later  this  year. 
The  new  minister  has  already  has- 
ned — and  enlarged — several  large  pri- 
itizations.  In  the  biggest,  20%  of 
lone  company  Telekomunikacja  Pols- 
i,  worth  $3  billion,  will  be  sold  via  a 
ock  offering  this  year.  The  remain- 
;r  will  go  to  foreign  strategic  in- 
;stors  by  2000.  By  contrast,  the  pre- 
ous  government  had  planned  to  sell 
st  15%  this  year  and  to  prohibit  for- 
gn  ownership.  In  addition,  half  of  re- 
,il  banking  group  Pekao  will  go  on 
16  block  this  year,  up  from  an  earlier 
anned  15%.  And  Polish  Airlines-LOT 
!cently  signed  an  agreement  with 
ritish  Airways  PLC  that  is  probably  a 
'elude  to  a  partial  sale.  The  previous 
)vernment  had  blocked  foreign  in- 
;stors  in  this  deal,  as  well. 
ENSION  PIT.  At  Balcerowicz'  insis- 
•nce,  the  new  coalition  has  also  been 
eaning  up  executive  suites.  Nine 
lone  company  directors  who  were  po- 
;ical  appointees  have  been  replaced 
)  far  this  year.  Jan  Monkiewicz,  who 
lismanaged  insui-ance  giant  Powszech- 
^  Zaklad  Ubezpieczen  so  badly  that 
le  company's  loss  reserves  slipped 
257  million  below  legal  requirements, 
ft  the  company  and  was  replaced  by 
Hadyslaw  Jamrozy,  a  respected  in- 
ustry  veteran.  Warsaw  is  also  holding 
own  wages  of  government  workers, 
'hich  are  budgeted  to  rise  only  1.5% 
lis  year,  vs.  4.5%  last  year. 
The  toughest  part  of  Balcerowicz' 
jcond  act  will  be  social  security.  The 
:ate  pension  system  sucks  up  17%'  of 
11  spending;  millions  of  Poles  collect 
ensions  and  work  in  the  underground 
eonomy.  While  plans  to  partially  pri- 
atize  the  system  have  been  agreed 
pen,  the  reform  will  require  a  bud- 
et-busting  $2  billion  annually  for  the 
ext  decade.  Meanwhile,  the  cash- 
trapped  health  system  is  also  un- 
aveling.  It  is  wracked  by  strikes  and, 
Ithough  care  is  officially  free  of 
Karge,  patients  must  often  bribe  doc- 
ars  to  get  the  medical  attention  they 
lant. 

Amid  such  challenges,  there's  still  a 
anger  that  the  political  peace  Bal- 
erowicz  helped  forge  will  fall  apart, 
'he  Solidarity  Election  Action  party, 
s  the  coahtion  is  called,  is  cobbled  to- 
ether  out  of  about  40  different  fac- 
ions,  from  religious  radicals  to  social- 
3ts.  What  unites  them  is  a  deep 
onviction  that  the  foi-mer  Communists 
an  never  again  be  entrusted  with 
'eland's  future.  And  so,  wdth  a  gulp, 
hey're  all  resigned  to  another  bout  of 
hock  treatment. 

By  David  Woodruff  and  Peggy 
Kmpson  in  Warsaw 


COMMENTARY 


By  Julia  Flynn  and  Stanley  Reed 

ASTRA:  TIME  TO  TAKE 
A  STAND,  MR.  BARNEVIK 


Since  taking  the  chairman's  seat 
at  Investor  10  months  ago,  Per- 
cy Barnevik  has  launched  a  high- 
profile  effort  to  modernize  the  Wal- 
lenberg corporate  empire.  He  has 
installed  new  executives  and  pushed 
for  cost-cutting  at  companies  the 
Wallenberg  holding  company  owns 
major  stakes  in.  And  he  has  called  for 
diversifying  the  clubby  boards  of 
Wallenberg  companies — part  of  his 
plan  to  boost  shareholder  returns. 

Now,  Barnevik  faces  a  sterner  test 
than  he  bargained  for  in  Astra,  the 
Wallenbergs' 
largest  holding, 
representing  27%-  of 
their  portfolio.  As- 
tra's stock  has  un- 
dei-performed  over 
the  past  year,  re- 
flecting wonies 
about  its  prospects. 
CEO  Hakan  Mogi'en 
is  under  fire  for 
failing  to  develop 
hot  new  diTigs  and 
for  losing  control  of 
top  heutenants, 
some  of  whom  have  BARNEVIK:  Astra 
been  accused  of 

sexual  improprieties  and  misuse  of 
corporate  funds.  Now,  with  litigation 
pending,  Mogi-en  is  being  accused  by 
former  executives  of  fostering  a  cor- 
porate cultui'e  that  encoui-aged  such 
abuses  through  his  own  high  living  at 
Astra's  expense.  Mogren  denies  the 
accusation. 

If  Barnevik  is  serious  about  refonn, 
he  must  deal  decisively  vrith  the 
strategic  and  sleaze  problems  at  As- 
tra. He  should  launch  his  own  investi- 
gation of  what  has  gone  on  at  the 
company  and  oversee  a  strategic  re- 
view. Mogi'en  may  have  to  step  down. 
After  raising  hopes  that  the  Wallen- 
berg empu'e  vrill  become  more  ac- 
countable to  shareholders,  it's  time  for 
Barnevik  to  deliver.  Othei-wise,  he 
risks  letting  Astra  slide  into  the  mai'- 
gins  of  the  global  drug  industiy.  Says 
Lars-Eiik  Forsgai'dh,  ceo  of  the 
Swedish  Shareholdei-s  Assn.:  "Every- 
body expects  [Barnevik]  to  do  some- 
thing about  the  situation  at  Astra." 

Barnevik  won't  comment.  Investor 
says  Astra  must  sort  out  its  own 


problems.  That's  ducking  responsibili- 
ty. Investor  is  Astra's  biggest  share- 
holder, controlling  12%  of  its  voting 
stock.  Astra's  chairman  is  Bo  Berg- 
gren,  a  longtime  Wallenberg  exec;  its 
vice-chaii'man  is  family  scion  Marcus 
Wallenberg;  and  Investor  President 
Claes  Dahlbiick  also  sits  on  the  boai'd. 
They  may  be  reluctant  to  discipHne  a 
close  associate:  Mogren  sei"ves  on  the 
Investor  board  and  those  of  Wallen- 
berg companies  Stora  and  Incentive. 

Investor  executives  seem  to  be  in  a 
ciuandary  about  what  to  do  at  Astra. 

They  have  taken  the 
line  that  nothing  be- 
yond personal  excess 
is  wi'ong  with  Astra — 
insisting  that  Mogren 
I'        is  the  victim  of  a 

witch  hunt,  brought 
on  in  pait  by  his 
haughty  style.  They 
also  note  that  Astra's 
stock  has  been  the 
hot  perfoiTTier  in  theii" 
portfolio  until  recent- 
ly. "Discussions"  are 
going  on  between  the 
needs  his  help    boai'd  and  Astra's 
management,  an  In- 
vestor executive  says,  but  major 
changes  ai'e  unHkely  soon. 

Astra's  problems  go  far  beyond 
high  living.  Its  fomer  U.  S.  head, 
Lars  Bildman,  has  pled  guilty  to  filing 
false  tax  returns  in  the  U.  S.,  and  two 
other  honchos  have  left  under  clouded 
circumstances.  The  Swedish  prosecu- 
tor's office  is  about  to  depose  one  of 
them,  Astra's  ex-Nordic  head,  Anders 
Lonnen  That  could  lead  to  new  disclo- 
sures about  Astra's  coi-porate  prac- 
tices and  Mogi'en 's  spending  habits. 

Like  it  or  not,  Bai'nevik  may  have 
to  face  a  stark  choice:  Fix  Astra 
quickly  or  allow  the  chaigmaker  to  de- 
rail his  plans  to  forge  the  Investor 
companies  into  a  top-flight  global  net- 
work. Astra  has  delivered  stellai'  re- 
turns for  the  Wallenbergs  and  other 
shai'eholders  over  the  years.  But 
that's  no  excuse  for  ignoring  problems 
that  could  get  even  uglier  and  more 
painful  if  they  ai'e  allowed  to  fester. 

BUSINESS  week's  Flynn  atid  Reed 
cover  Swedish  business. 
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International  Business 


COIVilViENTARY 

By  Ian  Katz 


HOW  LATINS  CAN  SURVIVE  THE  ASIAN  STORM 


Since  Asia's  crisis  erupted  last 
year,  Latin  Americans  have 
complained  that  their  markets 
are  being  unfairly  tarred  by  events 
beyond  their  control.  The  region's 
healthier  economies  and  better-man 
aged  banks,  Latins  argue,  should 
not  be  linked  by  skittish  investors 
to  Asia's  woes.  Like  it  or  not, 
though,  investors  see  both  regions 
as  part  of  the  same  emerging-mar- 
ket class.  "The  worst  of  the  Asia 
crisis  is  behind  us,  but  we're  still 
not  the  masters  of  our  destiny," 
says  former  Brazilian  central 
bank  chief  Francisco  R.  Gros. 

That's  why  majoi-  Latin 
stock  markets  are  down  an 
average  10.5%  this  year,  de- 
spite strong  fundamentals  in 
Brazil,  Mexico,  and  Ai'genti- 
na.  Initial  pubhc  offeiings, 
which  gained  momentum  in 
1997,  have  been  put  on  hold. 
And  the  yield  gap  between 
Latin  debt  and  U.  S.  Ti-ea- 
smies  remains  wide:  around 
300  basis  points  for  Brazil's 
five-year  notes,  compai-ed 
with  140  before  the  crisis  hit. 
UNEASY.  To  hold  back  the 
Asian  shock,  Brazil  has 
raised  interest  rates,  cut 
spending,  and  pledged  to  de- 
fend its  cuiTency.  But  in- 
vestors are  still  uneasy,  vdth 
reason.  The  region's  deficits  in 
trade  and  cuiTent  accounts  could 
worsen,  putting  new 
pressui'e  on  cuiren- 
cies  as  Asian  compe- 
tition in  world  mar- 
kets revs  up.  For 
Brazil  and  Argenti- 
na, the  ratio  of  for- 
eigTi  debt  to  ex- 
poits — a  key 

measure  of  theii-   

abihty  to  pay  their 
way — is  about  300%,  or-  three  times 
what  most  analysts  prefei'.  So  despite 
extensive  free-market  reforms  in  i-e- 
cent  yei>rs,  Latin  America  still  has  a 
lot  to  do  befoi-e  it  can  be  considered  a 
safe  haven — or  at  least  a  breed  apait 
from  riskier  emerging  markets. 
In  the  shoil  term,  some  govern- 


ments will  have  to  keep  economic 
growth  in  check  to  curb  import  de- 
mand. For  Brazil,  that  means  holding 
gi'owth  to  2%  or  less  this  year.  But  a 
top  priority  must  be  to  beef  up  ex- 
ports. President  Fernando  Henrique 
Cardoso  hopes  to  double  Brazil's  an- 
nual exports  to  $100  billion  by  2003, 
aided  by  expoil  promotions  and  in- 


First,  cut  imports  and 
beef  up  exports;  then 
slash  bureaucracy  and 
endemic  corruption 


centives.  But  to 
expand  exports 
long-term, 
Latin  Ameri- 
cans will  have 
to  boost  pro- 
ductivity by 
spurring  indus- 
trial efficiency 
and  improving  infrastioictm-es. 

The  U.  S.  must  do  its  part,  too. 
"Moving  forward  with  free  tiade 
would  be  I'eassuring  to  the  markets," 
says  Richard  Feinberg,  former  advis- 
er to  President  Clinton  on  Latin 
American  affairs.  "It  would  show 
that  the  U.  S.  is  behind  Latin  Ameri- 


ca." For  staiters,  the  U.S.  Congress 
needs  to  find  common  ground  be- 
tween Democrats  and  Republicans  to 
pi-ovide  authority  for  Clinton  to 
launch  hemispheric  trade  talks. 

To  attract  foreign  investoi's,  Latins 
also  must  create  a  more  business- 
friendly  environment.  Throughout 
the  I'egion,  maddening  bureaucracies 
and  complicated  regulations  and  tax 
systems  impose  heavy  burdens.  In 
February,  Ford  Motor  Co.  said  it 
was  considei'ing  cutting  back  on  fu- 
ture investments  in  Argentina  be- 
cause of  high  production  and  la- 
bor costs.  The  lattei'  are  raised 
by  rigid  labor-market  restric- 
tions and  union  health-care 
monopolies  that  President 
Carlos  Menem  has  been  slow 
to  ovei'haul. 
To  escape  from  the  emerg- 
ing-market stigma,  Latin  Amer- 
ica will  have  to  pm-sue  even 
deeper  reforms,  such  as  curbiiig 
endemic  conniption.  At  a 
BUSINESS  WEEK  conference  on 
Latin  America  in  Febioiaiy,  57% 
of  participants,  many  of  them 
multinational  executives,  said 
they  had  been  asked  for  bribes. 
And  while  privatizations  have 
become  a  linchpin  in  Latin 
America's  conversion  to  free  mar- 
kets, they  must  become  more 
ti-ansparent  and  better  organized.  In 
recent  weeks,  investors  have  been 
scared  away  li'om  Brazil's  cellular  B- 
band  sales  by  long-nmning  legal 
wi'angles  over  the  bidding  process. 

Latin  America's  surges  of  reform 
in  the  early  1990s,  and  again  follow- 
ing Mexico's  1994  peso  collapse,  were 
a  good  beginning — but  not  enough, 
as  it  turns  out,  to  assuage  jitteiy  in- 
vestors' feai's  of  contagion  from  Asia. 
What's  encouraging  is  that  the  latest 
thi'eat  has  helped  mobilize  broad 
support  in  key  coimtries  for  even 
more  fundamental  reforms.  This 
time,  leaders  should  seize  the  chance 
to  make  sure  the  region  will  indeed 
be  a  safe  haven  the  next  time  an  i 
emerging-market  crisis  empts. 

Katz  covers  Latin  America  from 
Sao  Paulo. 
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Profits 

Teamwork  increases  productivity. 


90%  of  American  workers  spend  at 
least  part  of  their  day  in  a  team  situ- 
ation, yet  only  about  half  received 
any  formal  teamwork  training.  ^ 

Our  training  improves  company  profitability  by 
strengthening  teamwork  to  increase  employee 
productivity. 

We  instill  the  confidence  and  self-esteem  that 
enables  individuals  to  build  trust  in  themselves  for 
enhanced  leadership,  selling  and  interpersonal  skills. 

Because  the  motivation  is  intrinsic,  teams  turn 
ideas  into  actions,  productivit}'  rises  and  achieve- 
ment is  continuous.  Eversone  wins  ...  yoiu" 
employees  achieve  their  professional  and  personal 
best,  your  customers  get  better  service  and  your 
company  keeps  growing  stronger. 


30  proven  ways  to  increase  employee  performance, 

Our  practical  skills  development  elicits  quandfiable 
results,  like: 

Mutual  respect  to  enhance  teamwork 
Selling  skills  to  build  relationships 
Leadership  skills  to  promote  accountability 
Time  management  to  increase  productivity 
Effective  communication  for  improved  relations 

Call  1-800-231-5800  ext.  707  todav  for  more  mforma- 
tion  or  visit  our  Website  at  http://www.dale-carnegie.com 


Dale  Carnegie® 
Training 


*Based  on  naiional  surveys  conducted  by  Dale  (iai  negie  Training.'^ 
Copyright©  1998  Dale  Carnegie  &  Associates,  Inc.  All  rights  reserved. 


Rccogni/ed  bv  the  American  (.(Hini.i1  on  Kdinaiinn  anrl  atcrediu-d  m  ihe  L'  S 
and  (Canada  bv  the  Accrediting  Council  Inr  (iontiniiing  Kducaiion  Training, 


Merrill  Lynch 


on  aligning  with 
Ivtercury.  ^  ■  K  ; 


Asset  Management.  And  within  the  investn 
management  universe,  capabilities  in  every  re 
and  major  market  were  dramatically  realigned 
combining  the  resources  of  one  of  the  world  s  lai 


/estment  managers  with  those  of  our  own  global  by  the  range  of  individual  and  institutional  clients  we 

^anization,  we  believe  that  we  have  created  the  worlds  now  serve.  Bringing  Mercury  into  our  orbit  has  created 

?t  balance  of  asset  management  expertise.  This  is  true  a  higher  standard  of  asset  management  worldwide.  To 

lether  measured  by  our  involvement  in  dollar  and  our  clients  everywhere,  that  makes  a  difference. 

ndoUar  assets,  by  our  debt  and  equity  coverage  or  The  ^ifference  is  Merrill  Lynch*  , 


Merrill  Lynch 

A  tradition  of  trust.,. 


V  was  obviousi 


ere  s  a  reason  the  Olympic  Games  depend  on  UPS. 
We  guarantee  fast,  on-time  delivery 

to  more  than  200  countries 
'  1       worldwide*.  And  to  many  places  overnight, 
I   »        ;  if  you  need  an  all-out  sprint. 


MOVING  at  the  SPEED  of  BUSINESS:  (UpS 


Worldwide 
Olympic  Partner 


nternational  Outlook 


TED  BY  JOHN  TEMPLEMAN 


^INA:  ZHU  IS  TAKING 
BROOM  TO  THE  BUREAUCRATS 


ihiiia's  economic  czar,  Zhu  Rongji,  summoned  the  country's 
.60  top  bureaucrats  to  a  crucial  meeting  last  fall.  He 
asked  the  ministry  bosses  to  justify  their  jobs  as  the 
itry  shifts  from  a  planned  to  a  market-driven  economy, 
is  round,  you  talk  and  I  won't,"  he  warned.  "Next  time, 
;alk  and  you  won't."  Now,  Zhu  is  ready — and  many  of  the 
idarins  won't  like  what  they're  about  to  hear, 
'he  hard-driving  Zhu  is  expected  to  announce  the  biggest 
teup  in  decades  of  China's  state  ministries.  At  the  Na- 
al  People's  Congress,  due  to  start  in  eai'ly  Mai-ch,  Zhu  will 
ace  the  wooden  Li  Peng  as  Prime  Minister  He  is  ex- 
;ed  to  shutter  or  merge  some  10  min- 
es. Some  will  be  converted  into  holding 
ipanies,  while  many  companies  once 
by  ministries  will  be  spun  o&  into  sep- 
;e,  self-governing  entities. 
]\m  is  facing  tremendous  resistance; 
n  a  roster  of  10  million  officials,  2  mil- 
jobs  ai'e  in  jeopai'dy.  Debate  on  details 
;'ne  reforms  still  rages  behind  closed 
rs  at  Zhongnanhai,  the  leadership's 
dquarters,  as  intricate  power  games 
played  out.  The  Electronics  Ministiy, 
instance,  swings  between  becoming  the 
I  of  a  new  superministry  for  information  technology  and 
!Com — or  disappearing  altogether.  Many  government  offi- 
s  blame  Zhu  personally  for  the  upheaval. 
I  ITS  OWN  TERMS."  As  the  Congi-ess  nears,  though,  it's 
ir  Zhu  is  prevailing.  While  the  redundant  mandarins  may 
ig  on  to  their  perks,  such  as  housing  and  health  benefits, 
y  have  lai'gely  lost  their  battle  against  early  retirement  or 
tisfer.  Beijing^s  leaders  recognize  that  the  centi'al  govern- 
nt  badly  needs  a  massive  overhaul. 
50  far,  China  has  managed  to  escape  most  of  the  financial 
'astation  that  has  shaken  other  Asian  nations.  But  there 
ominous  signs  that  Beijing  is  not  immune.  Growth  this 
ir  could  fall  below  8%,  the  level  that  sets  alarm  bells  jan- 


MOVE  OVER:  Zhu  and  Li  Peng 


ghng  in  Beijing.  Foreign  investment,  too,  is  expected  to  drop 
for  the  fu-st  time  in  20  years,  with  export  gi-owth  slowing  to 
just  5%  ft'om  22%  last  year. 

With  Asia's  economic  meltdown  rattling  the  Beijing  lead- 
ership, Zhu  and  lus  supporters  now  have  a  powerful  argument 
that  China  must  get  its  own  house  in  order  to  prevent  med- 
dling by  the  International  Monetary  Fund  or  other  outsiders. 
"China  wants  reforms  carried  out  on  its  own  tenris,"  says  a 
Western  diplomat  in  Beijing. 

Pai-ing  down  Cliina's  top-heavy  government  is  key  to  speed- 
ing refonii  of  state  enterprises.  Zhu  plans  to  liive  off  companies 
that  were  under  the  thumb  of  ministries. 
He  also  wants  to  reduce  the  conflicts  of 
interest  facing  ministries  that  ar"e  both  r-eg- 
ulators  and  competitors.  The  Post  &  Tele- 
communications Ministry,  for  example,  r'eg- 
ulates  the  industry  and  also  contr-ols  Cliina 
Telecom  and  r-egional  phone  companies.  An- 
alysts say  it  may  lose  aU  its  opei-atmg  busi- 
nesses to  become  just  a  regulator-. 

Zhu  is  looking  for  other  efficiencies  as 
well.  Some  analysts  say  the  Ministries  of 
Labor  and  Personnel  will  be  mer-ged.  The 
same  fate  may  await  the  Culture  Ministry 
and  the  Radio,  Film  &  Television  Ministry.  Meanwhile,  the  In- 
ternal Tr-ade  Ministry  will  likely  become  par-t  of  either  the 
Foreign  Economic  Tr-ade  &  Cooperation  Ministry  or  the 
State  Economic  &  Ti-ade  Commission. 

But  Zhu's  tr-ansformation  of  China  will  requir-e  at  least 
one  new  ministr-y — for  social  security.  Alr-eady,  as  many  as 
12.5  million  wor-ker-s  are  unemployed  as  state  enter-pr-ises  go 
belly-up,  estimates  researcher  Hu  Angang.  By  2000,  an  ad- 
ditional 10  million  jobs  will  disappear 

Zhu  must  avoid  a  social  explosion  as  he  steers  an  unwilling 
bureaucracy  towar-d  mending  its  ways.  If  he  can  implement 
his  reforms  fully,  Zhu  will  indeed  have  the  last  word. 

By  Joyce  Barnathmi  and  Dexter  Roberts  in  Beijing 


GLOBAL  WRAPUP 


LS.  BLOCKS  AGREEMENT 

The  Multilateral  Agreement  on 
nvestment  among  rich  industrial 
Duntries  is  unlikely  to  be  signed  on 
2hedule  in  April.  U.  S.  negotiators 
isist  that  business,  environmental, 
nd  labor  groups  must  be  consulted 
rst.  The  agreement  aims  to  set  a 
;vel  playing  field  for  inter-national 
ivestment.  But  the  U.  S.  objects 
tiat  the  agreement  would  stop  state 
nd  local  governments  from  regulat- 
\g  foreign  investors. 
At  a  Feb.  16-17  meeting  in  Paris, 


the  U.  S.  delegation,  which  was  led  by 
Under  Secretary  of  State  Stuart 
Eizenstat,  received  assurances  that 
the  147-page  draft  agr-eement  would 
soon  be  made  public.  The  U.  S.  is  also 
unhappy  about  Eur-opean  Union  at- 
tempts to  favor  EU  investors  over 
outsiders. 

INDONESIA  ANNOYS  IMF 

►  The  International  Monetary  Fund 
is  fast  losing  patience  with  Indone- 
sia. It  is  thr-eatening  to  suspend  fur- 
ther installments  of  a  $43  bailout 
package  after  Indonesian  President 


Suharto  sacked  central  bank  gover- 
nor Soedradjat  Djiwandono  on  Feb. 
17.  The  governor,  a  respected  pi'opo- 
nent  of  prudent  banking,  free 
exchange  rates,  and  iMF-backed 
reforms,  objected  to  Suharto's  plans 
to  set  up  a  currency  board. 

Suharto  regularly  thumbs  his  nose 
at  the  IMF.  Cronies,  with  his  appar-ent 
approval,  are  showing  blatant  disre- 
gard for  at  least  two  other  imp  condi- 
tions: abolition  of  the  Apkindo  ply- 
wood and  Bulog  flour  monopoHes.  But 
the  sacking  of  Soedradjat  was  the 
last  straw. 
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ost  calling  card  calls  slap  you  with  up  to  99< 
ill  hidden  charges  on  each  call. 


Introducing  the 
AT&T  One  Rate  Calling  Card  Plan. 

One  low  rate.  No  hidden  charges. 


Which  card  would  you  rather  use? 


AT&T  One  Rate 
Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 
WORLDLINK 

Service  Charge  per  call 

Cost  per  minute 

Rates  jn  effect  as  of  12/19/97. 


At  up  to  99^  a  calling  card  call,  service  charges  can 
really  add  up.  Sign  up  for  the  AT&T  One  Rate  Calling  Card 
Plan  and  then  you  only  have  to  dial  I  800  CALL  ATT - 
and  long  distance  AT&T  Calling  Card  calls  are  one  low 
rate  a  minute  anytime,  anywhere  in  the  U.S.  There  are 
no  hidden  charges.  Just  a  $1.00  monthly  fee.  To  get  more 
information,  call  I  800  878-3288.  (If  you  already  have  a 
CALL  ATT^"  Calling  Card,  call  now  to  see  how  you  can 
save  with  this  new  plan.) 

Call  1  800  878-3288 


It's    all    within    your  reach. 
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AUTOMOBILES 


DETROIT'S  IMPOSSIBLE  DREAM? 


Fuel-cell  cars  on  the  road 
by  2004-that's  the  promise. 
Now  it's  crunch  time 

Two  years  ago,  Bradford  B.  Bates 
of  Ford  Motor  Co.  predicted  he 
wouldn't  live  to  see  cars  powered 
by  the  space-age  devices  that  are 
his  passion — fuel  cells — because  that 
would  be  three  decades  in  the  future. 
Now  Bates,  who's  60  and  a  key  fuel- 
cell  researcher  at  Ford,  says  he  expects 
to  be  able  to  purchase  an  electric  car 
powered  by  the  devices  "before  I  give 
up  driving."  Indeed,  he's  now  striving  to 
fulfill  Ford's  promise  to  put  a  fuel-cell 
car  on  the  road  by  2004.  Quips  Bates: 
"I  never  apologize  for  being  smaller 
today  than  I  was  yesterday." 

Propelled  by  political  and  com- 
petitive pressures,  Detroit  has 
made  an  amazing  conversion 


vice  station  they've  always  used.  That's 
because  new  technology  can  extract  hy- 
drogen gas  ft'om  liquid  fuels. 

As  a  result,  even  Detroiters  are  pre- 
dicting what  was  once  unthinkable:  the 
demise  of  the  internal 
combustion  engine. 
"Fuel    cells  have 
strong  potential 
to    be  the 
best  long- 


to  environmentalism.  Until 
now,  the  auto  industi 
has  been  an  environ- 
mental bad  guy,  lob- 
bying fiercely  against 
any  treaty  that  would 
limit  auto  emissions 
in  an  effort  to  miti- 
gate global  wanning.  tJWATER- 
Now,  barely  a  week 
goes  by  without  one 
of  the  Big  Three  an- 
nouncing an  initiative 
to  tackle  global  wann 
ing  or  reduce  dependence 
on  fossil  fuels. 

Most  staitling  of  all,  though,  is  the 
pledge  to  bring  out  fuel-cell  cars  by  the 
middle  of  the  next  decade.  Suddenly 
the  fuel  cell,  once  found  only  on  NASA 
spacecraft,  has  become  Detroit's  pet  pro- 
ject for  "going  green." 

Fuel-cell  cars  would  appear  to  be  the 
perfect  antidote  to  today's  ozone-de- 
pleting, smog-making  vehicles.  Through 
a  chemical  reaction  between  hydrogen 
and  oxygen,  fuel  cells  generate  the  juice 
to  power  an  electric  motor — and  the 
only  emission  out  the  tailpipe  is  a  trick- 
le of  water.  The  technology  is  even 
aliead  of  cuiTent  electric  cars,  with  then- 
limited-range  batteries  and  long  rechai'g- 
ing  times.  With  fuel  cells,  drivers  would 
"recharge"  by  filling  up  at  the  same  ser- 


term  solution,"  says  General  Motr. 
Vice-Chairman  Harry  J.  Pearce.  "( > 
fuel-cell  test  vehicle  gets  80  miles  | 
gallon  and  has  a  driving  range  of  M 
miles." 

Sounds  wonderful.  But  GM's  proi 
type,  like  all  the  others  in  I 
troit,  hasn't  left  the  lab  y 
Mercedes-Benz  and  Tiyi 
Motor  Corp.  have  actna 
rolled  out  operational  I'u 
cell  vehicles — but  thvy 
not  yet  for  sale.  Meri-i'( 
showed  a  tiny  A-class  ^ 
in   September  with 
backseat     and  ti-n 
stuffed  with  the  varii 
high-tech   gizmos.  T 
company  is  aggressiv 
pm-suing  the  teclmology 
predicts  it  will  sell  40,000  fu 
cell  cars  annually  by  2006.  ^ 
to  be  outdone,  Toyota  has  out 
ted  its  RAV4  sport-utiHty  vehicle  w 
a  fuel  cell,  and  President  Hii'oshi  Oku 
pledged  this  month  that  Toyota  woi 
be  fii'st  to  market  such  a  car. 

To  avoid  being  left  in  the  dust,  Dj 
troit  is  throwing  hundreds  of  millici 


THE  FUEL-CELL  CAR 
IN  YOUR  FUTURE 

Fuel-cell  cars  "burn"  hydrogen,  but  auto  mak- 
ers figure  such  cars  will  sell  only  if  they  run  on 
gasoline  or  other  liquid  fuel.  Here's  a  look  at 
one  concept  of  a  gasoline-powered  fuel-cell  carji 

GASOLINE  LINE  Feeds  liquid  fuel  from  the  tank  to  the  fuel  vaporizer. 

FUEL  VAPORIZER  Heats  gasoline  to  convert  the  liquid  to  gases. 

B  POX  The  partial  oxidation  reactor  combines  gasoline  vapors  v\/ith  air, 
producing  hydrogen  and  carbon  monoxide. 

WATER-GAS  SHIFT  Steam  acts  as  a  catalyst  to  convert  most  of  the  carb(| 

monoxide  to  carbon  dioxide  and  additional  hydrogen. 

PROX  The  preferential  oxidation  unit  injects  air  to  convert  the  remaining] 
carbon  monoxide  into  carbon  dioxide,  leaving  hydrogen-rich  gases. 

FUEL-CELL  STACK  Hydrogen  gas  is  chemically  combined  with  oxygen, 
producing  electricity  for  the  motors  that  propel  the  car. 

B  ELECTRICAL  CONNECTION  Coordinates  the  electric  motors  that  make  the 
wheels  spin.  Also,  a  nickel-metal-hydride  battery  propels  the  car  initially 
until  the  fuel-processor  system  warms  up.  data  arthurd  umE, chryslerco 
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at  fuel-cell  technology.  Ford  is  investing 
$420  million  to  join  with  Mercedes  and 
fuel-cell  supplier  Ballard  Power  Sys- 
tems Inc.  in  Vancouver,  B.  C.  Chi-ysler 
Corp.  has  hooked  up  with  gm's  Delphi 
unit,  an  auto-parts  supplier,  and  expects 
to  be  cranking  out  200,000  fuel-cell  cars 
by  2010.  And  gm  is  reassigning  legions 
of  engineers  to  fuel-cell  development 
and  boosting  their  budget,  according  to 
company  officials.  "As  the  heat  turns 
up,  the  dollai's  come  in,"  says  Anch'ew  J. 
Fai-ah,  cm's  engineering  manager  of  bat- 
tery systems. 

SAFETY  QUALMS.  Yet  despite  the  influx 
of  cash  and  talent,  the  auto  makers  face 
daunting  technical  challenges  to  meet 
theu-  new  deadlines.  "Oui*  tai-get  to  com- 
mercialize these  vehicles  by  2004  has  a 
lot  of  risk,"  admits  John  R.  Wallace, 
Ford's  director  of  altemative-fuel  vehicle 
programs.  Bates  puts  it  bluntly:  "We 
don't  know  how  to  get  there." 

Cost  is  the  biggest  roadblock.  If  a 
Ford  Taui-us  were  outfitted  with  a  fuel 
cell  today,  its  sticker  price  could  soai-  to 
$200,000,  says  Ford  Chairman  Alexan- 
der J.  Trotman.  That's  because  an  elec- 
tric car  needs  about  80  kilowatts  of 
power  for  acceptable  peifonnance.  With 
fuel  cells,  the  per-kilowatt  cost  now 
stands  at  roughly  $250.  So  just  the  fuel 
cell  would  ran  $20,000.  Add  on  the  tab 
for  several  other  expensive  elements 
(illustration,  page  66),  and  a  fuel-cell  cal- 
ls 10  times  more  costly.  The  per-kilo- 
watt cost  hasn't  changed  for  two  years. 
So  why  the  new  optimism?  Detroit  now 
expects  it  can  slash  costs  to  $25  per 
kilowatt,  from  the  previous  target  of 
$;35,  says  Bates.  For  now,  though,  that's 
just  a  dream.  "It's  amazing  how  the 
hui'dles  get  higher,"  says  Ballard  Power 
Chief  Financial  Officer  Mossadiq  S. 
Umedaly. 

Still,  there  has  been  substantial 
progi'ess.  Ten  years  ago,  a  fuel-cell  ve- 
hicle would  have  cost  $20  million — and 
only  a  city  bus  could  have  accommodat- 
ed those  hulking  devices.  Engineers 
have  since  shrank  the  size  needed  for  a 
car  to  something  on  the  order  of  a  suit- 
case. And  the  costly  materials  used  in 
fuel  cells  are  being  replaced  or  the 
quantity  needed  is  being  reduced.  For 
example,  the  cost  of  platinum  used  as  a 
catalyst  on  the  electrodes  of  an  <^0-kw 
fuel  cell  has  dropped  from  .$38,000  in 
1984  to  $500  or  less.  Projecting  these 
trends  foi-ward,  Umedaly  says  that  by 
2008,  when  Ballard  expects  to  be  pro- 
ducing 250,000  fuel  cells  annually,  they'll 
cost  no  more  than  a  traditional  engine. 

As  fuel-cell  costs  have  come  dov™, 
however,  another  obstacle  has  risen:  the 
need  for  an  onboard  fuel  "refinery"  to 


extract  hych'ogen  fi-om  a  liquid  fuel.  Sell- 
ing consumers  on  the  safety  of  modem 
techniques  for  storing  hydi-ogen  gas 
could  take  longer  than  perfecting  an 
economical  fuel-cell  car.  "Most  of  us  r-e- 
member  the  Hindenbui'g,"  says  gm's 
Pear'ce.  Besides,  nobody  wants  to  mount 
a  torpedo-like  stor'age  tank  on  a  car-'s 
roof.  Finally,  thei'e  are  no  hydrogen  fill- 
ing stations  now — and  building  the  in- 
frasti-ucture  for  distributing  hydrogen 
to  cor-ner  ser-vice  stations  would  take 
billions  of  dollars. 

That's  why  auto  maker's  plan  to  r-un 
fuel  cells  on  methanol  or  gasoline,  using 


The  environment  takes  a  hit  with  i 
ADL  approach,  though.  Extracting  y 
drogen  from  methanol  or  gasoline  i: 
duces  carbon  dioxide  as  a  by-produc- 
although  only  a  fraction  of  the  CO:^  ta 
combustion  produces.  "The  fuel  cell  ) 
gi'eat  potential,  but  it's  certainly 
the  solution  to  global  warming,"  s  ' 
David  E.  Cole,  director  of  the  Uni\i 
sity  of  Micliigan's  Office  for  the  Stuib 
Automotive  Ti-ansportation. 

Another  problem:  It  takes  10  n 
utes  to  warm  up  a  fuel  processor-.  V 
then,  the  car  must  rnin  on  a  500-poi 
nickel-metal-hydride  battery,  which  r( 


Ten  years  ago,  a  fuel- 
cell  car  would  have  cost 
$20  million.  Now,  it's 
$200,000  and  dropping 

GM  SHOWS  OFF  ITS  TECHNOLOGY  AT 
THE  CHICAGO  AUTO  SHOW 

a  so-called  fuel  processor-  to  tap  the  hy- 
ch-ogen  contained  in  the  liquid.  But  these 
minir-efiner-ies  ar-e  in  their  infancy — "at 
the  stage  that  fuel  cells  were  5  or  10 
years  ago,"  says  Christopher  E.  Bar- 
roni-Bird,  Chrysler's  head  fuel-cell  re- 
searcher. 

Pulling  hydr-ogen  fr-om  gasoline  was 
first  demonstrated  last  October-.  The 
processor  was  developed  by  Arthur-  D. 
Little  Inc.  (adl)  of  Cambridge,  Mass.,  in 
conjunction  with  the  Energy  Dept.  ADL 
plans  to  announce  on  Feb.  24  the  for- 
mation of  a  company,  Epyx  Cor-p.,  to 
sell  the  pr-ocessor,  which  can  also  suck 
hydr-ogen  ft-om  methanol  and  ethanol,  a 
corn-based  fuel.  "There  used  to  be 
tremendous  scor-n  for  our  technology," 
says  Jeffrey  M.  Bentley,  vice-pr-esident 
and  technology  director  at  ADL.  "Now 
we  get  board-level  attention." 


costs  $20,000.  "That's  completely  un; 
ceptable,"  says  Barr-oni-Bird.  "We  nt- 
it  to  be  less  than  one  minute"  to  slir 
the  heft  and  cost  of  the  battery. 
PROMISES,  PROMISES.  Other  pieces 
the  ftiel-cell  puzzle  ar-e  falling  into  pli-. 
Impressive  progress  has  been  made: 
developing  transmissions,  for  instar; 
While  consumer-s  haven't  flocked  to  tl 
ter-y-powered  car-s,  the  r&d  that  wn 
into  them  helped  Detroit  cut  the  ci 
and  irnpr-ove  the  r-eliabOity  of  the  mot" 
and  generators.  Insider-s  say  that  a 
thanks  to  its  EVl  electric  car-,  ha.-^;  . 
edge  in  electronic  controllers,  which  : 
or-dinate  all  the  high-voltage  operatid 
of  the  drive  system.  By  2000,  th(' 
sources  expect  GM  to  have  an  elect 
transmission  equal  in  cost  to  a  trai 
tional  automatic  transmission. 

Still,  researchers  may  have  troui 
keeping  up  with  the  public-relations  ri 
chine.  Alr-eady,  engineer-s  are  lookij 
for  wiggle  r-oom  in  the  pronounceme  J 
by  senior  manager-s.  Even  For-d's  Ba 
has  a  har-d  time  accepting  the  newfoK 
optimism.  "We  really  have  no  confideis 
these  things  will  completely  deliver 
their  promise,"  he  admits.  "But  t< 
pr-omise  is  so  gr-eat,  you  just  have  < 
give  it  a  go."  Or  r-isk  seeing  mor-e  G" 
man  and  Japanese  cars  in  dr-iveways 
By  Keith  Naught  on  in  Detv. 
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a  blaze  and  a  foa'  THE  NEW  1998  RODEO. 


Specialized  V^orldwide  Builders  of  Adventure  Machines 
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Go  farther. 


Jevelopments  to  Watch 


A  MEETING  OF  MINDS  IN  PHILADELPHIA 

ience  takes  on  diodes,  disease,  dopamine,  and  the  defense  of  Dolly 


150th  gathering  of  the  American  Association  for  the 
ancem  ent  of  Science  had  a  dist  ingu  ished  guest  list:  Pres- 
(  Bill  Clinto7i  opened  the  event  in  Philadelphia  last  week 
:  a  call  for  strong  antitobacco  legislation.  Also  in  atten- 
ce  were  Ian  Wilmut,  who  cloned  the  fa  med  sheep  Dolly; 
'.  Surgeon  General  Dr.  David  Satcher;  and  U.  S.  Supreme 
rt  Justice  Stephen  G.  Breyer,  who  discussed  science  in  the 
rts.  Here  are  some  of  the  highlights: 


SER  DIODES  MAKE 
[UANTUM  LEAP 

ERICO  CAPASSO,  A  SOLID- 

e  physicist  at  Bell  Labo- 
iries,  says  he  has  created 
ew  type  of  laser  on  a 
) — a  laser  diode — that  is 
n  practical  and  100  times 
powerful  as  existing 
ices.  Today's  laser  diodes, 
ely  used  in  bar-code  read- 
and  CD-ROM  drives,  give 
photons  of  light  when 
ctrons  and  positively 
rged  "holes"  recombine 
the  chip.  Capasso's  diode 
3  a  different  mechanism — 
uantum-mechanics  effect 
wn  as  resonant  tunneling, 
vhieh  units  of  charge  cas- 
e  down  a  series  of  quan- 
1  "waterfalls,"  giving  off 
itons  with  each  jump, 
•"or  the  new  diodes,  that 
jns  a  single  electron  can 
e  off  some  25  photons,  in- 
ad  of  just  one,  says  Ca- 
se. And  there's  another 
advantage:  The  color,  or 
velength,  of  light  can  be 
ed  for  different  puq^oses 
altering  the  thickness  of 
chip's  layers.  Convention- 
laser  diodes,  in  contrast, 
uire  different  materials  for 
:h  color. 

napasso  and  liis  team  fii"st 
nonstrated  their  cascade 
/ices  in  1994.  But  those 
rked  only  when  cooled  to 
7  low  temperatures.  The 
N  device  peifonns  at  room 
nperatui-e,  which  makes  it 
nmercially  viable.  "There 
nothing  comparable  out 
ire,"  Capasso  says.  He  pre- 


dicts that  the  lasers  will  first 
be  used  as  long-range  sen- 
sors— to  measure  air  pollu- 
tants from  as  fai*  as  two  kilo- 
meters away.      Johi  Carey 

HEALTHY  GENES  FOR 
UNHEALTHY  LUNGS 


GENE   THERAPY    HAS  BEEN 

long  on  promise  but  short  on 
results.  The  basic  problem  is 
delivering  the  genes.  For 
example,  to  treat  cystic 
fibrosis,  scientists  have  in- 
serted correct  copies  of  the 
gene  that  causes  the  illness. 


using  a  virus  as  the  delivery 
"vehicle."  But  in  clinical  tri- 
als, the  new  gene  never 
worked  for  long.  And  re- 
peated treatments  tended 
to  make  things  worse,  pro- 
voking immune  responses 
against  the  virus. 

Scientists  at  Genzyme 
Coi-p.  say  that  in  recent  tests 
they  got  better  results  using 
molecules  called  lipids  as  a 
delivery  vehicle.  When  the 
molecules,  which  get  gobbled 
up  by  target  cells,  were 
hitched  to  correct  versions  of 
the  CF  gene  and  inseited  into 
patients'  lungs,  the  benefits 
lasted  up  to  several  weeks. 
The  results  provide  hope  that 
an  improved  lipid,  already 
being  developed  at  Genzyme, 
could  provide  an  effective 
treatment,  says  Genzyme 
senior  director  Seng  H. 
Cheng.  Joh^t  Carey 


IS  DOLLY  A  REAL  CLONE  OR  A  FLUKE? 

RESEARCHER  IAN  WILMUT, 

who  created  the  sheep 
clone  called  Dolly,  is  vig- 
orously defending  his  re- 
sults. Responding  to  a  re- 
cent letter  in  the  journal 
Science  that  decried  the 
"scientific  weakness"  of 
his  experiments,  Wilmut 
said  he  will  eventually 
seek  to  duplicate  his  own 
results.  Earlier,  he  had 
said  that  there  were  no 
such  plans. 

Wilmut  was  forced  on  the  defensive  by  comments  from 
Norton  D.  Zinder  of  New  York's  Rockefeller  University 
and  Vittorio  Sgaramella  of  Italy's  University  of  Calabria. 
Noting  that  Dolly  was  the  only  success  out  of  400  cloning 
attempts,  the  scientists  described  the  experiment  as  "an 
anecdote,  not  a  result."  They  complained  that  no  other  re- 
searcher has  been  able  to  repeat  the  results  and  sug- 
gested that  Dolly  may  have  been  made  from  an  easier-to- 
clone  fetal  cell — not  an  adult  cell,  as  reports  claimed. 
Wilmut  denounced  the  criticism  as  "prematui'e,"  saying: 
"There  simply  has  not  been  time"  for  others  to  replicate 
the  results.  Paul  Raehum 


WILMUT:  Other  scientists 
cannot  replicate  his  results 


WHYCHOCOHOLISM 
WILL  NEVER  DIE 

THE   LATIN   NAME   FOR  THE 

cacao  tree,  Theobroma, 
means  "food  of  the  gods," 
and  who  wouldn't  agree? 
Now,  researchers  have  dis- 
covered that  no  other  food 
can  satisfy  the  craving  for 
chocolate,  even  if  the  substi- 
tute contains  many  of  the 
same  chemicals. 

A  recent  University  of 
Pennsylvania  survey  found 
that  one-thu"d  of  adults  say 
they  regularly  crave  choco- 
late— which  could  be  why 
yearly  U.  S.  consumption  is 
12  pounds  per  person.  Scien- 
tists had  assumed  that  the 
craving  was  linked  to  one  or 
more  of  the  300  chemicals 
contained  in  chocolate,  such 
as  substances  similar  to  caf- 
feine and  dopamine. 

Not  so,  says  Paul  Rozin,  a 
Penn  psychologist.  He  asked 
30  volunteers  to  record  the 
effect  of  various  substances 
on  their  yen  for  chocolate. 
Coffee  didn't  dull  it,  nor  did 
capsules  of  cocoa  powder. 
Other  combinations  of  cocoa, 
sugars,  and  fats  fared  only 
shghtly  better.  The  only  food 
that  reduced  the  craving  was 
an  actual  chocolate  bar. 
"There's  just  sometliing  about 
having  this  wonderful  sub- 
stance in  your  mouth,"  says 
Rozin.  Warning:  Testing  this 
theoi-y  could  cause  weight 
gain.  Catherine  Arnst 
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HOW'S  HE  DOING?  NOT  BAD  d 


Even  small  business  is  wanning  to  Clinton. 
In  1997,  2,600  business  owners  gave  him  bet- 
ter approval  ratings  than  he  has  had  so  far, 
in  a  rolling  survey  conducted  by  the  Small 
Business  Service  Biu-eau.  Just  four  years  ago, 
Chnton  had  the  worst  numbers  in  the  poll's  15-year 
histoiy.  Only  6.4%  think  the  President  is  helping 
"very  well,"  but  his  "97  score  is  the  best  since  1986, 
when  Reagan  had  11%  strongly  approving  and  31% 
disappi-oving.  Why?  The  economy,  stupid.  The  poll 
also  showed  fewer  respondents  paying  interest  rates 
above  prime  or  suffering  tax  increases. 

"HOW  WELL  DO  YOU  THINK  THE  PRESIDENT 
IS  HELPING  SMALL  BUSINESS?" 


erhaps  their  owm  sacrifices  mak 
mall-business  ovraers  more  re- 
sponsive to  employees'  persona 
needs.  In  a  survey  last  fall  by  Wirt 
Worldwide,  58%  of  400  business  ow 
ers  with  sales  of  $1  million  to  $3  m 
lion  said  balancing  woi'k  and  family 
a  major  part  of  their  workplace  cul- 
ture. Just  28%  of  Fortune  1000  exec 
fives  gave  a  similar  response  in  a 
Wirthlin  poll  two  years  ago.  Althougli 
they  have  fewer  resources  and  less  fle: 
bility  than  their  corporate  brethren,  a  m 
jonty  of  small-business  owners  told  Wirth 
thev  manage  to  offer  employees  flexible  worl 
rules  and  schedules.  A  solid  minority,  however,  £ 
more  ligid. 

ALREADY  WOULD  NEVI 

82%  have  business  casual  dressing  IV 

47%  allow  job  sharing   26' 

49%  use  temps,  part-timers,  or  consultants  31' 

53%  have  compressed  workweeks  and  flextime  options  .  .25 
26%  let  workers  telecom  mute  46' 

Source:  Key  Corp./Wirthlm  Worldwide 
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D«Ai  SMALL  BUSINESS  SERVICE  BUREAU 


Entrepreneurs  know  it's  easier  to  hat( 
idea  than  a  company.  Now,  a  ConuiK' 
Dept.  study  suggests  that  the  odds 
success  improve  for  companies  n<ii. 
in  business  incubators,  which  tyiiic 
offer  space  plus  support  services.  . 
dom  sampling  of  startups  in  incubators  between  1990  ; 
1996  showed  their  sales  expanded  fourfold  on  average  : 
tween  the  time  they  entered  and  the  time 
they  left  (usually  two  to  three  years).  An- 
nual sales  grew  an  average  of  $239,535. 
What's  more,  of  the  startups  that  "grad- 
uated" from  incubators  between  1980 
and  1991  (less  than  10%  drop  out),  87% 
are  still  in  business. 


SMALL  COMPANIES  HIRE  PROPORTIONALLY  FEWER  BLACKS  BUT  MORE  HISPA 
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I'M  NOT 
LOST 


The  car  isn't  the 
only  place  men 
are  reluctant  to 
ask  for  directions. 
A  MassMutual/ 
NFWBO  poll  shows 
more  women 
business  owners 
take  advantage  of 
outside  sources  of 
information  than 
their  male 
counterparts. 
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BUSINESS  MAGAZINES 
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DATA:  MASSACHUSETTS  MUTUAL  LIFE  INSURANCE  COMPANY/NATIONAL 
FOUNDATION  FOR  WOMEN  BUSINESS  OWNERS 


pW  TO  AVOID  A  DYSFUNCTIONAL  FAMILY  BUSINESS 

■amily  businesses  are  famously  susceptible  to  bitter,  divisive  battles;  88%  fail  by  the 
I  third  generation.  Searching  for  the  keys  to  long-teiTn  success,  James  Hunt,  a  manage- 
ment professor  at  Babson  College  (huntj@babson.edu),  studied  five  successful  family 
ms  that  are  at  least  20  years  old,  ranging  in  size  fi-om  two  to  200  employees.  Several 
ai'acteristics  the  firms  shared  amount  to  "best  practices"  for  family-inn  companies.  1)  A 
-us  on  business,  not  family,  needs:  Don't  use  the  business  as  a  family  employment 
ency  or  loan  center.  2)  Reinvestment:  Don't  suck  the  company  dry.  3)  Caution  with  fam- 
i:  Forestall  potential  coni^ct  with  precautions,  such  as  two  or  three  months  of  debate 
fore  hiring  family  or  dispensing  generous  severance  packages  to  discourage  draining  liti- 
gation. 4)  Delegation:  Don't  be  a  control 
freak.  5)  A  big-picture  view:  Consider  all 
stakeholders — from  employees  to  local  com- 
munity— in  making  decisions. 


PAPERBACK 
POINTERS 

The  14  elegant 
paperbacks  in 
the  Crisp  "Best 
Management 
Practices"  se- 
ries offer  clear, 
well-wrritten 
thumbnail 
sketches  of  popular 
business  topics  rang- 
ing from  innova- 
tion to  em- 
ployee 

•ecogTiition  to 
economic  fore- 
>  casting — each 
•    wTitten  by  an  ex- 
pert. At  less  than 
100  pages  each,  the 
$12.95  volumes  won't 
leave  you  with  in- 
depth  knowledge,  but 
they're  easy  to 
toss  in  a 
briefcase  for 
reading  on 
the  go.  Crisp 
Publications, 
415  323-6100. 


Among  others, 
Hunt  studied 
Nancy  Jones  and 
her  brother 
Cameron  Kelley, 
who  share  leader- 
ship duties  as 
principals  of 
Cameron  Inc.,  a 
Boston-based 
graphic  design 
irm  their  father 
founded  40  years 
ago. 


"People  just  don  Y  brim)  somebody  else  in 
to  run  their  company  unless  they  have 
serious  problems.  It's  like  giving  your 
child  up  for  adoption. " 

— Renee  Fellman,  a  turnaround  specialist,  who  rescues 
troubled  small  companies  (page  22) 


MANAGING  1  MERGERS 


GLI NG  COM  PAN  Y  FLI  ES 

OTiparison,  the  Small  Business  Administration  estimates 
62%  of  all  new  companies  close  within  six  years.  There 
low  more  than  600  U.  S.  business  incubators,  up  from 
12  in  1980.  Sponsored  by  nonprofits,  universities,  or 
ite  gi'oups,  each  has  its  own  acceptance  criteria.  Many 
lators  provide  management  ad- 
office  services,  and  financial, 
,  or  tech  help,  too.  Service  com- 
!s  lead  the  list  of  clients, 
1%,  ahead  of  light  man- 
uring (23%)  and  tech- 
^  firms  (22%). 

nore  about  incubators,  visit  BWPIus!  at  www.business 
.com  or  America  Online  at  keyword  BWEnterprise. 


To  buy  or  not  to  buy?  That's  the  question  many 
small  companies  face  in  this  era  of  consolida- 
tion. For  fast-growth  outfits,  at  least,  acquisi- 
tion is  a  hot  strategy,  notes  a  recent  Coopers  & 
Lybrand  survey,  which  asked  425  small-company 
CEOS  to  rate  how^  their  own  deals  tunied  out.  Re- 
cent acquisitions  were  called  "extremely  or  very  suc- 
cessful" by  65%  and  "somew/hat  successful"  by 
22%.  But  about  10%  of  CEOs  admitted  their  deals 
had  not  gone  so  well,  citing  incompatible  top  man- 
agements and  ego  on  one  or  both  sides  as  key 
trouble  spots.  Asked  wiiat  they  would  advise  oth- 
ers to  look  out  for,  they  warned  against:  succumb- 
ing to  time  pressures  (63%),  not  doing  enough 
homework  (62%),  impatience  in  negotiation  (56%), 
and  misreading  one's  own  corporate  strengths  and 
weaknesses  (56%). 


i  LARGE  COMPANIES  DO,  ACCORDING  TO  U.S.  GOVERNMENT  DATA 
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ENTERPRISE 


Finance 


INSIDE  THE  MIND 

OF  A  SMALL-BIZ  LENDER 

Allied  Capital  finds  that  it  often  pays  to  look  further  than  the  balance  sheet 


Lewis  M.  Coco.  56.  the  chief  execu- 
:ive  oi"  a  small  New  England  man- 
.uacrui-er.  was  just  days  away  in 
May.  1996.  fwm  clinching  a  So  mil- 
lion loan  to  finance  a  buyout  of  the  com- 
pany from  its  ownei-s  when  a  ]X)tential- 
ly  devastating  new  problem  ci-opped  up. 

"Fve  been  ha\ing  tests  done  on  my 
heait."  Coco  remembers  telling  Philip 
A.  McXeiU.  an  investment  BORROWING 


But  v.-ith  c-ompetition  heating  up  amid 
small-business  lenders,  there's  less  rea- 
son to  take  ""no"  from  a  bank  as  a  final 
answer.  ^Tule  banks  still  do  the  bulk  of 
small-business  lending  at  about  SI  72  bil- 
lion a  yeai".  they're  under  pressure  fi-om 
Allied,  the  ]^Ioney  Store,  ge  Capital,  and 
a  host  of  other  :  which  dole 

out  another  S96  ■  rear  to  small 


! 


banker  at  Allied  Capital 
Coi-p..  describing  the  heart  attack  that 
sti-uck  while  he  was  at  the  Xew  York 
City  Opera.  "It  tums  out  I've  got  some 
major  blockage."  he  recalls  saving  mat- 
ter-of-factly.  "and  they're  recommend- 
ing I  go  in  for  b^-pass." 

As  a  piincipal  at  Allied,  a  Washington 
(D.  Chbased  lender  to  small  and  mid- 
sized c-ompanies.  ^^IcXefll  had  c-onfronted 
all  kinds  of  obstacles  to  getting  deals 
approved.  But  a  quadruple  b%"pass  on 
a  CEO  was  a  fii'st.  Now.  it  was  his  turn 
to  feel  ill.  After  months  of  analysis, 
background  checks  and  basic  hand-hold- 
ing, the  end  had  been  in  sight. 

Still.  McNeill  caught  something  in 
Coco's  long-distance  demeanor.  Less 
than  a  day  after  heai"ing  such  devas- 
tating news,  the  enn-epreneur  was  calm, 
focused,  and  shai*p — managing  this  per- 
sonal setback  the  way  he  probably 
would  inn  his  business.  Besides,  the  f.- 
nancials  were  sohd.  ""\\e're 
going  to  suppoit  you."  he 
remerr.V  crs  telling  Coco. 
NO  MISSES.  Good  call.  Al- 
most two  yeai-s  later.  Coc^^ 
is  healthy,  and  so  is  hiis  com- 
pany. Julius  Koch  USA  Inc.. 
a  New  Bedford  (Mass. 
maker  of  paits  for  \\Tndov.- 
blinds.  The  c-ompany  hasn't 
missed  a  single  pawient  on 
its  IS.o*^.  eight-yeai-  loan. 

Not  all  boiTov\"ers  ai-e  so 
fortunate.  Each  year,  about 
ST'^c  of  small-business  own- 
ers shop  for  a  loan  and 
bankers  reject  a  quarter  of 
them  outright,  accoixiing  to 
a  1996  study  by  Aii;  va-  An- 
dersen accounting. 


yeai- 

— sumetimies  in 
;»at  theii*  regular 
bankers  think. 

So  who  gets  the  money?  What  makes 
a  lender  agree  to  finance  a  company 
that  someone  else  rejected'?  The  an- 
swer— ^Vi  hich  hinges  on  the  strength  of  a 
business,  its  ^ision.  and  the  owner's  per- 
sonal integrity — becomes  quickly  ap- 
parent if  you  spend  a  day  at  Allied 
headquaiters. 

Allied  is  among  the  top  10  nonbanks 
dealinsr  in  loans  backed  by  the  Small 
?  -  Administration.  Overall,  the 
:  .  traded  company  has  amassed 
8(KJ  investments  worth  about  S600  mil- 
lion. Some  of  that  includes  simple  real 
estate  mortgages,  and  another  large 
:h;r.k  ir.i'.udes  commercial  mezzanine 
..-.r  :r.e  one  Coco  received.  The 
latter  are  subordinated  debt,  a  risk}- 
deal  for  Allied,  so  the  lender  makes  up 
for  it  by  chai"ging  up  to  151:  interest. 
■r'!v<-  '.raii'art^      scoii'lre  eoiutv. 


Beuer  deals  ai-e  avail- 
able from  Alhed's  sea- 
backed  loans,  which  offer 
up  to  SI  million  at  only 
l(Kc.  Why  so  much  less? 
Because  the  sba  repays 
75*^  of  the  principal  if  a 
c-ompany  defeults.  It's  ar. 
attractive  niche  for  Al- 
lied, which  last  year  lent 
S52.6  million  to  82  com- 
panies after  sorting 
through  1.000  applica- 
tions. 

Mondays   at  AUied 
start  with  the  regular 
weekly  paitnei-s  meeting 
held  in  the  company's 
ninth-floor  conference 
room.  Eight  top  officials  HH 
are  huddled  around  an  ovai 
eluding  ChauTnan  William  L 
48.  and  seven  top  officials. 

The  10  deals  arrayed  in  front  of  the 
are  ah-eady  stmivors  of  a  sort.  Som 
times  deals  come  over  the  transom:  ot 
ers  are  refen*ed  by  accountant 
law].-ei"s.  and  financiers  who  know  A 
lied's  appetite.  But  all  have  pass( 
through  the  initial  round  of  digging  1 
Allied's  staff  into  the  borrowers'  financ 
and  personal  backgi'ounds.  Compani 
stand  a  beuer  chance  if  the  most  rece 


The  "Non"  Factor 


KOCirs  COCO:  A  loan  despite  his  surgery 


■'. 'sn  .1  ccmes  lo  Si 

Tj5iI-0j; 

siness  credit. 

zc'<s  still  dominate, 

but  nonbank  lenders 

have  made 

big  inroads. 

COMMERCIAL  LOAM 

64% 

30% 

6% 

LEASING 

33 

60 

7 

VEHICLE 

61 

39 

0 

EQUIPMENT 

65 

32 

2 

COMMERCIAL  MORTGAGE 

77 

20 

3 

LINE  OF  CREDIT 

93 

7 

0 

-  'sniily.  friend,  goveniiBefA 
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turn  on  net  assets  of  20%.  Intangibles 
such  as  the  power  of  a  brand  name 
count,  too.  But  in  every  case,  there's  a 
single  bottom  line:  "You  have  to  start 
with  gi-eat  management,"  says  Walton. 

After  a  break,  Walton  convenes  the 
investment  committee,  a  decidedly  less 
forgixong  gi'oup.  While  the  earlier  meet- 
ing was  open  and  creative,  this  panel  is 
judge  and  jiuy.  'We  need  to  have  all  the 
answers  at  that  point,"  Walton  says. 

He  isn't  getting  them  today.  The  deal 
concerns  a  promising  chemical  company 
that  wants  to  expand.  But  the  amount 
of  unsold  inventory  seems  swollen  com- 
pared with  overall  sales — perhaps  busi- 
ness is  slowing — and  the  thought  nags 
at  Walton  as  the  meeting  goes  on.  "I'm 
not  ready,"  he  finally  declares,  sending 
the  deal  back  for  more  due  diligence. 

Such  probing  begins  at  the  fu'st  con- 
tact and  doesn't  let  up  until  the  loan 
check  is  cashed.  Sometimes,  the  ques- 
tions can  get  intensely  personal.  Just 


i\  year  included  gi'owing  sales,  posi- 
(  cash  flow,  and  a  net  profit,  though 
narounds  are  also  considered, 
"he  meeting  itself  is  a  rela.xed  give- 
-take.  with  Walton  presiding  in  shiit- 
!ves  and  red  suspenders.  The  for- 
t:  One  person  pitches  his  or  her 
orite  deal.  Everyone  else  tries  to 
:e  holes.  Winners  move  on  to  the 
;t  step,  the  investment  committee, 
eventually,  the  22-member  board  of 
jctors. 

JBLE  DIP.  It's  a  rapid-fii-e  affair,  with 
h  deal  getting  less  than  15  minutes 
fame.  The  first  concerns  a  pair  of 
Tien  entrepreneurs  seeking  an  sba- 
ked  loan  to  buy  a  gi'ocery  store  in 
al  Michigan:  they're  on  the  verge  of 
duating  to  the  investment  committee, 
le  boiTowei-s  couldn't  be  happier,  and 
SBA  loves  this  deal,"  reports  princi- 
Mary  E.  Olson.  (Olson  says  the 
(ncy  favoi"s  disadvantaged  companies, 
1  this  one  qualifies  twice:  it's  mral, 
1  the  owTiers  are  women.) 
iValton  worries  more  about  the  com- 
ition.  "How  fai'  is  the  nearest  super- 
rket?"  he  demands. 
'About  10  miles,"  Olson  says.  "In  the 
Idle  of  winter,  10  miles  is  a  lot." 
'How  long  has  the  business  been 
>und?"  Walton  asks. 
'About  45  vears,"  she  savs. 


GEO  WALTON: 

'We've  discovered 
that  a  good 
entrepreneur  can  often  achieve  more 
than  what  the  numbers  suggest" 


"That's  a  long  time,"  Walton  says  ap- 
pro\ingly.  The  idea  gets  the  nod.  Other 
deals  get  quick  approval,  too:  expansion 
of  a  successful  Popeye's  Chicken  &  Bis- 
cuits fi-anchise  in  \irginia,  in  part  be- 
cause of  its  plentiful  fi-ee  cash  flow;  a 
broadcaster's  plan  to  deliver  foreign- 
language  T\'  progi'amming  via  satellite 
to  the  gi'owing  U.  S.  immigi-ant  popula- 
tion fi'om  Eastern  Europe. 

A  home-improvement  products  com- 
pany meets  more  resistance.  It's  emerg- 
ing from  a  recent  banki-uptcy. 

"How  did  he  handle  his  creditors?" 
Walton  asks. 

"Nobody  lost  any  money,"  Olson  says. 

"His  suppliers  are  happy?"  Walton 
presses. 

"He's  got  credit  terms  from  all  of 
them,"  Olson  coimters.  The  team  agi'ees 
to  table  this  one  until  they  check  the 
receivables. 

WTiat  is  Walton  looking  for?  Sure,  a 
company  has  to  clear  certain  financial 
hurdles,  including  $1.40  earnings  for 
eveiy  dollar  in  fLxed  costs,  debt  of  no 
more  than  four  times  equity,  and  re- 


ask  Henry  E.  Juszkiewicz,  ceo  of 
Nash\ille-based  Gibson  Guitar,  who  got 
a  $25  million,  lo'^c  interest  loan  package 
last  summer.  "Allied  called  virtually 
eveiybody  I  know ...  dozens  of  people, 
and  asked  very  pointed  questions  about 
me  as  well  as  management,"  he  says. 

Good  or  bad,  the  answers  aren't  the 
kind  of  data  you  can  get  from  trendy 
tactics  Uke  credit  scoiing,  a  method  used 
by  nearly  all  banks  that  gi'ades  appli- 
cants based  on  statistical  norms  for 
small  business.  Walton  says  the  system 
can  mislead  lenders,  because  the  norms 
are  based  on  business  conditions  of  the 
past  and  tend  to  miss  promising  aspects 
of  the  futiu'e.  "Over  the  yeai's,"  Walton 
says,  "we've  discovered  that  a  good  en- 
trepreneur can  often  achieve  more  than 
what  the  numbei-s  suggest."  Appai'ently, 
\ision  and  passion  are  still  assets  you 
can  take  to  the — well,  nonbank. 

By  Jonathan  BuHon  in  Washington 

For  information  on  finance  leads  online,  visit 
BWPIus!  at  www.businessweek.com  or  on 
America  Online  at  keyword;  BWEnterprise. 
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HOW  TO  FIND  THE  LENDER  WHO  WAS  MEANT  FOR  YOU 


Ready  to  go  hunting  for  your  own 
pi-ivate  lender?  Good  luck.  If  you 
spent  a  dollar  mailing  your  busi- 
ness plan  to  each  potential  prospect, 
you'd  need  a  $15,000  loan  just  to  con- 
tact them  all. 

The  trick  is  to  zero  in  on  the  most 
likely  partners.  Most  lenders  special- 
ize in  a  particular  region  or  industry 
that  they  know  well — manufac- 
turing, retailing,  or  technology, 
for  instance.  And  while  some 
rehsh  the  idea  of  lending  to  an 
untested  startup,  others  won't 
touch  a  company  unless  it's  been 
around  for  sevei'al  years. 
DONT  DESPAIR.  One  way  to  im- 
prove your  odds  is  with  a  go-be- 
tween, such  as  a  lawyer,  accoun- 
tant, or  investment  banker  who 
knows  the  lending  market  and 
the  appetite  of  each  player.  If 
you  don't  find  a  match  on  the 
first  try,  don't  despair;  a  fi- 
nancier who  tnists  the  go-be- 
tween may  well  refer  you  to  a 
lender  who  is  more  likely  to 
take  on  your  kind  of  company. 
The  hope,  says  Nolan  Lehmann, 
president  of  Equus  Capital 
Management  Corp.  in  Houston, 
is  that  the  other  lender  vdll  re- 
ciprocate. "Even  if  it's  someone 
who  calls  over  the  phone,  we 
might  try  to  refer  them," 
Lehmann  says. 

If  you  can't  get  plugged  in  to 
that  network,  try  one  of  the 
Web's  loan  finders.  These  free, 
interactive  searches  are  the  fi- 
nancial equivalent  of  computer 
dating.  You  fill  in  the  blanks  and 
the  service  creates  a  Ust  of  po- 
tential lenders.  Two  of  the  more 
promising  sites  are  America's 
Business  Funding  Directory  1 

(www.businessfinance.com),  I  

which  claims  more  than  15,000 
sources,  and  MoneyHunter's  Golden 
Rolodex  (wvn\?.moneyhunter.com), 
which  boasts  more  than  4,000.  By 
giving  specific  infoiTnation  on  your 
industry,  type  of  financing,  size  of  the 
loan,  and  size  of  your  company,  you'll 
quickly  pare  the  hst  to  a  manageable 
size.  For  instance,  we  asked  Business 
Funding  Directory  what  was  avail- 
able for  a  five-year-old  pubhshing 


company  with  $5  million  in  sales  and 
fewer  than  50  employees  that  was 
seeking  $1  million  in  asset-backed 
loans.  The  search  turned  up  more 
than  100  potential  matches,  complete 
with  contact  names  and  telephone 
numbers.  The  list  included  giants 
such  as  GE  Capital  Small  Business 
Finance  in  St.  Louis,  commercial 


Business  Funding  Directory,  but  a 
few  thousand  is  suspicious.  Ask  for 
references,  and  be  waiy  of  funds 
that  supposedly  come  fr"om  overseas 
Verifying  that  the  money  even  exist 
before  you  pay  the  upfront  fees  ma^ 
be  impossible. 

You  might  also  try  browsing  the 
online  roster  of  federally  licensed 


Big  Names  in  Small-Business  Loans 

The  10  largest  nonbank  lenders  of  SBA-backed  loans  in 
fiscal  1997,  ranked  by  dollar  volume. 


LENDER 


THE  MONEY  STORE 


AT&T  SMALL 
BUSINESS  LENDING 


HELLER  FINANCIAL 


GE  CAPITAL  SMALL 
BUSINESS  FINANCING 


INDEPENDENCE  FUNDING 


BUSINESS  LOAN  CENTER 


EMERGENT  BUSINESS 
CAPITAL 


COMMERCIAL  CAPITAL 


ALLIED  CAPITAL 


BUSINESS  LENDERS  INC. 


NO.  OF  LOANS 


1,763 


1,254 


916 


248 


192 


158 


123 


323 


82 


145 


VALUE 

MILLIONS 


$784.0 


480.5 


401.3 


149.4 


108.5 


105.0 


96.6 


89.5 


52.6 


42.6 


PHONE  NUMBER/ 
WEB  SITE 


800-998-6888 
www.themoneystore.com 


800-713-4984 
www.attcapital.com 


800-347-6430 
www.hellerfin.com 


800-447-2025 
www.ge.com/capital/smal 


800-225-1776 

www.inclependencefunding.com 


800-722-5626 
(no  Website) 


888-354-3277 
www.bothears.com 


888-749-8707 

www.commercialcapitalcorp.com 


888-818-5298 
www.alliedcapital.com 


800-646-7689 
www.businesslenders.com 


DATA:  COLEMAN  REPORT,  SMALL  BUSINESS  ADMINISTRATION 


credit  specialists  such  as  Finova 
Capital  Corp.  of  Phoenix,  Ariz.,  sev- 
ei'al  big  commercial  banks,  and  a 
host  of  smaller  lenders  from  around 
the  countiy. 

The  services  say  that  they  make 
an  effort  to  screen  out  unscrupulous 
companies,  but  some  slip  through. 
Red  flags  include  huge  up-front  fees. 
A  few  hundred  dollars  might  be  rea- 
sonable, says  a  spokeswoman  at  the 


Small  Business  Investment  Compa- 
nies (www.sbaonHne.sba.gov/cgi-bin/ 
print_hit_bold.pVsbainfo/fainv/ 
sbicall.txt).  There's  no  search  ftmc- 
tion,  but  the  list  is  a  gold  mine  of 
names,  contacts,  and  the  type  of 
loans  each  prefers  to  make — well 
worth  the  effort  of  scrolling  througl 
After  all,  a  treasure  hunt  isn't  sup- 
posed to  be  too  easy. 

By  Rick  Green  in  New  Yo 
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Introducing  Sprint  Sense  Home  Office 


One  complete  package  of  communications  services! 


Sprint  Sense  Home  Office  gives  you  the  tools  for  greater  productivity,  all  for  one  low  monthly  rate. 


You  simply  choose  the  low-cost  package  of  minutes  that  best  meets  your  domestic  calling  needs: 

•  300  minutes  for  $45  a  month,  and  each  additional  minute  is  just  15  cents* 

•  1000  minutes  for  $100  a  month,  and  each  additional  minute  is  just  10  cents* 

You  can  use  these  minutes  however  you  choose  -  long-distance  calls,  incoming  toll-free  calls, 
calling  card  calls,  cellular  long-distance  calls  ...  even  for  fax  and  modem  usage.  Plus,  you 
have  only  one  bill  to  deal  with  each  month  and  one  Customer  Service  number  to  call.  So  you 
can  save  time  as  well  as  money. 

And  now  you  can  take  advantage  of  another  exclusive  offer!  When  you  sign  up  for  Sprint  Sense 
Home  Office,  you  can  also  get  unlimited  Internet  access  for  only  $14.95  a  month!  Sign  up  now, 
and  your  first  month  of  service  is  FREE! 


•  Sprint  long  distance  •  Private  800  number 

It's  an  indispensable  resource  for  anyone  who  works  at  home. 


•  Calling  card 


One  low  flat  monthly  rate  and  one  bill 


Iprint  Sense  Home  Office  - 

low  home-based  business  works. 


® 


;all  1-888-280-0267  today  to  sign  up. 


It  all  makes  sense- 


www.sprint.com/homeoffice 


lates  apply  to  domestic  long-distance  calls  only  and  are  subject  to  change.  Certain  restrictions  apply  Connection  fees  apply 
or  international  and  Operator-assisted  calls.  Toll-free  and  FONCARD  calling  card  calls  from  a  payphone  will  be  assessed  an 
idditional  surcharge  to  cover  FCC-mandated  payments  from  long-distance  carriers  to  payphone  providers. 
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MAKING  THE  MOST 
OF  A  MELTDOWN 

How  Derk  \\  ilken  is  steering  iiis  Web-design  firm,  Beebop.  through  the  .\sian  crisis 

W'r.er.  Derk  \\ilken.  39.  siarte;: 
hi;  Web  design  frm.  Beebc;; 
Internet  Solurons.  in  Bangkok 
t'wo  years  ago.  he  expecied  :; 
ride  the  coiossal  wave  of  Thailand's 
decade-long-  e«>nonTic  bconi.  But  a  vea:- 


including  Beebops  nrst  client,  a  trave'. 
agency,  -vrhieh  shut  dovm  in  Januar.-. 
1997.  -ffiihout  pacing  its  bilL 

■^llken  rejected  the  suggestion  of  hi? 
Thai  friends  that  he  hire  off-dur."  police 
oScers  to  eoHect.  Instead,  he  svrallowe:. 
the  loss  and  kept  the  defunct  agenc^-'s 
Web  site  active  tO'  showcase  his  work 
And  realizing  that  he  couldnt  depen:! 
on  the  local  econonty  an%Tnore.  'Ullke:'. 
launched  ris  own  E-mail  niarketinj: 
newslener  to  drum  up  business  in  c;."- 
berspace  and  ie"ok  "beyond  the  horizon  : ; 
Thailand,  because  on  the  Web.  the  wholr 
world  is  your  market." 

'Milken's  moves 
were  weE  ringed.  Tne 
Thai  economy  only 
gotten  worse.  Unem- 
plo;\T!;ent  and  suicide 
rates  are  on  ihe  rise. 
Inali-fnisbed  oSee  t-ow- 
ers  stand  idle,  and  the 
baht    fetches  only 
about  half  as  many 
L .     aoiiars  as  it  end 
was  untethered  from  the  greenback 
BEACH  LOVER.  Even  sc.  tiny  Beebop 
gr:".i::c  sli  wly  but  surely — ^n-on:  a  mer- 
ger 2<>j.(K.Xi  baht  'then  worth  abou: 
-5S.<»J'  in  revenues  in  1996  to  a  millir- 
bahi  las:  year  i  about  -§22.">Xt  .  And  if 
ever.tring  stays  on  target,  "^^liken  pr> 
jecis  that  sales  will  quintuple  in  199>. 
His  local  cherts  iitclude  the  Thai  health 
ministrr.  a  Mrr:-edes-Beriz  dealership,  a 
cigar  inir>orter.  and  a  real  estate  ager.;-y. 
But  \Mlken"s  inteiT^aiC'nal 
tiambit  is  also  fiaj.ittc  off.  ENTREP 
In  recent  months,  new 
business  has  come  from  H^ng  K'.ng 
(Philip  Morris  Asia  .  London  (magazine 
publisher  AutoAsial  Mrginia  i  Internet 
contpany  Gee-  Enterprises  \  and  Australia 
(Access  International  Investnt-ent  gnt^pi 

In  r»2rt,  "\NTlken  attributes  his  stirival 


BANGKOK 
-&ND  BEYOND 

•J--.  i::c  ".-v . 
the  whole 
v%"orld  is  you: 
market." 
savs  WHken 

last  Juh".  when 


tL.  >^.n..c  pretty  oasic  ousiness  princi- 
ples— honesrr.  reliahiliiyt  and  on-time  de- 
Everv  He"s  alsc<  finding  oppommin."  amid 
economic  distress.  Low  wag^e  rates  in 
Bangkok  and  an  anemic  baht  make  his 
rri-es  even  more  ccimperitive  outside  of 

Thailand.  Wllken  claims 
RENEURS     he  can  set  up  a  complex 

Web  site  for  on^third  of 
what  It  would  cost  in  the  U.  5. 

As  businesses  around  the  world  c-on- 
front  rising  wages  for  scarce  techjoical 
workers  on  their  home  turf,  they  can 
outsource  parts  of  their  computer  pro- 
erantnintr  and  Web  design  work  global- 


ly— to  iiLt^e  >Lj'>i"-rt^  sucn  as  £>er 
operate  in  low- wage.  lower-<-os: 
and  transmit  their  work  elect: 
Now.  "long-distanc-e  working  : 
ships  are  beccmnig  the  Dorm,"  s. 
Ober.  Philip  Morris  Asia  Incs 
tion-technolog."  manager,  who  hi: 
bop  last  July  to  bmld  and  m;^ 
image  librar\-  for  the  company  . 
Pleased  with  the  results,  he  : 
^Mlken  to  his  son  Da\id  Ober.  ct: 
Geci  Enterprises,  a  Web  devc 
company  in  Hanover.  ^  a.  He  ou:  - 
work  to  Beebop.  too. 

like  his  business..  '^Hkens  ca:-— 


ENT  S  = 


PEOPLE 
WORKING 
TOGETHER 
AS  A 
TEAM. 

WHAT 


A  CONCEPT. 


I've  spent  a  great  deal  of  time  and  money  getting  all  \-our  people  networked  and  on  an  Intranet. 
~i  the  intention  of  making  them  more  producti\-e  and  more  like,  well,  a  team.  At  least  that's  the  concept. 
\v  there  are  basically  two  ways  you  can  turn  that  concept  into  reality.  Ordman.'  groupware. 
usually  requires  an  army  of  programmers,  consultants,  trainers,  tons  ot  time  and  big  bags  ot  money. 
TeamWARE*  from  Fujitsu.  It's  a  complete  set  of  server-based  collaborative  computing  applications  that 
ims  share  information  and  resources.  It's  eas\'  to  install,  use  and  administer  It's  modular  ( install  onl>-  as 
as  you  can  digest  right  now).  Its  cost  of  ownership  is  low  and.  best  of  all,  it's  \-er>'  effecti^•e  at  turning 
into  teams.  TeamWj-\RE.  Worldwide.  o\-er  2  million  people  in  small,  medium  and  large  businesses 
'  use  it  to  work  together  better  Perhaps  you  should  too. 

aTeamWARE  Infonnation  Kit.  call  1-8S8-24T-WARE.  Or  see  us  at  'www.teamware-us.com. 
d  we'll  show  you  how  TeamWARE  can  help  turn  \-our  group  into  a  team. 


EAMWARE.  EVERYTHING  ELSE  IS  JUST  GROUPWARE. 


^amWARE  IS  a  registerid  trademark  of  TeamWARB  Group,  j  Fujitsu  Group  compjnv  Or^>cT  trademarks  or  tradertiimes  herein  are  the  property  of  their  respective  holders. 

€ll99SFunlsu  All  nshis  reser^-ed 


^  T.wnWARE  mdud,:s 
S^y'*-^     advanced  -ivirdcss 

nmrcc  sjK'iiw/iMg. 
active  information  shawig.  document 
management  and  workflow/  process 
mattagement.  TeamWARE  supports 
Windows''  ST.  L'SIX'  and  standard 
Internet'  Intranet 

protocols.  And  It  s  ^o-tv>*s£ 
scalable  from  one 
server  and  a  fciv  user< 
to  many  servers  and 
thousands  ofiL<ers 

Fujfrsu 


Get  Online 
and  get 

In  Touch! 

Business  Week  Online's 
Small  Business  Center 
on  America  Online  is  a 
place  where  small-business 
owners  and  entrepreneurs 
can  find  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 


AHEND 


specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions. 


COMMUNICATE 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  smal 
business  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  business  and  other  subjects.. 


INTERACT 


with  Business  Week  editors. 


BE  IMAGi 


Use  the  Small  Business  he  way 

that  works  best  for  you  and  your  business. 


From  the  Business  Week  Online  ma;n  screen,  click  the 
BW  Plus!  button,  then  select  BW  Onlines  Snnall 
Business  Center  from  the  list  of  BW  Plus!  choices. 


BusinessWee 


For  a  free  trial  diskette  including  50  free 
hours  on  AOL,  call  l-800-5  n  4848  and 
mention  Business  Week. 


ENTERPRISE 


Companies 


has  bridged  East  and  West.  A  Dutch 
national,  he  spent  four  years  as  a  pro- 
curement officer  with  the  U.  N.  in  New 
York,  Singapore,  Thailand,  and  the  for- 
mer Soviet  bloc.  But  his  fondness  for 
beaches  and  a  job  in  procurement  for 
international  aid  agencies  led  liim  back  to 
Thailand  in  1995.  Within  a  year,  he  cjuit 
to  pursue  a  longtime  interest  in  the 
Internet. 

Wilken  taught 
himself  Web  design 
and  in  .Januaiy.  1996, 
launched  Beebop  out 
of  his  apartment.  He 
liked  the  name's 
"swing" — and  it  was 
an  easy  English 
w^ord  for  Thai  speak- 
ers to  pronounce. 
For  startup  capital, 
he  pooled  his  own 
savings  with  a 
$10,000  loan  fi-om  his 
brother  in  Germany. 
And  to  comply  with 
laws  that  limited  for- 
eign ownership. 
Wilken  found  a  part- 
ner: Jirabool  Vit- 
tayasing,  owner  of 
Dash  Creative  Co.,  a 
tiinket  manufactui-er. 
The  two  companies 
swapped  30%  of  then- 
shares.  In  Septem- 
ber, 1996,  Beebop 
moved  into  Dash's  of- 
fices in  suburban 
Bangkok.  Today,  Bee- 
bop still  shares 
Dash's  secretary, 
bookkeeper,  and 
sometimes  its  gi"aph- 
ic  designers. 

While  Dash  has  been  invaluable  lo- 
cally, Wilken's  newsletter — which  now 
has  about  500  subscribers — has  been  his 
key  to  building  business  around  the 
world.  It's  easy  and  cheap  to  produce 
and  has,  directly  or  indu'ectly,  hooked 
impoilant  cUents.  AutoAsia's  pubhshing 
director,  Steve  Fisher,  was  siuiing  the 
Web  one  day  for  cheaper  Web-design 
work  than  he  could  find  in  London.  ^Aftei' 
stumbling  onto  Beebop's  Web  site  (www. 
beebop.com).  Fisher  followed  directions 
for  subscribing  to  the  newsletter.  Im- 
pressed by  Wilken's  mai'keting  exper- 
tise, he  hired  Beebop  to  build  a  fee- 
based  Web  database.  "I  wanted  someone 
who  imdei-stands  mai'keting,  and  it  dichi't 
matter  to  me  where  they  were,"  says 
Fisher. 

While  it's  common  for  small  busi- 


SURVIVAL  STRATEGIES 

To  pull  through  Thailand's 
crisis — and  possibly  profit  from 
it — Beebop  Internet  Solutions  is: 

►  Exploiting  the  devalued 
currency  by  offering  low-cost 
services  to  non-Thai  companies, 
particularly  smaller  businesses 
that  can't  afford  to  build  their 
own  Web-site  databases  and 
intranets 

►  Highlighting  its  ability  to  help 
clients  sell  to  the  Asian  market 

►  Promoting  services  through 
Beebop's  Web  marketing 
newsletter,  distributed  by  E- 
mail  throughout  the  world 

►  Sharing  office  personnel  and 
real  estate  space  with  a  partner 

►  Taking  advantage  of  falling 
wages  to  build  staff  and  using 
student  freelancers  to  keep 
costs  even  lower 

►  Persuading  financially 
strapped  local  businesses  to 
keep  their  Web  sites  as  a 
low-cost  marketing  tool 


nesses  in  Thailand  to  impress  cli( 
with  fancy  addresses,  sleek  offices,  i 
a  posh  car,  Wilken  has  always  b- 
frugal.  He  doesn't  have  a  car — ■ 
takes  taxis  to  visit  clients.  His  offic 
spare.  Besides  Wilken,  Beebop  has 
part-time  Web  developer.  His  first  , 
timer  starts  next  month.  Salaiy;  aro 
15,000  baht  monthly— or  .$330.  Wil 
supplements  with  student  freelanc' 
He  concedes  his; 
frills  approach  i 
cost  him  some  ij 
business  but  thij 
he's  better  prepa 
to  handle  adver; 
than  most  Web  fij 
there. 

Web  designers ' 
had   hoped  to 
business  locally  v 
particularly  vuln 
ble.   "We  expe( 
more  coiporationi 
use  the  Internet i 
put   up  Web  si 
each  year,  but  \j 
the  economic  cri 
they  have  postpcj 
plans,"  says  Praij 
Ratanachaithong,! 
ecutive  director! 
Idea  Net  Co.,  a  s 
Internet  ser 
provider  in  Bangj 
Wilken,  too,  has  .1 
new  local  busiii 
wither  but  has 
suaded  his  exis 
Bangkok  chents 
stay  on 
stressing 
value  as 
marketing  tool. 
To  continue 
offshore  expansion.  Wilken  is  mostly 
geting  small  and  midsize  busines 
tnunpeting  his  ability  to  set  up  intra 
and  Web  sites  with  big  databases 
might  not  be  able  to  afford  othen 
He  plans  to  ramp  up  his  marketing 
forts  with  trips  to  Eiu'ope  and  the 
this  summer.  Last  .July,  he  incoi-por 
in  Las;  Vegas — chosen  because  of  its 
regulation — and  set  up  a  U.  S.  banl 
count — ^just  in  case  some  clients  pi 
that  he  have  a  U.  S.  presence.  Ev( 
ally,  says  Wilken,  "we  may  absorb  c 
companies,"  in  Bangkok.  But  he's  i 
lush:  He  takes  his  lesson  from  a  vol 
economy.  A  slow;  steady  pace — with 
out  for  some  lazy  beach  days — mat 
just  the  right  speed. 

By  Apanio  Mukherjee  in  Ban^f 
xvith  Robin  Schatz  m  New 


board 
the  W 
a  low- 
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READ»Y    rOR  A 


lOTiEL.   THAT'S  ALL 


■  USIMESS? 


Fitness  CenteiiI 


^  SELECT 

^Wi'  —  - 


\n.  JL-SOO-HOLIDAY 
FOR  AtESEMVATiONS,  , 


fail  fioiu 
Irvine 

Pleasanton 
San  Diego 
San  Francisco 
(2  locations) 
CONNECTICUT 
Stamford 


DISTRICT  OF 
COLUMBIA 

Alexandiia.  VA 
FLORIDA 

Clearwater 
Fort  Myers 
Miami 

Orlando  (2  locations) 
Panama  City 
Tampa 


GEORGIA 

IVIASSACHUSErTS 

NORTH  CAROLINA 

Atlan!.".  (3  tocalions) 

Ooslori 

Hickor\' 

ILLINOIS 

MICHIGAN 

Winston-Saleni 

Chicago-Naperville 

AuiMirn  Hills 

OHIO 

Decatur 

MINNESOTA 

Cleveland 

INDIANA 

(vlinne;jpolis 

PENNSYLVANIA 

Indianapolis 

12  locations) 

Philadelptiia  Area 

12  locationsi 

MISSOURI 

i3  locations! 

LOUISIANA 

Columbia 

Pittst)uigh 

New  Orleans 

Si.  Louis 

SOUTH  CAROLINA 

(2  locations) 

St.  Peters/ 

Greenville 

MARYLAND 

St.  Chades 

TENNESSEE 

Balnmore 

NEW  JERSEY 

Knoxville  (2  locations^ 

Solomons 

Clark 

Memphis 

Clinton 

Nashville  (2  locations) 

TEXAS 
Dallas 

16  locations) 
Houston 

|2  locations) 
San  Antonio 
VIRGINIA 
Lynchbuig 
Richmond 
WASHINGTON 
Olvmpia 
Seattle 

WISCONSIN 

Appleton 


CAIN.ADA 
NOVA  SCOTIA 


ONTARIO 

Br.imptoii 


QUEBEC 

Montri-'-i! 


ilaja 


SOUTH  AMERICA 
COLOMBIA 

Santa  Fe  ae  Bogota 


day  )-lospitality  Corporation  All  rights  reserved  Ivtost  hotels  are  independenily  owned  and.or  operated 


WWW.HOLIOAV-INN.COIVI 


Marketing^ 


TREND-SPOniNG: 
ANYONE  CAN  PLAY 

And  sussing  out  the  latest  craze  may  point  you  toward  a  profitable  future 


Hobart  C.  Buppert  III,  known  as 
"Hoby"  to  his  friends,  was  club- 
hopping  in  Vienna  four  years  ago 
when  he  was  introduced  to  a  pop- 
ular nonalcoholic  beverage  that  cost  $10 
a  can.  Dancers  were  swilling  the  sludgy 
brew  like  it  was  "some  sort  of  powerful 
elixir,"  recalls  Buppert.  The  drink  was 
actually  loaded  with  caffeine — from 
guarana  beans. 


When  the  young  Cornell 
University  hotel  school  grad 
got  back  to  the  States,  he  noticed  other 
trends:  the  proliferation  of  coffee  bars; 
the  tendency  foi-  clubgoers  to  alteniate 
booze  and  soft  drinks  to  sustain  all-night 
dancing;  and  the  gi'owing  rage  for  nat- 
ural ingredients  and  gimmicky  foods 
such  as  no-fat  ice  cream.  Also,  Buppert 
noticed  people  complaining  about  fatigue 
and  stress.  Eventually,  he  connected  the 
dots,  and  launched  Hoborama  Corp., 
based  in  Miami.  His  fii'st  product  was 
"Bawls  Guarana,"  a  soda  with  three 


times  the  caffeine  of  Coca-Cola  Classic. 
The  soda  popped — catching  on  in  dance 
clubs  in  south  Florida,  southern  Cali- 
fornia, and  New  York.  Now,  it's  in  gi'o- 
cery  stores  in  those  states  and  spread- 
ing to  Europe  too. 

Buppert,  now  24,  developed  his  busi- 
ness idea  not  by  using  reams  of  pricey 
research,  but  simply  through  observa- 
tion. That  same  kind  of  ti'end-spotting  is 


TRENDS 


done  by  well-hyped  research 
companies  such  as  Youth  Intel- 
ligence, BrainReserve,  and  IconocultiU'e. 
Major  corporations,  including  Sony,  Mc- 
Donald's, and  Sprint,  pay  big  bucks  for 
their  insights. 

But  you  don't  need  to  hire  a  consul- 
tant. "Anyone  can  be  a  tiendmeister," 
says  Larry  Samuel,  a  partner  in  Icono- 
culture  and  co-author  of  The  Future 
AiH 't  What  It  Used  To  Be.  In  fact,  says 
Faith  Popcorn,  chairman  of  BrainRe- 
serve and  probably  the  best  known  of 
her  breed,  you  might  even  outsmart  the 


pi-os.  "Amateurs  are  actually  bett 
it,"  she  insists.  They  aren't  "restr 
by  the  ligid  structiu'es  of  educatio: 
all  of  the  false  wisdom."  In  other  v 
they  can  often  see  the  obvious 
easily  than  the  experts. 

Ti'end-spotting  isn't  just  for 
preneims  lookijig  to  stait  new  comj 
or  for  marketing  cutting-edge  pro( 
Consider,  for  example,  the  gi-owin 
tiu"al  emphasis  on  well-being.  T^ke 
that  trend,  says  Maiy  Meehan  of . 
culture,  and  you'll  see  several 
trends — the  yearning  for  menta 
physical  health;  a  desii-e  for  gi'eate 
ance  in  one's  life;  a  revitalized  inter 
hearth  and  home;  and  a  new  foe 
spirituality. 

The  response:  Grocery  store 
stocking  natm-al  and  organic  foods, 
icinal  herbs,  and  nontoxic  cleaning 
plies.  Some  insurance  companies 
expanded  to  cover  alternative  mec 
Hardware  stores  are  carrying  ai 
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How  easy  is  it  for  a  design  firm 


to  create  a  small  business  network? 


Introducing  Intel 
In  Business™  Products. 
Networking  made  simple. 

Finally,  somebody 
figured  out  how  to  make 
small  business  networking 
simple.  With  the  new  Intel 
InBusiness™  produets.  you 
get  all  the  produetivity 
enhaneements  and  cost- 
.savings  of  a  network  with 
unbelievable  ease.  Attractive 
hubs  and  switches  deliver 
four-step  installation  and 
stack  nicely  on  your  desk- 
top. And  the  Intel  InBusiness 
Internet  Station  brings  Web 
access  to  your  entire  busi- 
ness from  a  single  account. 
Its  that  easy. 

For  more  information 
and  a  free,  simple  networking 
tutorial,  call  1-800-538-3373. 
ext.  670.  or  visit  our  Web 
site.  You"ll  .see  how  effort- 
less it  is  to  put  together  your 
own  small  business  network. 

I      www  intel  com/network/bw  him  | 


Intel 


Of  all  the  hats  you  wear  as  a  small  business 
owner,  the  accounting  fedora  Itches  the  most 


There's  software  for  people  who  didn't  start  a  business 
to  be  an  accountant.  Small  Business  Financial  Manager 
is  part  of  the  Microsoft  Office  family  and  works  with 
leading  accounting  software  to  help  you  get  the  most  out 
of  the  accounting  information  you  already  have.  Freeing 
you  up  to  focus  on  the  big  picture. 

Like,  how  would  a  10%  price  increase  affect  your  cash  flow? 
What  if  you  took  out  a  loan  to  pay  off  that  other  loan? 
What  if  you  hired  a  new  employee?  You  can  find  the  answers 
in  the  What-if  Wizard. 

We'll  send  you  our  small  business  information  packet 
when  you  call  1-800-60SOURCE.  It's  full  of  relevant,  pertinent 
advice  to  help  you  succeed. 

We  make  software  to  meet  your  small  business  needs. 
And  it  all  starts  with  Windows  .  Everything  fits  seamlessly 
together  to  form  a  digital  nervous  system  so  your 
business  is  ready,  willing  and  able  to  deal  with  what's 
around  the  corner. 

More  sales.  !Vlore  money.  Less  math. 


(£j1998  Mitf'jsoft  CofDOfatioit  All  nghVs  reserved.  Microsoft.  Windows  and  Where  do  you  want  to  go  today''  are  either  registered  trademarks  or  tradeniarks  of  fUicrosoft  Corporation  in  the  United  States  and/or  other  countries 


Microsoft 


Where  do  you  want  to  go  today? 

www.microsoft.com/smallbiz/ 
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water  pmifiers,  nontoxic  paints,  and  test 
kits  for  detecting  contaminants  such  as 
lead. 

How  do  you  start?  Remember,  valu- 
able information  is  everywhere  you 
look.  Try  to  see  things  the  way  the 
marketing  gurus  at  big  companies  do. 
For  example,  Linda  Lewi,  senior  vice- 
president  for  global  brand  marketing 
at  Rockport  Co.,  a  division  of  Reebok 
Intemational  Ltd.,  reads  about  30  mag- 
azines a  month  to  spot  recurring 
themes.  When  she  noticed  an  optimistic 
tone  in  a  skateboarding  'zine,  she  saw  it 
as  a  sign  that  young  people  were  be- 
coming more  upbeat.  She  had  Rockport 
incorporate  a  cheerier  tone  into  its  ad- 
vertising. The  result,  she  says,  was  in- 
creased sales. 

On  the  surface,  it  doesn't  seem  that 
a  gasket  manufacturer  should  care  that 
avocado  or  magenta  are  hot  fashion 
colors.  But  it's  wise  to  file  away  such 
pieces  of  information  for  future  refer- 
ence. As  Karen  D.  Sei'atti,  senior  mai'- 


Marketing 


BRAIN  TRUST:  You  can  create  your 
own  by  testing  your  theories  on 
smart  acquaintances  of 
various  ages  and  incomes 


TREND-SPOniNG 

THE  FUTURE  AIN'T  WHAT  IT  USED  TO  BE: 
THE  40  CULTURAL  TRENDS  TRANSFORMING  YOUR 
JOB,  YOUR  LIFE,  YOUR  WORLD 

Vickie  Abrahamson,  Mary  Meehan,  Larry  Samuel, 
Riverhead  Books  $27.50 

The  partners  of  Iconoculture  forecast  trends  such 
as  "bunkering."  (Home  as  sanctuary  from  the  hos- 
tile world.)  Subtrends — and  often  an  accompany- 
ing business  opportunity — are  discussed,  too. 

CLICKING:  17  TRENDS  THAT  DRIVE  YOUR  BUSI- 
NESS-AND  YOUR  LIFE 

Faith  Popcorn  and  Lys  Marigold, 
Harperbusiness  $14 

BramReserve  cites  15  current  trends,  from 
"cocooning"  to  "vigilante  consumers"  and  explains 
how  to  become  your  own  futurist. 

ROCKING  THE  AGES:  THE  YANKELOVICH  REPORT  ON 
GENERATIONAL  MARKETING 

J.  Walker  Smith  and  Ann  S.  Clurman, 
Harperbusiness  $25 

Smith  and  Clurman  examine  attitudes  and  values 
of  Matures,  Boomers,  and  Xers  and  suggests  how 
to  forecast  and  capitalize  on  their  patterns. 

THE  U.S.  CENSUS  BUREAU:  http://www.census.gov 

The  census  is  a  wealth  of  statistical  information 
and  analysis  of  people,  product  use,  and  business 
in  a  searchable  database.  Much  of  the  information 
is  also  available  on  CD-ROM. 


MOTIVA  TONNET:  http-y/www.motivationnet.com 

This  corr:pany  conducts  online  surveys  of  volun- 
teers. You  can  get  answers  to  a  short,  simple  ques 
tionnaire  for  as  little  as  16?;  per  respondent. 


keting  research  analyst  for  American 
Century  Investments,  based  in  Kansas 
City,  Mo.,  suggests,  using  popular  col- 
ors in  marketing  materials  could  make 
cu.stomers  pay  closer  attention.  "It's 
the  color  people  are  responding  to," 
she  says. 

Also,  examine  whether  the  fads 
around  you  add  up  to  the  deeper,  widei- 
trends  that  can  suggest  business  op- 
portunities. "It's  like  being  an  outfield- 
er," says  Samuel.  "You  don't  move  to 
where  the  ball  is,  you  move  to  where 
the  ball  is  going." 

That's  just  where  foiTner 
stockbroker  Tim  DeMello 
hopes  he  has  landed  with 
Streamline  Inc.,  his  com- 
puteiized  concierge  service 
that  lets  customei's  order 
such  items  as  gi'oceries, 
rental  videos,  wine,  and 
even  pet  supplies  on  the 
Internet.  He  fills  the  or- 
ders fi-om  his  own  ware- 
house every  Friday. 

DeMello,  88,  is  an  infor- 
mation junkie  who  spends 
10  hours  a  week  scanning 
magazines,  newspapers, 
and  the  Web  and  watch- 
ing TV  news  shows.  He  no- 
ticed five  years  ago  that 
hom.e  delivery  businesses 
had  proliferated  far  be- 
yond i)izza  and  that  polls 
showed  Americans  felt 
time-starved  and  hated  su- 
permarket shopping.  And 
he  determined  that  Web 
commerce  had  come  of 
age,  judging  by  the  suc- 
cess of  the  Internet  book- 
seller Amazon.com,  and 
the  ubiquity  of  Web  busi- 
ness addresses. 

Streamline,  based  in  the 
Boston  suburb  of  West- 
wood,  Mass.,  ali-eady  has 
attracted  '4,^00  local  mem- 
bers at  .$80  a  month,  and 
the  company  recently 
raised  .$10  million  in  finan- 
cial backing  from  investors. 


including    Intel,    GE  Capital, 
PaineWebber 

As  DeMello  has  leamed,  diligent 
search  can  pay  off,  and  it's  a  lot  chej 
to  do  it  yourself.  The  pros  often  chf 
$2.5,000  for  an  initial  consultation 
another  $7.5,000  for  specific  advice 
lored  to  your  com])any.  Instead,  do, 
next-best  thing  and  buy  their  bo 
which  are  frequently  updated  (tal 
or  scan  Web  sites,  forums,  and  (| 
rooms.  And  read  as  much  as  you 
Create  your  own  brain  trust  by 
ing  your  theories  on  smart  acqu 
tances  of  various  ages  and  incoi 
Some  hunches  can,  of  course,  stil 
confirmed  with  cold,  hard  numbers 
kind  of  research  offered  by 
Starch  Worldwide  Inc.  and  pioi 
Yankelovich  Partners  Inc.,  which 
been  publishing  its  ti'end  predictor, 
Monitor,  since  the  late  1960s.  And 
U.  S.  Census  Biu-eau  keeps  an  acces 
database  with  all  sorts  of  demogrg 
information.  Or  you  can  hire  an  oi 
sui-vey  company,  such  as  Motivatioi 
Inc.  in  Schaumburg,  111.  (table). 
ALIENS  ARE  OUT.  But  nothing  r< 
substitutes  for  trend-tracking  in 
field.  Look,  talk,  and  li.sten  at  h( 
clubs,  parks,  stores,  or  wherever 
gather.  Besides,  stalking  the  next 
trend  can  be  fun — especially  if  you 
to  shop,  like  Jane  Rinzler  Bucking 
the  president  of  Youth  Intelligen 
pi'ofessional  trend-spotting  firm 
she  takes  to  the  wilds  of  the  We 
ester  Mall  in  White  Plains,  N.  Y. 
wends  her  way  thi'ough  a  numb( 
specialty  stores,  carefully  noting  w 
selling  well — massage  products,  lot 
scented  candles,  simple  clothes- 
what's  not:  anything  with  almond 
aliens  on  it. 

Her  conclusion?  Stressed-out 
sumers  are  trying  to  reward  thems 
with  small  indulgences.  She  caut 
though,  that  her  prey  is  elusive, 
expect  a  trend  to  jump  out  at  you,i 
warns.  "It  emerges  over  time." 
even  if  you  do  miss  a  trend,  never 
There'll  always  be  another  one  CO 
right  behind  it. 

By  Roij  Fiiirligott  in  Haiti 
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V^A^THE  BEST 


printers  come 


WITIT"A  PART 


missing 


A  printer  isn't  much  use  until  you  put  the  right 
paper  into  it.  Paper  is  a  critical  component  that 
affects  the  quality  of  what  you  print. 

If  the  paper  isn't  bright  enough,  for  instance, 
your  colors  could  turn  out  dull.  If 
your  images  aren't  sharp,  it's  probably 
because  your  paper  isn't  smooth  enough. 


Hammermill  gives  you  the  brightness  and 
smoothness  you  need.  Hammermill  Jet  Print  is 
engineered  to  get  brighter  colors  from  an  Inkjet 
printer.  And  Hammermill  Laser  Print  is  specially 
made  to  give  you  sharper  results  from  a 
laser  printer.  Get  your  printer  its  missing 
part,  (ict  Hammermill. 


For fm'  samples  mid  iriformntion,  call  l-H0()-242-214H.  Or  tisH  niir  Wrb  siti'  nl  wwv.haiiiincmiillpapcT.c  oni  INTERNATIONAL^) paper 
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BEFORE  YOU  BUY 
THAT  SOFTWARE . . . 

Check  out  shareware — it's  cheap  and  it  (usually)  works 


iiir 


Dick  Nethercot  was  in  papenvork 
purgatory.  The  Wichita  entrepre- 
neur had  built  Bill  Giiffing  Paint- 
ing Inc.,  the  40-year-old  house- 
painting  fu-m  he  had  purchased  thi'ee 
years  earher,  into  a  local  powerhouse; 
more  than  a  dozen  men  worked  for  liim, 
and  his  annual  revenues  stood  at  nearly 
$1  million.  But  success  meant  his  in- 
creasingly elaborate  billing  needs  could 
no  longer  be  handled  manually.  So,  in 
the  spring  of  1997,  Nethercot  began 
hunting  for  software.  After  installing 
Intuit  Inc.'s  QuickBooks  Pro,  the  lead 
ing  small-business  accounting  pro- 
gram, he  decided  it  was  too 
complex  and  laden  with 
features  he  didn't  need. 
Instead,  he  chose  a 
simple  billing  pro- 
gram. Financial 
Freedom  Billing  V 
Manager  Pro,  | 
from  tiny  m&r  |  i 

Technologies 
Inc.  of  Palm 
Bay,  Fla.  "It 
turned  out  to 
be  a  slick  lit- 
tle progi'am  that 
did  everything  v  i  . 
wanted  it  to  do,"  says 
Nethercot.  Not  only  that,  he 
was  able  to  download  the  progi'am 
from  the  Internet  and  test  it  out 
before  sending  m&r  a  dime. 

As  Nethercot  learned,  sometimes 
the  best  answer  to  business  soft- 
ware needs  isn't  on  retail  shelves. 
Instead,  it  may  be  foimd  in  the  class 
of  software  known  as  shareware, 
which  is  t\q3ically  sold  directly  by  the 
software  developers  over  the  Internet 
or  distributed  on  cd-rom.  Some  share- 
ware, dubbed  "freeware,"  is  gi-atis,  but 
other  progi-ams  can  cost  anwhere  fi'om 
a  few  dollars  for  a  simple  utility,  such  as 
a  powerful  onscreen  calculator,  to  about 
$80  for  a  sophisticated  image  editor. 
Some  easygoing  progi-ammers  work  on 
the  honor  system,  while  others  build  in 
automatic  expii-ations  after  a  certain  pe- 
riod if  you  fail  to  pay  for  registration. 


Today,  you  can  choose  from  thousj 
of  shareware  apphcations,  fi-om  esot 
progi'ammei-s'  tools  to  ftill-featm-ed  v 
processors,  spreadsheets,  and  datal 
managers.  Some  admittedly  seem 
the  primitive  fruits  of  a  college 
dent's  all-night  progi'amming  binge, 
others  match  leading  commercial  p, 
ucts  on  featm-es  and  ease  of  use.  Sh 
ware  users,  by  industry  estim^ 
spend  some  $100  milhon  a  year  on  i 
istration  fees — a  drop  in  the  bu 
compared  to  mainstream  software 
chases.  But  industry  experts  also 
sume  many  users  go  uncounted  bee 
they  never  pay  for  the  software. 

Low  price  was  shai'ew 
cover  nnr. _■_!!"'!"  fast  big  attraction,  partici 
ly  to  small  businesses  on  shoest 
budgets.  But  that  advantage  has  la 
ly  evaporated  as  mainstream  soft\ 
gi'ows  cheaper  and  more  progi-arns  ( 
preinstalled  on  pes. 

So  why  consider  shareware  at 
For  one  thing,  there's  the  tn 
fore-you-buy  option — so 
ar  some  big  soft^ 
companies  mimic 
Then,  too,  many  si 
ware  fans  cite  its 
sonal  touch  and 
ulist  ap] 
"Shareware 
offers  busin( 
a  chance  to 
directly  witl 
author  of  a 
gram,  instea 


The  sharewai'e  concept  harks  back  to 
1982,  when  two  software  developers, 
lamenting  the  paucity  of  afi'ordable  pro- 
gi-ams  for  IBM's  fledgling  personal  com- 
puter, offered  theu*  own  handiwork  to 
fiiends  and  associates,  asking  SOFTWARE 
for  a  $25  donation  to 
costs.  Customers  were  encouraged  to 
copy  the  progi'ams  and  pass  them  on, 
pro\ided  they  kept  the  progi'am — and 
the  payment  request — intact.  Checks 
started  pouring  in,  and  a 
new  industiT  was  bom. 
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yjust  because  you  work  at 
■me  doesn't  mean  you  should 
ve  to  take  out  a  second 
jrtgage  to  afford  a  nice  desk. 

Thankfully,  Sauder 
ikes  owning  good  furniture 
^.-^     as  easy  as 
working 
■<^'m  your  slippers. 
Take  this  versatile  desk, 
r  example.  The  bookcase 
tension  can  be  attached  on 
her  the  right  or  left  side, 
e  monitor  stand  swivels  for 
sy  viewing.  The  keyboard 
elf  has  a  wrist  rest  to  limit 
igue.  Cords  can  be  tucked 
^ay  neatly  out  of  sight.  And 
?  top  work  surface  is  pro- 
:ted  with  our  DuraGUARD 
p  coating  that  resists  heat, 
iins  and  abrasions. 


^esk  ami 
'ookcase  Return 


'  id  finish.  Ctutipnter  moniu^r  st.ind 
end  adjusts  for  f-ieight.  Stand,  drawers 
J  i  "okcast'  attncli  to  either  side  of  desk. 
i'\  1  lird  management.  Desk  with  drawers, 

l  "1031.  Bookcase  Rctiirn,  Model  #1032. 
■.IV  ,ilso  he  sold  as  combination  Model  #1033. 


IT    HAS    A    STAI  N  -  RE  S  I  STAN  T  FINISH. 
IN    FACT,    GIVEN    ITS    PRICE,    IT  EVEN 

KEEPS    RED  INK 

FROM    STAINING    YOUR  BUDGET. 


Like  all  the  furniture 
in  the  Sauder  line,  this  desk 
is  made  in  Archbold,  Ohio 
(pop.  3,500),  piece  by  exacting 
piece  and  ready  for  you  to 
assemble.  And  every  carton 
comes  with  a  price  tag  that 
you'll  find  very  hard  to  resist. 


Sauder  furniture  is  avail- 
able  at  retailers  everywhere. 


brochure 


and  store  locations,  just  give 


us  a  call  at  1-800-4  SAUDER 

(1-800-472-8337).  Or  visit  us  at 
www.sauder.com/bw. 


GOOD    FURNITURE    MADE  POSSIBLE 


1 ^<  Sauder  Woodworking  Co. 


SAUDER 


I® 
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BIG  MENU:  Shareware  ranges  from 
quirky  niche  products  to  alternatives 
to  the  top  office  appUcations 


Where's  the  Shareware? 


AMERICA  ONLINE 
SOFTWARE  LIBRARY 
AOL  keyword:  software 

CNET 

www.cnet.com 


FILEZ 

www.filez.com 
TUCOWS 

www.tucows.com 

WALNUT  CREEK  CD-ROM 
www.cdrom.com 
(800)  786-9907 

ZDNET  SOFTWARE  LIBRARY 
www.hotfiles.com 


A  huge  library  of  files,  supplemented  by  helpful  tips, 
community  forums,  and  moderated  online  chats. 

Link  from  here  to  Shareware.com,  which  provides  access  t 
over  200,000  shareware  files,  and  Download.com — a  big 
collection  of  reviewed  shareware  and  trial  programs  from 
major  vendors. 


Lists  over  75  million  files  and  boasts  a  stunningly  fast  seaij 
engine.  Filez  links  to  other  sites  that  store  the  files.  A  gre;1 
site  for  serious  shareware  users,  a  bit  daunting  for  others. 

A  useful  source  for  Internet-related  software;  well-organize, 
with  reviews  and  ratings  of  all  listed  programs. 

One  of  the  oldest  shareware  distributors,  and  one  of  the  fa 
still  pressing  shareware  CD-ROMs.  Useful  if  you  need 
software  for  an  older  computer. 

From  the  publisher  of  PC  Magazine;  a  large  collection  of 
professionally  reviewed  programs. 


lar  shareware  programs  right  ; 
leading  mainstream  products, 
rrowth  of  the  Net  has  led  to  d( 
eb  sites  that  specialize  in  share- 
ing  from  shareware  authors'  1 
s  to  vast  databases  such  as  S 
'.com.  If  you'i"e  not  connected  t 
you  can  usually  order  share 
du'ectly  from  a  developer,  but  you 
pay  a  premium  for  the  disk  and 
ping.  Some  shareware  is  also  ava 
on  CD-ROMs  packaged  by  soft 
distributors. 

What  if  you've  searched  the  Ne 
come  up  with  more  than  one  pn 
that  might  meet  your  needs?  No 
lem.  "Download  as  many  as  you  lik 
try  them  all,"  advises  the  ASP's  t 
(Don't  forget  to  uninstall  the  one; 
don't  want.)  You  may  need  to  i: 
some  "unzipping"  software  first- 
shareware  comes  in  compressed  aix 


some  big  coiporate  entity,"  says  Richai'd 
Hollei;  the  executive  director  of  the  As- 
sociation of  Shareware  Professionals 
(asp).  This  can  be  especially  helpful  be- 
cause many  shareware  programs  ai'e  in- 
dustry-specific: Thei'e  ai'e  progi'ams  for 
real  estate  agents,  dentists,  hotel  man- 
agers, and  accountants,  among  others. 
For  a  small  business  unlikely  to  have 
the  tech  staff  to  vvrite  custom  programs 
or  the  clout  for  discounts  on  mainstream 
software,  this  in-depth  industry  knowl- 
edge, coupled  with  accessibility,  can 
make  a  real  difference. 

Take  the  experience  of 
shareware  loyaUst  Stuart 
Levy,  a  Staten  Island 
(N.Y.)  accoimtant.  For  al- 
most eight  years  he  has 
used  Medlin  Accounting, 
shareware  written  by 
Jerry  Medlin  of  Napa, 
Calif.  The  two  are  on  a 
first-name  basis.  "I've 
had  a  good  rapport  with 
Jeny,"  Levy  says.  "He's 
made  many  improve- 
ments to  the  product 
over  the  years,  some  at 
my  behest."  Wlien  Levy 
suggested  that  Medlin 
add  a  way  to  easily  in- 
put reciUTing  entries,  the 
feature  appeared  a  few 
weeks  later.  "I've  dealt 
with  major  software  com- 
panies," says  Levy. 
"They're  courteous  and 
good  at  what  they  do.  But  it's  difficult 
to  get  them  to  add  something  specific 
when  they're  dealing  with  hundreds  of 
thousands  of  customers." 
SUPER  SUPPORT.  Of  course,  not  all 
shareware  develoi^ers  want  to  be  your 
friend.  Some  are  weekend  programmers 
with  no  time  or  talent  for  pampering 
customers.  But  it's  not  unusual  for 
shareware  authors  to  man  support  lines 
personally  or  dispense  advice  by  E-mail. 
Shareware  users  also  benefit  from  a 
wide  range  of  choices — from  quirky 
niche  products  to  altei'natives  to  the 
top  office  apjilications.  Say  you  need  a 
tiny  program  that  will  monitor  several 
E-mail  accounts  but  won't  hog  memory 
and  slow  other  progi-ams.  Instead  of  go- 


ing to  a  software  superstore,  check  out 
the  TUCOWS  shareware  archive  on  the 
Net  (table)  and  you'll  find  more  than  a 
dozen  such  programs,  ranging  from  fi'ee 
to  about  .$30.  Low  marketing  costs  allow 
shareware  developers  to  create  these 
products,  which  large  software  compa- 
nies often  avoid  because  of  slim  margins. 

Shareware  isn't  foi'  everybody, 
though,  and  it  won't  likely  meet  all  of 
your  software  needs.  As  Julia  Pickar, 
an  analyst  with  Zona  Research  in  Red- 
wood City,  Calif.,  points  out,  download- 


ing large  applications  can  be  a  frustrat- 
ing, time-consuming  process.  And  she 
advises  against  choosing  cheap  share- 
ware just  to  save  money  because  of  the 
added  risk  of  pi-oblems  with  ftmction  or 
suppoit.  Also,  some  shai-ewai'e  progi'ams 
are  released  in  "beta,"  or  test  versions 
that  may  have  serious  glitches.  Unless 
you're  particularly  computer-savvy,  it's 
safest  to  avoid  any  program  that  has 
the  letter  "b"  after  its  release  number. 

If  you're  still  game  to  try  some  shai-e- 
wai'e,  be  prepared  to  do  a  little  legwork, 
since  shai-ewai^e  developer's  r-ar-ely  mar'ket 
their  pr'ograms.  You'll  have  to  sort 
tlu'ough  pr'ograms  that  can  vary  vridely 
in  quality.  But  doing  some  r'eading  can 
help.  Most  computer'  magazines  r'eview 


to  cut  downloading  time — and  makig 
you  have  a  good  viiais-checking  pi  n 
on  your  computer.  For  an  extu 
sui'e  of  confidence,  ti'y  some  of  tin  j 
er  shareware  Web  sites,  such  as  tl 
Net  Softwar'e  Library,  which  giiain 
their  sharewar'e  to  be  vir'us-tree. 

The  bottom  fine:  If  you're  loiil.i 
an  alter'native  to  that  complicali'ii 
base  program,  or  a  utility  tli;ii 
nothing  but  print  addresses,  sliai  > 
may  be  your  best  bet.  Sometiim 
can  get  more  than  you  pay  for-. 

By  Marc  Perton  in  A'(  //I 


For  reviews  of  popular  shareware,  visit 
BWPIus!  at  www.businessweek.com  or  oi 
America  Online  at  keyword:  BWEnterprisf 
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Save  up  to  20%  at  FedEx  with 
the  American  Express®  Corporate  Card! 


Automatically 

on  our  most  popular  services. 


s 


Now  small  businesses  save 
at  FedEx  when  they  pay  with 
the  Card. 

The  American  Express  Corporate  Card  and  FedEx  have  teamed 
up  to  bring  small  businesses  valuable  savings: 

►  Save  10% 

on  all  FedEx®  delivery  services  in  the  U.S.,  except  FedEx  SameDayf 

►  Save  20% 

on  FedEx  International  Priority  "  shipments.  

Saving  is  automatic.  Just  pay  with  the  American  Express 
Corporate  Card  for  Small  Business,  and  FedEx  will  apply  the 
discount  —  there  are  no  coupons  or  codes  to  remember. 
It  couldn't  be  easier. 

If  you're  already  an  American  Express  Corporate  Cardmember, 
you  can  start  saving  at  FedEx  right  away.  If  you're  not  a 
Cardmember,  there's  never  been  a  better  time  to  become  one. 
And  let  the  Card  deliver  savings  to  your  business. 

'Savings  are  oft  the  published  rate  and  cannot  be  combined  with  any  other  discount  or  offer.  Savings  apply  to 
transportation  charges  only  on  most  services,  but  not  to  Special  Handling  Fees,  surcharges,  and  other  charges, 
including  duties  or  taxes. 


Federal  Express 


iOiMEBICOJVJ 


Small  Business 
Services 


ro  Al'l'l"!  K>K  Till  I  OKrORAII  i  AKII 


1-800-SUCCESS 


www.amcrK.i  ncxprt- 


)m/sm,illhusnu-s 


With  the  American  Express  Corporate  Card  for  Small  Business,  U)u  en|oy  Pnnlcgcd  Rjtes  savings  with  all  these  leading  companies: 

kinko's        Mobil         HILTON  //i^l^ 
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FELLMAN  HAS 
STEPPED  IN  a: 
INTERIM  C£0  I 
17  TROUBLED 
COMPANIEiS 


R 


WHEN  IT'S  TIME 

TO  CALL  A  SPECIALIST 

Turnaround  artist  Renee  Fellman  tells  how  she  brings  companies  back  to  life 


Bti sit/CSS  Is  huoming?  Don't  call  Renee 
FelbiKU).  Wlien.  the  Portland  (Ore.) 
tiirnaroii H(l  specialist  appears  on  the 
scene,  it's  nlniosl  alimijs  titne  for  dras- 
tic mmsiires.  Oner  the  past  decade,  Fell- 
man,  the  owner  of  fiifo-iin  Managenietit 
Co.,  has  stepped  in  as  ton-  MANAG 

porary  ceo  for  17  troubled   

small  and  midsize  com  panics.  She 
brought  10  of  those  back  lo  health  by 
cutting  costs  and  firing  employees  and 
sold  the  others. 

Her  latest  triumph:  the  turnaround  of 
PML  Microbiologicals,  a  fa mily-owned 
firm  in  Tualatin,  Ore.,  that  lost  $1.5 


million  on  sales  of  $15.3  million  in 
1995.  After  15  mon  ths  under  Fellman  s 
leadership,  PML  was  back  in  the  black, 
earning  $670,000  last  year  on  .mles  of 
$1S.S  million. 

In  recognition  of  that  success,  the 
EMENT     Turnaround  Management 

  A.ssw.  awarded  Fellman  its 

1997  prize  for  a  small-company  turn- 
around. Speaking  with  Staff  Editor 
Edith  Hill  Updike,  Fellman  talked 
about  her  job,  common  problems  faced 
by  troubled  .miall  companies,  and  steps 
to  restore  an  aili)ig  company  to  good 
health. 


Q:  How  did  you  get  into  this  spec 
A:  Wlien  I  was  in  my  mba  progr 
knew  I  wanted  to  do  consulting.  I 
analyzing  and  i-ecommending,  but 
alized  that  once  I  left,  a  client  cor 
might  01'  might  not  implement  m 
ommendations.  I  wanted  to  dn 
thing  where  I  could  also  impleinc 

Q:  How  do  you  usually  get  calh  i'' 
A:  Most  often,  I  am  referred  fitli 
the  special  assets  department ): 
bank — "special  assets"  is  a  euphtii 
for  troubled  company — or  by  tht?( 
pany's  attorney. 
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{)■('  most  of  i/02ir  clients  well  into 
'fisis  stage  by  the  time  you  arrive? 
Absolutely.  People  just  don't  bring 
jbody  else  in  to  run  theii-  company 
ss  they  have  serious  pi-oblems.  It's 
giving  your  child  up  foi"  adoption. 

Vhat  are  the  early  warning  signs? 
here  are  many.  A  lack  of  cun-ent  fi- 
ial  statements;  payables  and  re- 
ibles  getting  older.  Being  placed  on 
it  hold  with  vendors.  Increasing 
)laints.  High  turnover.  Constant  ftre- 
ing.  Of  course,  one  sign  all  by  itself 
n't  mean  trouble.  It's  multiple  prob- 
that  bring  companies  to  the  brink 
saster. 

How  do  you  evaluate  potential 
is? 

ask:  Is  there  a  reasonable  chance 
I  can  save  this  business?  Is  there  a 
cet  for  this  product?  Will  manage- 
; — and  this  is  key — give  me  the  au- 
ty  to  make  needed  changes? 

Yliat  are  the  first  steps?  You  have  to 
ash  flowing  to  start,  no? 
ou're  right  about  cash.  I  set  gi'ound 
!  about  vi^hat  will  be  paid.  For  ex- 
le,  in  a  company  in  which  there 
isn't  enough  money,  which  is  the 
1  case,  we  will 
absolutely  noth- 
m  past-due  bills. 
Titially,  we  go  to 
ng  for  current 
ucts  and  services 
current  cash.  To 
ease  costs,  gen- 
y   the  easiest 
?s  to  do  are  find 
iliers  who  will 
at  a  lower  cost 
negotiate  with 
ting  suppliers, 
ut  money-losing 
jcts. 


hte  of  your  ser- 
business  clients 
that  simply 
ging  billing  to 

t  cards  almost  immediately  shoii- 
receivables  by  60  days. 
^es,  the  management  had  had  a 
t  campaign  to  open  accounts  for 
/one.  It  just  killed  theii-  cash  flow.  I 
erted  as  many  people  as  possible 
lying  by  credit  card.  For  most  of 
tustomers,  it  was  easier. 


Q:  Who  decides  your  exit  strategy? 
A:  I  do  everything  I  can  not  to  leave 
until  I  feel  that  the  company  is  on  a 
secure  enough  course  that  it  will  sur- 
vive. Absolutely,  positively,  once  the 
new  CEO  is  on  site,  I  am  not.  You  can't 
have  two  captains  on  the  same  ship. 
But  in  one  situation,  it  took  thi-ee  tries. 
It's  hard  to  find  the  right  person  for  a 
troubled  company,  especially  the  small- 
er ones. 

Q:  When  do  you  sell  vs.  rescue? 
A:  A  key  issue  is  whether  or  not  the 
[present]  management  can  manage  the 
business.  If  not,  can  somebody  else  be 
brought  in  to  nm  it?  Once  a  comj^any  is 
financially  distressed,  it's  veiy  difficult  to 
compete.  So  if  it's  in  a  rapidly  changing 
industry  where  there's  a  lot  of  consoli- 
dation, finding  a  strategic  buyer  would 
be  the  ideal  solution. 

Q:  What's  the  personal  feeling  when 
you're  done? 

A:  It's  almost  worse  than  being  a  par- 
ent. As  a  parent,  I  felt  my  job  was  to 
raise  my  sons  to  be  independent,  and 
it's  wonderful  because  even  though 
they're  now  independent  adults,  I  still 
have  contact.  When  I  leave  a  company,  I 
don't  feel  I  can  have  contact  anymore 
and  PML  is  probably 
the  best  example.  I 
just  loved  the  people 
there.    But    we  all 
know  each  other  so 
well,  that   I   feel  I 
might  unintentionally, 
by  raising  an  eyebrow, 
somehow  interfere 
with  what  [the  new 
ceo]  is  trying  to  do. 
So  it's  a  real  loss.  I 
have  many  cUents  who 
think  I  did  a  great  job 
who  would  just  as 
soon  never  hear  from 
me  again. 

and  service  when... they  should  not  ?=  >- 

^  tween  jobs? 

A:  My  clients  have 

enchanted,  when  they  discover  they  are 
expected  to  have  a  higher  level  of  per- 
foiTnance.  Often,  those  people  don't  sui"- 
vive  the  turnaround.  I  have  very  little 
tolerance  for  incompetence  and  ab- 
solutely none  for  insubordination. 


service,  when,  in  fact,  they  should  not. 

Most  of  the  companies  I've  been  in- 
volved with  have  not  established  ac- 
countability within  the  company,  and 
that's  the  major  problem.  I'm  talking 
about  people  knowing  what  the  compa- 
ny's goals  are,  what  their  jobs  are — 
specifically,  who's  responsible  for  what, 
what  the  financial  and  operational  tar- 
gets are,  and  holding  people  account- 
able for  achieving  those  results. 

Q:  A  turnarouiui  usually  requires  some 
housecleaning.  Presumably,  you  can't 
fire  the  owner 

A:  I  am  careful  to  teach  my  clients 
about  what  it  takes  to  make  a  business 
run  smoothly  and  prosper.  Nonetheless, 
it's  difficult  for  people  who  have  been 
running  their  own  companies  to  step 
back,  [pml's]  Ron  Torland  understood 
that  it  was  time  to  bring  in  an  experi- 
enced, professionally  trained  manager. 
The  rest  of  his  family,  however,  took 
months  to  persuade. 

Q:  How  do  staff  typically  react? 
A:  Initially,  everyone  is  thiilled,  because 
they  are  aware  that  there  are  prob- 
lems. However,  as  time  goes  on,  those — 
whatever  their  position — who  are  poor 
performers  become,  shall  we  say,  dis- 


Whodunit?  There  are 
two  primary  reasons 
that  companies  get  into 
trouble.  One  is  poor 
management.  The  other  is 
careless  creditors  [who]  continue 
to  lend  money  or  provide  products 


ant  most  business  failure  really  be 
at  the  feet  of  management? 
here  are  two  primary  reasons  that 
»anies  get  into  trouble.  One  is  poor 
igement.  The  other  is  careless 
tors.  Creditors  foolishly  continue 
nd  money  or  provide  products  and 


Q:  Your  clients  praise  the  quality  of 
your  recruits.  How  do  you  find  people? 
A:  I  have  a  massive  database.  I  have 
used  my  contacts,  newspaper  ads,  and 
an  executive  search  firm.  I  really  try 
to  keep  the  people  who  are  in  the 
company.  But  often  that  just  doesn't 
work.  Often,  the  really  good  people 
have  left. 


trouble  believing  this,  but  I  am  eveiy 
bit  as  good  at  relaxing  as  I  am  at  turn- 
arounds. I  love  to  entertain.  I  love  to 
travel.  After  my  last  project,  I  went  to 
Italy  for  three  weeks. 


Q:  Any  new  goals  for  yourself  now? 
A:  I  am  already  on  the  board  of  direc- 
tors of  one  healthy  company,  and  I'd 
love  to  do  more  of  that.  I'd  hke  to  prac- 
tice some  preventive  medicine  so  that 
companies  can  avoid  the  kinds  of  situa- 
tions I've  had  to  clean  up. 

Join  Fellman  for  a  chat  on  Feb.  23  at  8  p.m. 
EST.  Go  to  AOL  Keyword:  business  dinner. 
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Government 


BULLIED  BY  BIG  BROTHER? 
NOW  YOU'VE  GOT  AN  ALLY 

A  place  to  complain  about  unfair  treatment  by  regulators 


When  Charles  A.  Garber's  scientific 
research  and  matenals  company 
faced  fines  of  $8,000  for  possible 
violations  of  Department  of  Transporta- 
tion niles  on  sliipping  hazardous  materi- 
als, he  did  the  expected:  hii'ed  a  lawyer 
and  argued  to  the  dot  that  he  was  ex- 
empt. At  the  same  time,  though,  Gar- 
ber.  owner  of  Stinctui-e  Probe  Inc.  in 
West  Chester,  Pa.,  complained  to  the 
Small  Business  Administration's  brand- 
new  Regulatoiy  Fairness  Pi-ogi-am,  Reg- 
faii'.  Its  ombudsman  contacted  the  DOT  to 
get  the  facts.  Soon — after  Gai-ber  agTeed 
to  change  liis  procediu'es — the  fines  were 
dropped.  Did  the  inquiry  help?  Tlie  dot 
says  no;  the  ombudsman  says 
probably;  and  Garber  says  ab- 
solutely. In  any  case,  he's  glad 
he  got  to  vent  his  spleen  and 
help  the  j^rogram  build  a  record 
on  the  department's  ti'eatment  of 
small  business. 

If  you'd  like  to  call  your  own 
bureaucratic  nemesis  to  account, 
Regfair  might  be  just  the  ticket. 
The  progTam  was  bom  about  a 
year  ago,  after  the  Small  Busi- 
ness Regulatory  Enforcement 
Fairness  Act  of  1996  directed 
the  SBA  to  create  a  regulatory 
fairness  ombudsman,  as  well  as 
10  regional  fanness  boards  made 
up  of  small-business  owners. 


ment  reached  with  his  predecessor, 
cording  to  Diaz,  the  agent  was  so  ai 
about  her  testimony  before  a  regi 
fairness  board  that  he  threatenei 
seize  her  business.  She  complaine 
IRS  higher-ups,  who  ultimately  put 
other  agent  on  the  case.  (The  irs 
elined  to  comment.) 
m  Joyce  Chen  Inc.,  a  23-empl( 
kitchen  products  company,  said  it 
caught  in  a  turf  conflict  between 
Environmental  Protection  Agency 
the  Food  &  Drug  Administration, 
company's  lawyer,  Michael  Moiizio, 
Joyce  Chen's  antibacterial  cutting  b 
won  FDA  approval — but  then  was 
dered  by  the  epa  to  halt  productior 
cause  of  a  question  about  the  labelui 
a  pesticide  used  in  the  board.  A_ 
months  of  negotiations,  the  comj 
has  reached  an  agreement  and  st^ 
paying  off  $82,500  in  fines.  ! 

The  SBA  didn't  help  I'esolve  these 
es.  Indeed,  Barca  says  it's  not  his  j( 
intervene  in  specific  enforcement 
tions.  So  why  complain  to  an  office 
can  jawbone  but  has  no  teeth?  Bee; 
backers  say,  Barca  can  alert  Congr* 
the  same  agency  comes  up  repeat 
"No  agency  wants  to  be  recognize 
the  worst  small-business  agency  in 
Their  job  is  to  investigate  complaints  ernment  today,"  he  says.  (So  far 
and,  more  generally,  to  tell  Congress  irs  and  the  epa  lead  the  unpopul 
whether  agencies  are  paying  attention  contest.)  Barca  is  imder  pressure  t' 
to  how  their  rales  affect  the  little  guy.     tougher  by  some  on  Capitol  Hil 

Ombudsman  Peter  Barca  and  his    eluding  Senator  Christopher  S. 
boards  have  devised  an  appraisal  foiTn    (R-Mo.),  chaiiTnan  of  the  Senate 
business  owners  can  file — anonymously.     Business  Committee,  who  wrottt 
if  they  wish — about  either    REGULATION     F^^gf^ii"        Bond  wantit 
enforcement  actions  or  spe-    finger-pointing  to  be  « 


cific  regulators.  In  the  past  year,  they've 
heard  cases  such  as  these: 
m  Albuquerque  restaio'atem'  Kathy  Diaz 
claimed  an  Internal  Revenue  Service 
agent  subjected  her  to  a  "five-yeai-  reigTi 
of  terror"  that  began  when  the  agent 
sci'a])ped  a  back-taxes  payment  agree- 


THE  COMPLAINT  BOX 


Got  a  gripe  with  the  feds?  Speak  up  if  you 
think  you've  been  treated  unfairly 

•  WHO'S  IN  CHARGE?  The  Small  Business  Administra- 
tion has  created  a  new  position  of  ombudsman  who  oversees  10 
regional  fairness  boards  made  up  of  small-busmess  owners. 
Former  Congressman  Peter  Barca  hojds  the  post  

•  WHY  COMPLAIN?  The  ombudsman  and  boards  take 
compiamts,  check  them  out,  and  report  to  Congress  on  how  reg- 
ulators treat  small  busmess.  The  investigation  might  spur  an 
agency  to  act,  and  the  attention  could  forestall  future  problems. 

•  HOW  DO  YOU  FILE?  Call  888-REG-FAIR,  or  surf  to 
www.sba.gov/regfair  on  the  Web. 


specific  and  aggi-essive. 

Members  of  regional  fairness  bcP 
meanwhile,  urge  complainers  to  iSs 
their  pain.  "We  have  an  opportunic 
really  refine  the  regulatory  pi'ocs 
says  inid- Atlantic  board  membei-  S ; 
Marcell,  owner  of  Prima  Facie  I 
telemarketing  research 
ny  in  King  of  Prussia,  1 '; 
calls  the  first  year  a  "bu  l! 
time."  Now,  he  says,  the  li^ 
are  ready  to  roll,  and  inter 
picking  up.  Some  20  new 
plaints  were  filed  in  tli; 
four  weeks  (33  came  in  ili' 
the  previous  year)  and  lia . 
asking  for  more  staff  to  kej 
with  the  calls. 

So  if  you  want  to  t:i 
Washington,  here's  a  phiii 
It  can't  hurt;  it  might  jli^t  i 
But  as  Garber,  Diaz,  or  M 
would  tell  you,  don't  fiic 
lawyei'  just  yet. 

By  Linda  Stern  in  Wa>li 
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ntroducing  a  new  concept  to  doing  business:  Doing  business. 


Our  best  time  saving 

software  for 
your  small  business. 

You  didn't  start  a  small  business 
have  your  time  eaten  up  organizing 


you  with  your  contacts'  names, 
addresses,  phone  numbers,  the 
last  orders  placed,  your  clients' 
style  of  stationery  and  favorite 
venue  for  a  quick  power  lunch. 


just  a  click  of  a  button,  you  can  send 
single  or  multiple  faxes  to  colleagues, 
customers  or  prospects.  No  more 
hours  printing,  wasting  time  at  the  fax 
machine  or  wrestling  with  paper  jams. 


"We  give  you  time  to  do  more  business." 


d  performing  senseless  office 
ores.  You  need  time  to  actually 
'  more  business.  And  here  are 
3  tools  that  will  help  you. 

ACT!  now. 
ACT! '  helps  you  make  better  use 
your  time  by  putting  key  pieces 
customer  information  in  your 
nds  at  all  times.  ACTi  provides 


WinFax  PRO. 

After  you  have  obtained  this 
information  from  ACT!  and  created  a 
brilliant  proposal 


-BBBsnr 


mm 


you  can  save 
even  more 
time  by  faxing 
directly  from 


Wl  |iut  you  the  lime  to  do  more  business. 


your  computer  with  WinFax  PRO .  With 


A  great  combination. 

ACTi  and  WinFax  work  together 
seamlessly  as  your  business  grows 
and  increasing  demands  are  made 
on  your  time.  Test  them  out  now 
on  our  free  CD-ROM  in  your  own 
working  environment  for  30  days. 
Call  for  your  copy  at  1  -800-835-6222, 
ext.  9NA19,  It's  about  time. 


SYMANTEC. 


www.symantec.com 


CD  available  in  PC  format  only.  Symantec  and  the  Symantec  logo  are  registered  trademarks  and  ACT!  and  WinFax  PRO  are  trademarks  of  Symantec  Corporation. 
In  Canada,  call  1-800-365-8641  In  Australia,  call  02-9850-1000.  In  Europe,  call  31-71-535-3111.  ©1997  Symantec  Corporation.  All  rigtits  reserved. 
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When  suppliers 
schmooze  with 
Kuit  Ivi'empa  of 
Olson  &  Terzian 
P.  C.  an  engineering  design 
fimn  in  Buffalo,  it's  usually 
over  lunch.  Occasionally  it'll 
be  during  dinner  or  golf. 
But  two  years  ago,  he  was 
entertained  as  never  before. 

Deborah  Naybor,  owner  of 
a  land-survejing  company, 
taught  Ki'erapa  and  his  fami- 
ly to  scuba  dive.  He  was  es- 
pecially impressed  at  how 
Naybor  talked  his  claustro- 
phobic cousin  thi'ough  her 
fear  of  mui'ky  Lake  Erie. 
"We  now  have  a 
personal  relation- 
ship, "  Krempa  says. 
"That  takes  much 
longer  to  develop 
thi'ough  lunches." 

Introducing  "DOs- 
style  business  enter- 
taining: It's  more 
creative  and  varied 
than  ever.  Impress- 
ing chents  can  be  as 
simple  as  a  family 
dinner  at  home  or 
as  elaborate  as  a 
cruise  with  a  jazz 
band.  Such  events 
are  as  tax  de- 
ductible as  any  oth- 
er business  enter- 
tainment: generally 
50%  to  80%,  minus 
the  cost  of  nonbusi- 
ness-related  guests, 
such  as  spouses. 

The  shift  is  due  in 
pait  to  new  demo- 
gi"aphics.  Women  and  Gen- 
Xei-s  are  less  likely  to  enjoy 
pastimes  such  as  golf,  steak 
dinners,  or.  at  the  extreme, 
strip  joints.  It  also  reflects  a 
new  national  focus  on  health 
and  family.  "Entertaining  has 
become  more  a  marketing 
tool  and  less  a  perk,"  says 
John  Cebrowsld.  a  marketing 
professor  at  Pace  Universi- 
ty's Worid  Trade  Institute. 

Developing  pei'- 
sonal  relationships  is 
particularly  impor- 
tant for  small  busi- 
nesses. "I  am  the 
business."  says  Don- 
na Hegdahl.  a  mar- 
keting consultant  in 
Dallas  who  has  tak- 
en clients  to  yoga 


DOWNTIME 


Not  Necessarily 
Out  to  Lunch 

ENTERTAINING  CLIENTS  IN  THE  '90s  IS  LESS 
PRFOiCTSBI  E  8ND  MORE  PERSONAL 


OM  WORK:  Donna  Hegdahl  (L)  took  cUeni  JuJie  Addicott  to  yoga  clat 


class.  "I  try  to  be  a  re- 
source to  their  whole  life." 

Obsen-ers  say  these  new 
styles  stem  partly  from  how 
women  work.  "One  thing 
they  do  more  than  men  is 
network  chents."  says  Edith 
Weiner.  co-author  of  Office 
Biology,  a  book  on  work- 
place trends.  Susan  Staut- 
berg.  whose  New  York- 
based  PartnerCom  helps 

GEN-X  EFFECT: 

The  shift  is  due 
in  part  to  new 
demographics 


companies  form  advisoiy 
boards,  invites  associates, 
mostly  women,  to  her  home 
periodically  to  meet  a  fea- 
tiu'ed  guest,  such  as  a  fash- 
ion designer  or  a  politician. 

Group  recreation  can  do 
double  duty,  depending  on 
the  guest  Ust.  Outings  that 
include  spouses  and  children 
can  help  develop  deeper  re- 
lationships with  clients.  And 
bringing  prospects  along  to 
mingle  with  established  cus- 
tomers gives  them  a  chance 
to  leam  fii'sthand  about  the 
host's  business. 

Not  that  old-style  enter- 
taining is  dead.  Women  are 
taking  up  golf  and  cigars; 
martinis  are  making  a  come- 
back. But  people  are  no 


longer  limited  to  the  ol( 
standards.  For  some,  ei 
ing  in  athletic  activities 
beats  watching  them  ft- 
skybox.  In  Denver,  sma 
companies  often  take  cl 
rock  climbing  or  skiing, 
Don  Price,  marketing  g 
at  the  local  Small  Busir 
Development  Center. 

New-style  entertainir 
can  have  hidden  benefiti 
WTien  consultant  Hegdf 
took  Juhe  Addicott,  a  n 
keting  manager  at  gte 
munications  Corp.,  to  b 
yoga  class,  the  pair  saic 
they  felt  so  relaxed  the 
were  more  pro( 
tive  brainstorm 
aftenvai'd.  Art 
Kosatka,  an  aii* 
seciuity  consult 
and  amateui'  pi 
the  WashJngtor 
area,  takes  cUe: 
fl\ing.  "The  sp( 
ular  scenery  ov 
D.  C.  makes  qu 
impression,"  he 
notes.  "Then  w 
have  a  bm'ger  ; 
aiq^ort  in  the  s 
No  distractions 
we  can  talk  fre 
ART  CIRCUIT.  ]\ 
people  appreci; 
^  activities  that 
g  value,  either  p 
sonal  or  profes 
al,  to  the  fun. 
Yeager,  a  law  j 
ner  in  Washing 
took  a  busines: 
sociate  who  w; 
furbishing  a  house  to  i 
tiques  show.  Others  sa 
clients  enjoy  museum 
hibits  and  art  lectures 
Inviting  chents  and  th 
employees  to  do  chant 
work  can  create  a  spe( 
bond,  too.  "Doing  a  clc 
or  food  drive  gives  mj 
a  chance  to  meet  their 
when  they  go  pick  up 
goods,"  says  the  land-s 
veyor  Naybor. 

So  think  out  of  the  1 
the  skybox.  that  is.  By 
building  relationships  \ 
personal  touch,  busines 
owTiers  can  enrich  ther 
selves  in  more  ways  tl 
one. 

By  Edith  Hill  I 
in  Nei 
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THIS  COLIAR  GOES 
TO  FILEMAKER  PRO. 

he  Town  of  Poughkeepsie  Police  Department  uses  FileMaker  Pro  to 
organize  their  entire  operation.  So  they  can  nab  more  bad  guys. 


Town  of  Poughkeepsie  Police  Department  once  used  two 
epads  and  a  ballpoint  pen  to  track  cases.  Though  this  is  a 
imon  system,  it  leaves  a  lot  of  holes.  So  with  no  formal 
ware  training  at  all, 
ective  David  Lundgren 
;tered  a  new  and  better 
'.  He  rounded  up  some 
g-seizure  money,  picked  up  a 
y  of  FileMaker'  Pro  software, 
quietly  revolutionized  his 
artment's  operations. 

LIONS  OF  FANATIC  USERS 

if  you  think  the  Town  of 
ighkeepsie  PD  is  an  isolated 
D,  your  evidence  must  have 
n  tampered  with.  Truth  is, 
ions  of  zealous  users  in 
anizations  of  all  shapes  and 
s  manage  their  data  with 
Maker  Pro.  It  brings  new 
)rmation  to  light,  you  can 
tomize  it  to  the  way  you 
"k,  and  it's  easy  to  use. 
lorting  spreadsheet  data  is  as 
pie  as  dragging  and  dropping. 

NAGING  INFORMATION 
KSNAP 

i  ask  Detective  Lundgren: 
sterday  we  brought  in  a 
pect  for  a  string  of  residential 
glaries.  The  detective  did  a 
ck  find  on  his  laptop: 
rgiaries  in  Zone  2  since 
;ust.'  The  suspect  confessed 
ive  of  them.  And  there's  no  way 
would  have  if  we  hadn't  had 
•Maker  Pro." 


USE  INFORMATION  IN  WAYS  YOU  NEVER  THOUGHT  POSSIBLE 

FileMaker  Pro  can  show  you  information  you  didn't  even  know 
you  had.  And  its  extensive  sorting  and  reporting  capabilities  let 

you  view  that  data  however  you 
like,  creating  everything  from 
simple  mailing  labels  to  a 
complex  inventory  system. 
Spreadsheets  just  can't  do  that. 
What's  more,  anyone  can  use  it. 
"I  have  guys  working  for  me  who 
can  erase  a  hard  drive  just  by 
looking  at  it,"  said  Lundgren, "but 
every  one  of  them  gets  the  job 
done  with  FileMaker  Pro." 

To  get  the  full  story  on  how 
FileMaker  Pro  has  simplified 
ife  for  the  Town  of 
Poughkeepsie  PD  and  other 
organizations,  visit  us  at 
www.filemaker.com/bwe.  Or 
visit  your  local  reseller  so  you 
can  start  using  FileMaker  Pro 
right  now. 
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desktop  to  the  web 
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Care  to  see 
that  again? 

Considering  hov. 
time-consuminc 
cross-media  publi: 
can  be,  you  may  n 
believe  the  speed 
Adobe  PageMakei 
Software.  Fast.eas 
ntuitive.  From  pa 
HTML.  To  Acrobat 
To  CD.  it  runs  acre 
media  iil<e  a  pupp 
across  a  playgrour 
End  result,  you 
fetch  more  results 
contracts,  profits. 
So  go  ahead.  Blov 
your  dog  whistle 
and  call  us  today . 
1-800-422-3623 
www.  adobe. CO' 


Adobe 


©  1998  AOo&e  Syslems  incorpora 
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•ORTAL  COMBAT 
iOMES  TO  THE  NET 

ly  all  those  online  heavy-hitters  want  to  be  your  doorman 


■  icrosoft  Corp.'s  10  Web  sites  are 
|fl  among  the  biggest  cli-aws  on  the 

■B  Internet,  visited  by  a  third  of 

■  ■all  U.S.  Web  surfers.  Yet  it's 
not  enough.  So  the  software  giant  is 

pping  up  a  super  Web  site  that  will 
wcase  all  its  online  properties,  from 
/el  to  car-buying  to  news,  and  in- 
le  services  such  as  fi-ee  E-mail  and  a 

■  ch  engine  to  explore  the  rest  of  the 
b.  The  new  site,  which  could  be 
iy  as  early  as  this  summer,  will  be 
3d  "Microsoft  Stait" — a  telling  name, 
;e  the  software  maker  is  hoping  all 
■ie  goodies  will  persuade  cybeniauts 
nake  it  their  first  stop  on  the  Net. 


It's  home  sweet  home  page.  And  Mi- 
crosoft isn't  the  only  business  tiying  to 
create  the  best  one.  Yahoo!,  cnet's 
Snap!  Online,  Excite,  Netscape,  and  hah" 
a  dozen  others  are  making  bids  to  be- 
come the  launchpad  to  the  rest  of  the 
Net.  They  ai'e  jamming  their  Web  sites 
chock-full  of  free  services — chat,  cus- 
tomized news  pages,  entertainment  list- 
ings, even  personal  finance  advice — hop- 
ing Netizens  will  visit  them  ftrst  to  get 
most  of  the  stuff  they  need. 

The  theoiy:  If  a  Web  site  becomes  a 
major  gateway  to  the  Net,  or  "portal," 
it  will  boast  traffic  ft-om  a  big  chunk  of 
the  55  million  Web  surfers.  That  could 


draw  advertising  dollars,  online  shop- 
pers, and  lucrative  sponsorship  deals, 
transforming  money-losing  sites  into 
cash  machines.  The  prize  is  huge:  Ad- 
vertising on  the  Net  is  expected  to  hit 
$7.7  billion  by  2002,  up  from  $940  million 
in  1997,  and  E-commerce  could  balloon 
to  $37.5  billion,  up  fi-om  $2.6  biUion  last 
year,  according  to  market  researcher 
Jupiter  Communications  Co.  "It's  hard 
to  find  any  of  the  major  sites  that  aren't 
seeking  to  be  the  start  site,"  says  Lau- 
ra Jennings,  vice-president  at  Microsoft 
Network,  the  No.  2  online  service. 

The  idea  of  portals  marks  the  latest 
twist  in  the  Web's  evolution.  A  year 
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ago,  search-engine  sites  such  as  Yahoo! 
and  Lycos  feared  they  would  become 
commodities.  So  they  began  touting 
themselves  as  newfangled  "networks" 
that — much  as  in  the  TV  world — would 
act  as  channels  fimneling  programs,  in- 
formation, and  news  to  subscribers. 
Now,  they  and  other  ambitious  Web- 
site opei'ators  are  taking  it  further,  at- 
tempting to  become  one-stop,  full-sei-vice 
sites. 

And  none  is  more  successful  at  it  to- 
day than  America  Online  Inc.  aol  is 
the  No.  1  dooi-way  to  the  Net,  with  its 
11  million  subscribers  accounting  for  a 
hefty  39'/t>  of  Web  traffic,  according  to 
Media  Metrix-The  PC  Meter  Co.  aol's 
oodles  of  content,  shopping,  chat,  and 
E-mail  have  drawn  hordes  to  the  pro- 
prietaiy  online  sei-vice.  Now  AOL  is  beef- 
ing up  its  Web  site,  aol. com,  to  ward 


cite  Inc.,  Yahoo!  Inc.,  and  others  are 
piling  on  services  that  are  being 
matched  almost  instantly  by  rivals.  Last 
October,  for  example,  Excite  paid  $35 
million  in  stock  for  Netbot  Inc.,  which 
developed  an  online  shopping  technology 
that  helps  find  products  across  a  welter 
of  Web  merchants.  But  before  Excite 
could  launch  the  shopping  service  on 
Nov.  26,  Yahoo!  trumped  it  by  unveiling 
a  similar  comparison-shopping  feature 
through  a  licensing  deal  with  Junglee 
Corp.  of  Sunnyvale,  Calif. 

The  latest  must-add  feature:  online 
communities.  These  let  Web  surfers 
homestead  by  setting  up  their  own 
pages  ai'oimd  common  interests.  "Neigh- 
bors" chat  online  and  exchange  infor- 
mation on  topics  ranging  from  South- 
ern living  to  Broadway.  Yahoo!  kicked 
that  off  in  January  by  taking  a  $5  mil- 


vice-president  of  business  operations  ; 
Yahoo! 

It's  also  getting  more  expensive  I 
the  day.  Take  Yahoo!,  which  licensed 
search  service  two  years  ago  and  d 
veloped  features  in-house  before  bu 
ing  additional  ones  in  the  past  year — 
a  total  cost  of  $205.5  million.  To  i-ecrea 
that  same  sei"vice  from  the  ground  i 
today  would  cost  between  $500  milli( 
and  $1  billion,  analysts  say.  "The  sep 
ration  between  the  haves  and  the  hav 
nots  will  begin  in  earnest  in  1998,"  sa; 
analyst  Mary  G.  Meeker  of  Morgj 
Stanley,  Dean  Witter,  Discover  &  Co. 
BULKING  UP.  So,  too,  will  the  pace  of  a 
quisitions,  as  the  "haves"  bulk  up  wi 
extra  features  and  make  a  grab  for  su 
scribers,  figuring  they  don't  have  mu 
time  left  to  get  established.  One  likt 
buyout   candidate,   say  analysts, 
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;  E-mail,  news,  and  cfiat 

46% 

41% 

YAHOO! 
SITES 

A  top  Web  brand  that's  setting  the  pace  for  new  features — such  as  free  E-mail,  chat, 
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;  investment  information 

24 

30 

WALT  DISNEY 
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:  Tops  in  technology  news  and  software  sites,  it's  now  branching  out  by  licensing  its  Snap! 
!  service,  a  collection  of  content  with  search  and  chat 
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off  the  portal  wannabes.  Its  site  offers 
features  once  only  available  on  the  on- 
line sei'vice,  such  as  instant  messag- 
ing— a  real-time  E-mail  exchange  much 
like  chat— and  NetMail,  which  lets  aol 
users  check  E-mail  from  the  Web  with- 
out having  to  use  the  adl  service. 
PILING  ON.  So  far,  it's  paying  off.  aol's 
revenue  from  advertising,  goods,  and 
sei-viccs  .sold  electronically  rose  to  $108.8 
million  in  the  December  quarter,  up  87% 
fr-om  a  year  ago.  But  AOL  is  facing 
stiffei'  competition.  CNET  Inc.,  for  ex- 
ample, is  muscling  in  by  licensing 
Snap! — a  collection  of  Web  content  cre- 
ated by  other's — to  such  biggies  as 
Toshiba,  ctk,  and  Compaq  ('omputer 
"Our  bet  "  says  Halsey  M.  Minor-,  chief 
executivf  at  CNKT,  "is  that  everybody 
combined  will  be  able  to  generate  mor-e 
customers  than  aol." 

But  fii'st,  CN'F.T  and  the  other-s  must 
outdo  the  online  giant — a  task  that's 
triggering  an  all-out  featur-es  war.  Ex- 


lion  minority  stake  in  GeoCities,  a  pri- 
vately owned  Santa  Monica  (Calif.)  on- 
line community  that  was  ranked  the 
seventh  most  popular  site,  according  to 
RelevantKnowledge  Inc.  Lycos  Inc.  fol- 
lowed by  acquir-ing  Tripod  Inc.  on  Feb. 
8  for-  $58  million  in  stock.  The  Web  com- 
munity for  twentysomethings  boasts  1 
million  member-s.  Now,  AoL  says  it's  con- 
sider-ing  a  similar-  service.  "Tliis  space  is 
very  unfor-giving  because  yom-  competi- 
tion is  one  click  away,"  says  Jeff  Mallett, 


They're  filling  their 
sites  with  freebies 
to  make  them  a 
surfer's  first  stop 


Mirabilis  Ltd.,  an  Isr-aeli  startup  tl 
has  developed  r'eal-time  chat  now  u 
by  4  million  people.  Also  attract! 
WhoWhere?  Inc.,  a  Mountain  Vi 
(C'alif.)  company  that  pr-ovides  free 
mail  and  was  the  15th  most  popular  i 
in  Januiuy.  Experts  also  bet  iVillage 
vrill  be  snapped  up  soon.  The  New  Y( 
based  company,  wliich  owns  the  popi 
Par-entsoup  site,  is  one  of  the  top 
communities,  with  2  million  mont 
user-s,  offering  information  tar-geted 
women  on  finance,  par-enting,  and  wi 
Co-founder  Candice  Carpenter  says  i 
lage  has  been  appr-oached  by  media  o 
panies,  though  she  won't  name  th 
"We've  had  inquiries,  and  it's  speec 
up,"  she  says.  "This  is  in  the  am" 

So  who  will  be  standing  when 
por-tal  combat  is  over-?  Experts 
ther*e  will  be  four  major  doorways 
the  Net,  maybe  six — including  AOL, 
hoo!,  and  Micr-osoft,  which  are  sit 
pretty  with  the  most  traffic  and 
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low  Earthgrains  brought  millions  in  savings  to  the  table. 

'he  Earthgrains  Company  sells  wholesale  baked  goods  with  a  shelf  life  of  four  days, 
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)  increase  efficiency  and  buy  inventory  more  in  line 

ith  their  actual  needs  —  and  saves  them  millions 

f  dollars  per  year.  To  find  out  what  R/3 
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ww.sap.com  or  call 
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deepest  pockets.  Experts  say  Excite 
and  media  companies  such  as  Time 
Warner  or  Disney — which  is  starting  to 
put  its  gateway  pieces  together — will 
duke  it  out  for  the  other  spots. 

The  smaller  players,  such  as  Lycos, 
wMch  had  18  million  daily  page  views  in 
the  latest  quarter,  and  Infoseek,  with 
12.5  million,  need  to  partner  up.  says 
analyst  Alan  M.  Braveitnan  of  Credit 


Suisse  Fii-st  Boston.  Tliat's  because  their 
numbers — and  ability  to  attract  adver- 
tisers— are  dwarfed  by  the  65  million 
page  views  and  the  breadth  of  the  ser- 
vices Yahoo!  is  putting  together  Info- 
seek  executives  decline  comment  about 
a  partnership,  saving  they  are  in  a  qui- 
et peiiod  after  a  secondaiT  stock  offer- 
ing. Lycos,  which  turned  profitable  in 
the  October  quaiter,  says  paitners  have 


indicated  interest  in  the  startup.  Bi 
says  CEO  Robert  J.  Davis,  "we're  cor 
pletely  committed  to  growing  as  an  i 
dependent  company" 

The  way  the  competition  is  shapii 
up,  even  smaU  fiy  can  leverage  the  su 
cess  of  the  biggies  to  draw  a  crowd. 

By  Heather  Green  in  New  York  ai 
Linda  Himelstein  in  Saw  Francisc 
with  Paid  C.  Judge  in  Boston 


THE  WONDERFUL  WORLD  OF  DISNEY.COM 


No  one  loves  brand  names  more 
than  Michael  D.  Eisner. 
Whether  it's  the  Beauty  and  the 
Beast  Broadway  show  that  kids 
drag  their  parents  to  or  the  new 
ESPN  store  that  lures  sports  nuts  to 
a  shopping  mall  in  Glendale,  Cahf., 
the  Disney  chairman  has  long 
preached  that  the  best  way  to  draw 
a  crowd  is  to  give  them  something 
they'll  recognize  in  a  crowd.  It 
should  be  the  same  on  the  Internet. 

Certainly,  that's  the  mantra  at 
Walt  Disney  Co.'s  onhne  unit,  Buena 
Vista  Internet  Senices. 
As  Web  usage,  advei-- 
tising,  and  E-commerce 
catch  on,  so  too  has 
Disney's  interest  in 
car\ing  out  a  piece  of 
the  Internet  pie.  In- 
deed, the  company  has 
been  in  talks  to  buy  the 
remaining  two-thirds  it 
doesn't  already  owti  of 
Web-site  owmer  and  de- 
signer Stanvave  Coi-p., 
say  insiders.  Starwave, 
which  operates  the  pop- 
ular ESPN  SportsZone 
and  Mr.  Showbiz  sites, 
would  give  Disney  a 
key  property  that 
would  help  tie  together 
a  collection  of  two  dozen 
sites  aiined  at  doing  what  Disney 
does  best — entertaimnent. 
PUSHING  POOH  GRAMS.  No  major  me- 
dia company  is  more  aggi'essively 
pushing  to  cash  in  on  the  Web  than 
Disney,  whose  online  expenditm-es 
were  an  estimated  $150  million  in  the 
last  yeai*  alone.  As  many  as  25%  of 
Netizens  \isit  at  least  one  of  the  Dis- 
ney sites  each  month,  whether  to 
send  "Pooh  gi-ams"  or  to  "own"  one 
of  the  100,000  or  so  football,  basket- 
ball, or  basebaO  teams  that  compete 
in  ESPN  SportsZone's  fantasy  leagues. 


Disney  has  the  combination  of 
technical  savvy,  brand  name,  and 
deep  pockets  it  takes  to  compete. 
Working  out  of  a  six-floor  office 
building  in  North  Hollwood,  many 
of  its  300  artists,  waiters,  and  pro- 
gi'ammers  create  as  much  new  Web 
content  as  any  company  in  the  indus- 
try. To  get  the  technical  expertise  it 
lacked,  Disney  plunked  dowm  an  esti- 
mated .$80  milUon  last  April  for  one- 
thu'd  of  Stai-wave,  which  was 
launched  by  Microsoft  Coi-p.  co- 
fotmder  Paul  Allen.  "They're  aggi^es- 


WINEBAUM:  The  winners  "'are  those  who  create  coritent 


sive,  and  they  have  a  lot  of  re- 
som'ces,"  says  Scott  Webb,  senior 
vice-president  of  Viacom  Inc.'s  Nick- 
elodeon Media  Works. 

Disney  is  pulling  all  its  strings  to 
make  a  profit  on  its  money-losing 
Net  operations.  It  generates 
healthy  distribution  fees  fi'om  Ameri- 
ca Onhne  Inc.,  which  featmes  its 
ABcnews.com  site.  Its  sites  take  in 
an  estimated  $25  milhon  a  year  in  ad 
revenues.  And  w^vnv.Disney.com  sells 
some  .$8  milhon  in  trinkets.  The  com- 
pany also  boasts  an  estimated  70,000 


members  at  $5.95  a  month  to  its  10- 
month  old  Disney's  Daily  Blast  ser- 
vice for  kids. 

Can  Disney's  Web  sites  keep  the 
rivals  at  bay?  The  kiddie  sites  have 
heavy  competition  fi'om  the  likes  of 
AOL,  Warner  Brothers  and  Nick- 
elodeon. Disney's  ABCnews.com  is 
No.  4  in  news.  And  even  espn, 
which  handily  leads  all  sports  sites, 
faces  mounting  competition  from 
cnn/si  and  cbs's  SportsLine.  Still, 
among  the  media  industry's  best 
marketers,  Disney  has  an  arsenal  of 
promotional  tools  that 
includes  its  theme 
parks,  movies,  TV 
shows  and  even  its 
Mighty  Ducks  hockey 
team.  For  instance,  the 
company  slipped  pro- 
motions for  the  Daily 
Blast  into  8  million 
copies  of  George  of  the 
Jungle  videocassettes, 
and  will  soon  pitch  the 
service  at  the  Innoven- 
tions  booth  at  Epcot 
Center. 

Down  the  road,  the 
company  sees  its  place 
in  the  world  of  conver- 
gence, with  ESPN  offer- 
ing online  sports  statis- 
tics  for  the  cable  channe] 
or  ww\v.Disney.com  offering  a  quick 
way  to  buy  products  that  a  kid 
might  see  in  a  movie  on  ABC's  Won 
derful  \Yorld  of  Disney.  "The  compa- 
nies that  will  win  on  the  Intemet 
are  those  who  have  the  ability  to 
create  content,  and  no  one  does  that 
better  than  we  do,"  says  Jake 
Winebaum,  Buena  Vista's  president. 
But  in  the  hotly  competitive  Web 
world,  Disney  may  need  some  Tin- 
kerbell  dust,  too. 

By  Ronald  Grove 
in  North  Hollywood,  Cali 
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Before  you  dive  headfirst  into 
dig itd I  c opi e rs,  lue'd  like  to 
re-introduce  the  art  of  thinking  a h e a d 
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The  Oce  3165  digital  copier /printer  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


When  investing  in  a  digital  copier/printer,  a  little 
forethought  can  go  a  long  way.  Before  taking  the  plun^ 
consider  this:  many  digital  copiers  are  painfully  slow,  no 
networkable  and  require  an  advanced  degree  to  operate 

Now  consider  the  Oce  3165  digital  copier/printer. 
It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 
with  any  PC  on  virtually  any  network,  maximizing 
your  productivity  by  letting  you  print,  copy,  and  collate 
right  from  your  desk.  And  with  Oce  Image  Logic, 
high-quality  images,  graphs  and  text  are  achieved 
without  endless  adjustments. 

Invest  in  the  smarter,  faster,  more 
productive  Oce  3165.  Otherwise,  in  ^ 


the  future,  you  may  hear  yourself  sheepishly  mutterini 


"In  hindsight  we  should  have  gone  with  Oce." 


Sharpen  your  digital  acumen  with  your  free  Digital 
Copier  Buyer's  Guide.  Call  1-888-462-3872,  ext.  143. 
For  general  copier  enlightenment,  visit  www.oceusa.coi 
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IE  ASIAN  CRISIS 


fHE  SWAT  TEAM 
:R0M  WASHINGTON 

)w  a  trio  from  Treasury  is  helping  to  contain  the  damage 


)avid  A.  Lipton  is  getting  his  15 
minutes  of  fame — but  only  at  the 
dry  cleaners.  Lipton,  Treasury  Un- 
der Secretary  for  International  Af- 
•s,  flew  to  Seoul  before  Chiistmas  on  a 
icate  mission:  meet  face-to-face  with 
!sident-elect  Kim  Dae  Jung  to  gauge 
commitment  to  the  harsh  refomis  de- 
nded  by  the  U.S.  and  the  Intema- 
lal  Monetary  Fund  before  Korea  got 
ions  in  new  aid.  In  Korea,  Lipton's 
t  was  fi-ont-page  news  and  a  hot  top- 
in  TV.  In  the  U.  S.,  he  was  an  invisible 
n  until  he  dropped  his  laundiy  off.  "I 
/  you  on  TV,"  said  the  clerk  at  his 
?hborhood  cleaners  who  caught  him  on 
Korean  cable  network.  "You're  famous!" 
■^Jot  much  buzz  for  the  44-year-old  Lip- 


ton, one  of  the  lead  negotiators  in  talks 
with  Thailand,  Korea,  Japan,  and  the  oth- 
er nations  at  the  center  of  the  biggest 
global  financial  crisis  of  the  decade.  But 
Uke  the  rest  of  the  Ti-easuiy  bailout  team 
led  by  Deputy  Secretaiy  Lawi*ence  H. 
Summers,  Lipton  doesn't  have  time  for 
the  fame.  If  U.  S.  policy  is  ultimately  suc- 
cessful in  helping  stem  the  crisis,  much  of 
the  credit  should  go  to  Summei-s,  Lipton, 
and  Assistant  Secretary  for  Internation- 
al Affairs  Timothy  F.  Geithner  Of  coui-se, 
if  the  crisis  spins  out  of  control,  they 
may  well  have  to  shoulder  the  blame. 

How  Summers,  Lipton,  and  Geithner 
manage  the  latest  biushfii'e  in  Indonesia 
could  determine  whether  the  trouble 
spreads  to  Latin  American  and  Russia. 


SUMMERS,  LIPTON,  AND  GEITHNER: 

Some  critics  say  they've  imposed 
unwarrayited  austerity  measures 

On  Feb.  17,  they  were  again  confronted 
with  a  crisis  as  President  Suharto,  in- 
tent on  pegging  the  loipiah  to  the  U.S. 
doUai",  dismissed  his  central  bank  chief, 
who  accused  him  of  reneging  on  refomns 
and  impeiiling  a  $40  billion  IMF  bailout. 
As  one  Hong  Kong  official  says  of  Sum- 
mers: "The  more  he  builds  up  his  image 
as  a  white  knight  saving  Asia,  the  more 
he'll  have  to  deal  with  the  consequences 
[if  things  go  wrong]." 

Because  the  U.S.  is  technically  just 
following  the  IMF's  lead.  Summers  &  Co. 
have  to  alternate  between  pressiu-e  and 
prodding  to  move  toward  a  consensus — 
and  they  have  to  be  fast  on  their  feet.  In 
Januaiy,  for  example,  dming  one  of  the 
scaiiest  moments  in  the  Asian  crisis,  the 
thi-ee  worked  the  phones  for  two  weeks 
to  keep  bankers  and  Korean  negotiators 
on  track  as  they  struggled  to  stretch  out 
$24  billion  in  loans  owed  by  Seoul — and 
avoid  a  banking-system  meltdown  that 
might  have  spread  to  the  rest  of  Asia. 
The  behind-the-scenes  maneuvering 
worked:  On  Jan.  28,  the  banks  gi'anted 
Korea  a  thi"ee-yeai"  reprieve  on  the  debt. 
Most  Asian  equity  and  cuiTency  mai'kets 
have  climbed  steadily  ever  since. 
GRUELING.  That  scare  was  handled  long 
distance,  but  usually  the  travel  alone 
makes  for  a  gioieUng  job.  Dimng  Geith- 
neris  sixth  trip  to  Asia  since  August,  his 
wife  jokingly  asked  officials  to  post  his 
picture  on  the  Treasuiy's  Web  site  so 
she  could  remember  what  he  looked  Mke. 
In  a  seven-countiy  blitz  in  January,  Sum- 
mers and  his  deputies  implored  the  In- 
donesians and  Koreans  to  stick  with  re- 
forms, encouraged  the  Chinese  to  resist  a 
cun-ency  devaluation,  and  tried  to  soothe 
Thai  officials  incensed  over  Congi'ess'  re- 
fusal to  contribute  to  their-  bailout. 

As  leader  of  the  trio.  Summers,  43,  a 
former  Harvard  professor  and  World 
Bank  chief  economist,  can  be  eloquently 
persuasive  with  foi-eign  leader's,  but  he 
also  has  a  brusque,  headstr-ong  style  that 
has  prompted  several  senior  Tr-easury 
careerists  to  take  early  retir-ement.  Lipton 
and  Geithner,  say  colleagues,  have  the  in- 
tellect and  moxie  to  joust  with  their-  boss. 

The  son  of  a  Ford  Foimdation  execu- 


ECONOMIC  TROUBLESHOOTERS 


LARRY  SUMMERS 


Deputy  Treasury  Secretary,  Age  43 
irilliant,  abrasive,  workaholic.  Former 
tar  at  Harvard  and  the  World  Bank, 
'oint  man  in  the  Asian  crisis. 


DAVID  LIPTON 


Under  Secretary  Age  44 
Former  IMF  economist  and  consultant, 
helped  Poland  and  Russia  open  up 
markets.  Self-effacing,  but  stern. 


TIMOTHY  GEJTHNf  R 


Assistant  Secretary  Age  36 
The  guy  with  the  cultural  smarts  about 
Asia,  thanks  to  a  childhood  spent  partly 
in  India,  Thailand,  and  China. 
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Government 


live,  the  36-year-old  Geithner  gi-ew  up  in 
Rhodesia,  Zambia,  India,  Thailand,  and 
China  before  joining  Tr-easury's  Tokyo 
office  in  1990.  There,  he  won  ci'edit  for 
helping  to  persuade  Japan  to  pony  up  a 
$18  billion  donation  for  the  Persian  Gulf 
wai'  and  to  open  its  mm'kets  to  U.S.  fi- 
nancial-sei-vices  fimis.  His  acuinen  came  in 
handy  last  fall  when  Japan  proposed  an 
Asia  Fund,  banki'olled  by  the  region's 
rich  countries,  to  bail  out  troubled  econ- 
omies. The  idea  of  Japan  dominat- 
ing such  a  potentially  powerful  in- 
stitution wouldn't  sit  well  with 
smaller  Asian  nations,  Geitliner  fig- 
ui'ed.  So  he  used  those  concerns  to 
help  beat  back  the  plan.  "He  under- 
stands Asian  sensitivities,  which  is 
quite  unusual  for  an  American," 
says  Japan's  Vice-Minister  for  Inter- 
national Finance  Eisuke  Sakakibai'a. 

Lipton,  a  Boston  native  and  Hai'vard 
classmate  of  Siunmers,  spent  eight  yeai-s 
as  a  staff  economist  at  tlie  imf  and  then 
two  years  as  a  private  consultant  advis- 
ing Russian  and  Polish  officials  on  how  to 
make  the  switch  from  socialism  to  capi- 
talism. And  at  Ti"easmy,  Summers  and 
Lipton  ovei'saw  the  $55  billion  rescue  of 
Mexico,  widely  seen  as  a  success.  "He's 
the  best  'countiy  doctor'  I  know,"  says 


his  predecessor,  Jeffrey  R.  Shafer,  now 
vice-chairman  of  Salomon  Smith  Bai'ney 
Internationa]  Inc.  "He's  a  pragmatist  who 
has  no  interest  in  debating  theoretical 
points."  Adds  Summers:  "David  under- 
stands the  intricacies  of  the  imf  pro- 
gi-ams  so  well  he  can  help  the  imf  build 
their  spreadsheets  from  the  bottom  up." 

Maybe  that's  why  Lipton  relaxes  by 
watching  action  flicks:  "If  someone  doesn't 
die  by  the  opening  credits,  I'm  bored," 


Tl  easuiy  Secretary  Robert  Rubin 
says  his  aides  are  "schooled  in 
the  international  language" 
of  crisis  management 


he's  told  fiiends.  While  Lipton  won't  dis- 
cuss his  role  in  the  initial  talks  between 
Korea  and  the  imf,  Seoul  officials  say  he 
was  an  integi'al  player  The  Koreans  say 
the  IMF's  chief  negotiator  kept  adding 
conditions  after  phoning  or  meeting  with 
Lipton.  Korean  papers  painted  Lipton  in 
even  darker  tones,  portraying  liim  as  a 
heailless  manipulator  of  the  talks. 
Summere  and  his  colleagues  have  plen- 


ty of  detractors,  from  congressional  is 
lationists  to  foreign  leaders  who  resei 
the  heavy  hand  of  the  U.  S.  The  Treasui 
team  is  "primaiily  representing  U.S.  i 
terests,"  says  Park  Yimg  Chul,  preside: 
of  the  Korea  Institute  of  Finance,  a  go 
eiTiment-afBIiated  tliink  tank.  "Tliey  cou 
have  contained  the  problem  in  Thailar 
before  it  developed  into  a  full  Asian  ci 
sis.  But  they  didn't."  Ironically,  one 
the  most  vocal  detractors  is  Lipton's  fo 
mer  consulting  paitnei;  Harvard  i 
temational  economist  Jeffrey  Sach 
who  thinks  T\'easuiy  and  the  imf  a 
pushing  austerity  measures  at  tl 
vei-y  moment  Asia  needs  stimulu 
Summers  and  colleagues  poi 
out  no  one  has  come  up  with  ai 
better  ideas  for  the  crisis.  "We're  | 
the  frontier  of  so  many  issues 
notes  Geithner.  "There's  no  ro; 
map."  And  there's  no  telling  when  a  resc 
package  Hke  Indonesia's  might  begin 
topple.  As  the  Summers  squad  laish 
to  that  emergency,  there  was  only  o 
certainty:  A  new  round  of  exhaustii 
behind-the-scenes  maneuveiing  lay  ahe; 

By  Dean  Foust  hi  Washington,  w, 
Moon  Ihlwan  in  Seoul,  Joyce  Bamath 
in  Hong  Kong,  Patricia  Kranz 
Moscow,  and  bureau  reports  i 
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#2,  specifically  SmartMoney  magazine  just  named  Datek 
C^nlnic  the  number  two  online  broker  in  the  business.  Not  a 
bad  pLice  to  start.  Datek  is  the  fastest  growing  brokerage,  and 
the  one  that  offers  the  fastest  tradmg,  free  real-tmie  quotes  and 
instantaneous  portfolio  updates.  Trust  your  trade  to  Datek. 
Where  the  smart  money  is. 
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GREAT  MOMENTS  NEVER  SEEN  AT  THE  ICON  AWARDS 


"Wow. .  .Thank  you. .. Wow. ..uh... First,  I'd  like  to  thank  Herb,  who  designed  this 
router,  because,  V'/ithout  it  there  would  have  been  no  ads.  It  helps  to  start  with 
a  great  product.  And  Al,  my  client...  the  best  client  ever.. .who  supported  this 
concept  when  nobody  in  the  focus  groups  got  it.  This  is  for  you  Al.  Ed,  the 
VP  of  Marketing,  who  fought  for  the  budget  even  when  the  IPO  fell  through  and 
engineers  were  being  laid  off  And  all  those  Junior  Account  people. .  .you  were  always 
there.  I'm  forgetting  someone. .  .OH ..  .Tom,  our  creative  director. .  .what  can 
I  say. ..When  things  got  dicey  he's  the  one  we  could  count  on  to  say,  "Screw  the 
budget.  Make  it  great."  And  of  course  the  Universal  Creative  Director. .  .you  know... 
up  there...  for  giving  me  this  talent  and  the  opportunity  to  work  in  the 
technology  area ..  .because  hey,  a  lot  of  talented  people  spend  their  lives  doing 
packaged  goods  and  never  have  the  chance  to  do  a  technology  ad..." 


:OME  CELEBRATE  THE  BEST  OF  THE  TECHNOLOGY  INDUSTRY'S  ADVERTISING 
&  MARKETING  COMMUNICATIONS  AT  THE  1998  MC  ICON  AWARDS  DINNER 

lURSDAY,  APRIL  2,  1998,  THE  GIFTCENTER  PAVILION,  888  BRANNAN  STREET,  SAN  FRANCISCO,  CALIFORNIA 
Cocktails  at  6:15pm,  Dinner  and  Awards  at  7:15pm.  $100  per  person  /  $1,000  per  table  of  10 

GUEST  PRESENTER:  DON  MCMILLAN,  COMEDIAN 

"le  Business  Week  $  1 0,000  Best  of  Show  Award  will  be  given  to  the  judges' choice  for  overall  excellence  in  all  categories  of  Print.  Broadcast,  Marketing  Services 

and  Mukin-iedia.  Awards  created  by  the  editors  of  MC  and  produced  by  MC  Magazine,  the  leading  resource  for  technology  marketing  intelligence. 
For  further  information  or  to  reserve  tickets,  please  call  Alexandra  Scott-Hansen,  MC  at  (212)  536-6537 
or  log  on  for  tickets  at  www.marketingcomputers.com,  PLEASE  RSVP  BY  THURSDAY,  MARCH  I9TH. 
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EXECUTIVE  SUITE 


DICK  CHENEY  AIN'T  STUDYIN' 
WAR  NO  MORE 

As  an  Iraq  attack  seems  nearer,  he  s  in  a  far  quieter  oil  patch  as  CEO  at  Halliburton 


Dick  Cheney  is  best 
known  as  a  sea- 
soned cold  warrior. 
So,  as  the  U.  X.'s 
war  of  words  with  Iracj 
flares  up,  the  former  De- 
fense Secretarj'  and  Per- 
sian Gulf  war  strategist 
is  once  again  a  hot  media 
commodity.  CNN  wants  his 
take  on  the  sorrj'  state  of 
the  Persian  Gulf  war 
coalition,  usa  Today  won- 
ders if  he's  running  for 
President  in  2000.  As  cool, 
composed,  and  cerebral  as 
he  was  at  the  height  of 
the  1991  crisis,  Cheney 
smoothly  fields  all  the 
queries.  Only  this  time, 
he's  handling  them  from 
his  big  corner  office  at 
Halliburton  Co.,  the  oil- 
services  giant. 

It  seems  an  unlikely 
venue.  But  Richard  B. 
Cheney,  conservative  pol 
and  25-year  Washington 
veteran,  has  been  learn- 
ing a  new  career  as  ceo 
of  the  S9  billion  Dallas- 
based  Halliburton.  And 
since  taking  over  in  1995 
amidst  a  global  oil  boom, 
he  has  made  the  transi 


shares  up  72% — am 
the  best  gains  in  the 
patch.  And  in  1998,  pr 
should  climb  another  c 
according  to  Zacks 
vestment  Research 
The  pay  sure  beats  j 
emment  work,  too.  CI 
ey  earned  $2.2  millio 
salary'  and  bonus  andj 
picked  up  stock  opt| 
worth  SIO  million. 
BIG  BITE.  In  an  era  v 
tycoons  spend  their 
lions  in  pursuit  of  ele 
office,  Cheney  Is  mo 
in  the  opposite  direc 
Bom  in  Nebraska 
raised  in  Casper,  V 
ne's  a  mix  of  avid 
doorsman  and  quiet  i 
lectual.  Friends  say  hi 
relaxed  in  jeans,  com 
boots,  and  cap  as  he 
the  corporate  jet. 
they  note  that  on  hi 
trips  heU  keep  a  lai 
burning  late  into  the 
reading  military  histc 
It  was  on  one  such 
ing  that  Cheney  ctc 
paths  with  former 

TIP  ^        J    ^      ^  .  i       '       liburton  Chief  Exec 

level  01  access  that  I  doubt  anyone  else  m  Thomas  h.  cmiks 

On  a  1994  fishing 


GLOBAL  CONTACTS 


'"Dick  gives  us  a 


lie  iiaa  iiiciut;  Liit:  uiciiisi-    ,  i  >i  .  1         1  •        j       V  T\        •  1 

tion  to  corporate  ufe  with  the  Oil  sectOF  cslu  Quplicate,  says  Da\ia 

apparent  ease.  But  the  j  .         ^  r-jj 

real  test  of  management  Lesar,  presiQent  01  HalliDurton 

skills  will  come  with  the 


ine\itable  oil  dowTitum.  That's  when  he 
will  have  to  prove  he's  more  than  a  big- 
name  executive  with  a  golden  Rolodex. 
SMART  WELLS.  For  now,  though,  Cheney 
is  hard  at  work  shifting  HaUiburton  into 
high  gear.  He's  well  on  the  way  to 
transfomning  a  low-tech,  old-fashioned 
oU-senices  company  into  a  leader  in  so 
called  "smart  w-e'iLs" — ones  that  use  com- 
puter software  and  magnetic  imaging 
to  help  identify'  rich  deposits.  Already, 
Cheney  has  poured  more  than  SI  bflhon 
into  such  technologies.  At  the  same 


time,  he's  courting  poUticians  and  busi- 
ness leaders  through  the  booming  Caspi- 
an Sea  region  in  an  aU-out  effort  to  se- 
ctire  key  political  ties  with  Azerbaijan 
and  Kazakhstan.  Accounting  for  the 
world's  third-largest  oil  reserves,  the 
region  is  Chener's  best  hope  to  secure 
big  contracts  for  a  long  time  to  come. 

In  Halliburton's  two  years  under 
Cheney,  it  has  clearly  prospered.  With 
demand  for  its  sophisticated  offerings 
soaring,  profits  jumped  an  eye-popping 
51%  last  year,  to  S454  nuUion,  sending 


ti 

British  Columbia  wit? 
eral  CEOs,  his  fireside 
of  restructuring  the 
tarj'  so  wowed  Cruik 
that,  a  year  later,  he  offered  to 
Cheney  his  replacement.  "Then 
more  synergies  than  people  would 
betw-een  running  the  Pentagon  anc 
ning  a  corporation,  says  Cruikshan 
As  was  his  st\ie  in  Washington, 
ey  is  not  charging  in  to  force  his 
on  Halliburton.  Instead,  he  focus 
.setting  the  .strategic  agenda  while 
his  top  managers  free  rein  to  pui 
.series  of  high-tech  acquisitions, 
are  a  lot  of  people  here  who  know 
about  this  business  than  I  do.''  he 


His  wife  says  Cheney  loves  fly-fishing 
more  for  "all  the  preparation"  than  the 
actual  experience  itself 


leanwhile,  he  has  concentrated  on 
ing  Halliburton's  international  profile 
)ugh  a  network  of  contacts  devel- 
d  dmnng  his  Washington  days.  In- 
d,  Cheney's  business  and  social 
•Ids  blui'  together  in  a  whirlwind  of 
meetings,  and  parties.  Recently, 
instance,  Cheney,  57,  and  his  wife, 
me,  a  senior  fellow  at  the  American 
erprise  Institute,  were  among  the 
sts  saluting  Saudi  Arabia's  Prince 
,dar  and  his  wife  on  their  wedding 
iversary.  Bandar,  longtime  ambas- 
)r  to  the  U.  S.,  is  also  a  nephew  to 
di  King  Fahd.  Says  Halliburton 
sident  David  J.  Lesar:  "Dick  gives  us 
vel  of  access  that  I  doubt  anyone 

in  the  oil  sector  can  duplicate." 
POND.  The  company  won't  reveal  to 
•X  extent  Cheney's  contacts  have 
ight  in  new  business.  And  given  the 

time  required  to  develop  projects, 
too  soon  to  tell  whether  Cheney's 
making  will  succeed.  But  there's  no 
jtion  he  has  helped  catapult  the  com- 
/  into  the  big  leagues.  In  the  Caspian 

ai-ea,  he  has  bi'ought  the  relatively 
Q  Halliburton  into  an  exclusive  circle 
lajor  oil  companies.  Together  with 
heads  of  Chevi'on  Corp.  and  Texaco 

Cheney  is  one  of  just  a  dozen  mem- 

of  Kazakhstan's  Oil  Advisory  Boai'd, 
ted  by  the  country's  president  as  a 
iding  board.  "His  name  and  stature 

Halhbuiton  much  gi-eater  opportu- 
!S,"  says  Victor  G.  Beghini,  ceo  of 
ompany  Marathon  Group, 
he  high-stakes  world  of  oil  geopoli- 
is  a  long  way  away  ft-om  Cheney's 
tern  roots.  As  a  boy,  he  learned  to 

books  as  much  as  the  outdoors, 
in  Cheney  was  13,  his  family  moved 
Wyoming  from  Nebraska.  In  Casper, 
ney  made  the  local  libraiy  his  sum- 
hangout,  poring  over  thick  history 
ss.  A  standout  athlete  and  student 
igh  school,  he  earned  a  full  scholar- 

to  Yale  University.  There,  though, 
young  Cheney  was  ovei-whelmed  by 
academic  rigore  and  wound  up  flunk- 
3ut.  "I  had  a  lack  of  dii-ection,  but  I 

a  good  time,"  Cheney  now  recalls, 
ack  in  Casper,  Cheney  went  to  work 


STEELHEAD  IN  HAND 


liir  the  local  power  company, 
climbing  poles  and  setting 
lines.  That  was  enough  to 
convince  him  to  take  another 
shot  at  college.  This  time  he  enrolled 
in  the  University  of  Wyoming,  paying 
$96  a  semestei'  in  tuition.  After  eaiTiing 
a  master's  degi'ee  in  political  science, 
he  received  a  congi'essional  fellowship. 

Once  in  Washington,  Cheney  caught 
the  eye  of  Congressman  Donald  H. 
Rumsfeld  (R-Ill.),  who  was  impressed 
with  his  hard  work  and  discipline. 
Rumsfeld  brought  his  protege  with  him 
to  the  Nixon  and  Ford  Administrations, 

RICHARD  B.  CHENEY 

BORN  Lincoln,  Neb.,  1941 
Raised  in  Wyoming 

EDUCATION  B.A.  Univ.  of 
Wyoming,  1965;  M.A.  1966 

CAREER 

1969-74  White  House  aide 
1975-76  Chief  of  Staff  to 
President  Gerald  Ford 
1978-89  U.S.  Representative  from 
Wyoming 

1989-92  Defense  Secretary 
1995-present  CEO,  Halliburton 

BIGGEST  ACCOMPLISHMENT 

Built  global  coalition  to  push 
Saddam  Hussein  out  of  Kuwait  in 
the  Persian  Gulf  war,  1991 

FAMILY  Married  to  Lynne  Cheney, 
senior  fellow  at  the  American 
Enterprise  Institute;  two  grown 
daughters 

INTERESTS  History,  military 
strategy,  fly-fishing,  skiing, 
hunting 

and  when  Rumsfeld  went  off  to  mn  the 
Pentagon,  Cheney  took  over  as  Ford's 
chief  of  staff  at  age  34 — the  youngest 
ever  to  hold  the  job.  After  Ford  lost 
the  1976  election,  Cheney  got  himself 
elected  congi'essman.  In  10  years  in  the 
House,  he  cai-ved  out  a  speciality  in  for- 
eign affairs  and  chocked  up  a  conserva- 
tive voting  record  that  rivaled  Senator 
Jesse  Helms's.  In  1989,  he  was  plucked 
to  i-un  the  Defense  Dept. 


At  the  Pentagon,  Cheney  oversaw  a 
massive  militaiy  restructuiing,  dwarfing 
anything  seen  at  IBM  or  at&t.  With  the 
end  of  the  cold  war,  he  and  his  staff 
reoriented  the  military  toward  i-egional 
rather  than  global  conflicts.  The  deci- 
sion paved  the  way  for  the  painful  25% 
reduction  of  the  Pentagon's  forces,  the 
closing  of  800  bases  around  the  world, 
and  billion-dollar  reductions  in  defense 
budgets. 

Quiet,  intense,  and  at  times  bioisque, 
Cheney  avoids  small  talk  on  the  job, 
even  with  his  oldest  buddies.  David 
Gribben,  Halliburton's  vice-president  for 
coiporate  affaii's,  who  has  known  Chen- 
ey since  high  school,  says  meetings  last 
only  until  he  can  get  the  boss's  approval. 
One  business  friend  calls  him  The 
Sphinx,  says  Lynne  Cheney.  At  the  Pen- 
tagon, his  poker  face  earned  him  the 
nickname  Deadpan  Dick.  Even  Cheney's 
hobbies  are  an  exercise  in  discipline. 
His  wife  says  Cheney  loves  fly-fishing 
more  for  "all  the  preparation  that  goes 
into  it"  than  for  the  actual  experience. 
STAYING  PUT.  Given  the  challenge  of  po- 
sitioning Halliburton  for  the  unavoid- 
able industry  downtui-n,  his  methodical 
approach  will  come  in  handy.  In  1996, 
Cheney  paid  $560  million  for  Landmark 
Graphics  Corp.,  a  company  with  data- 
analysis  tools  that  help  puzzle  out  all 
the  pieces  of  seismic  surveys.  A  bigger 
acquisition,  however,  could  be  in  the 
works.  Many  industiy  experts  suspect 
that  Cheney  is  eyeing  Western  Atlas 
Inc.,  a  seismic  services  company  cur- 
rently valued  at  $3.8  billion.  While  he 
plays  down  talk  of  the  deal,  Cheney 
doesn't  i-ule  it  out. 

If  Cheney  is  coy  about  a  bid  for 
Western  Atlas,  he  is  perfectly  clear 
about  one  point:  He  won't  be  making 
any  bids  for  elected  office  anytime  soon. 
Although  friends  point  out  that  he  still 
stays  in  touch  with  foiTner  President 
George  Bush  and  White  House  col- 
leagues James  A.  Baker  III  and  Colin 
Powell,  Cheney  insists  that's  as  fai-  as  it 
goes.  "This  is  where  I  expect  to  spend 
the  rest  of  my  careei;"  he  says.  With 
the  oil  market  booming  and  cnn  and 
USA  Today  still  hanging  on  his  every 
word,  it  seems  that  Cheney  is  sitting 
pretty  right  where  he  is. 

By  Gary  McWilliarns  in  Dallas 
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HENRY  KRAVIS . . . 
DO-GOODER? 

The  LBO  king  is  raising  millions  for  inner  city  NYC 


Works  in  Progress 

Some  of  the  New  York  City  Investment  Fund's  projects: 

CHAMPION  :  NEW  COMMENTS 

JOBS 


INVESTMENT 

MILLIONS 


PARTNERSHIP 
PLAZA 

$2.50 

David  Komansky, 
CEO,  Merrill  Lynch 

1000 

Building  six  inner 
city  shopping  strips 

ROYAL 

HEALTH 

CARE 

2.00 

Russell  Carson,  partner, 
Welch,  Carsoa,  Anderson 
&  Stowe;  Jeffrey  Krauss, 
partner,  Nazem  &Co. 

850 

Medicaid  managed 
care  organization 
at  two  hospitals,  in 
Brooklyn  and  Queens 

SHOOTING 
GALLERY 

1.50 

Michael  Lobdell,  managing 
director,  J. P.  Morgan 

250 

Film  production  center 
in  lower  Manhattan 

ERICSSON 
CYBERLAB 
EAST 

0.75 

Ed  Horowitz,  Citicorp; 
Clifford  Friedman, 
Bear  Stearns 

10 

Product-testing  lab  in 
Manhattan  for  New 
York's  Internet  industry 

DATA;  NEW  YORK  CITY  INVESTMENT  FUND 


Van  Deward  Woods,  owner 
Sylvia's  Restaurant,  a  popu 
Harlem  soul  food  eateiy,  and  : 
lionaire  Henry  R.  Kravis  do 
have  much  in  common.  Woods,  son 
founder  Sylvia  Woods,  serves  up  ft' 
chicken  and  ribs  on  a  gintty  Lenox  ; 
enue  block  where  street  vendors  bl 
rap  music.  The  offices  of  Ki-avis'  fij 
Kohlberg  Kravis  Roberts  &  Co.,  s^ 
above  tony  West  57th  Street,  offer 
dazzling  views  of  Central  Park. 

Their  lives,  however,  have  beco 
cm-iously  entwined.  Kravis'  creation, 
New  York  City  Investment  Fund,  j 
dedicated  a  team  of  executives,  led 
former  Liz  Claiborne  Chief  Execut 
Jerome  A.  Chazen,  to  consider  an  i 
vestment  in  Sylvia's.  The  fimd  also  1 
inti'oduced  Woods  to  key  food  compij 
executives  to  provide  strategic  ad^i 
about  expanding  his  company,  possij 
putting  Sylvia's  canned  collard  grej 
and  yams  in  supennarkets  nationv^i 
and  bringing  jobs  to  Harlem.  "To  rri 
the  cliief  executive  of  one  of  the  larjl 
food  companies  in  the  world ..."  [ 
African-American  entreprenem-  mai-\il 
"It  was  almost  spiritual  for  me." 

And  Kravis?  He  wants  to  ci'eate  J 
in  New  York  City  and  support  Afr-idi 
American  businesses.  He  opened  1 
New  York  Fund  in  September,  Vi 
and  since  has  collared  62  New  YH 
based    companies,    including  A't 
Bankers  Ti-ust,  I 
Pfizer,  to  kick  iijS 
million  apiece,  d 
also  has  enhstc; 
pantheon  of  bs 
ness  titans,  anr 
them  Jeiry  I.  Speyer,  CEO  of  Tishij 
Speyer  Properties;  Richard  D.  PaiD 
pi'esident  of  Time  Warner;  and  W;:( 
V.  Shipley,  ceo  of  Chase  Manhattai  i 
focus  on  their  own  backyard.  They  J 
their  high-powered  staffs  "have  saf  1 
me,  'I'd  like  to  give  back  to  the  city, 
didn't  Imow  how,"  says  Ki'avis.  "AW 
have  a  vehicle  where  people  are  K  : 
ing  something  and  doing  some  gi  n  i 
PAYBACK  TIME.    "Do-gooder"  is 
Ki'avis'  accustomed  pubhc  role.  He . 
pilloried  through  the  1980s  for  buir 
companies,  including  R.TR  Nabisc 
1988,  then  piling  on  debt  and  la\'in 
thousands — all  for  huge  fees.  Ki-a\  i.-^ 
co-heads  KKR,  which,  having  '-aisfd 
billion  fund  in  1996,  is  the  \\t 
largest  leveraged  buyout  firm. 

Yet  Coi-porate  Ameiica  has  loiiu 
embraced  similar  strategies  as  in: 
five  to  enhancing  shareholder  \ 
And  Ki-avis'  lofty  perch — replete 
money,  access,  and  power — now  al  )■ 
him  a  unique  opportunity  to  mai 


VOLUNTEERS: 

Kravis,  left, 
confers  with  David 
Rockefeller 


Here's  What  'Vull  Service" 
Means  to  Investors  at 
Prudential  Securities 


Today's  market  poses  challenges  to  investors  everywhere.  But  at 
least  one  million  investors  have  an  edge:  Prudential  Securities. 
Everyday,  we  show  our  clients  what  "full  service"  really  means. 


Ask  for  our 
complimentary 
brochure  or  video! 


Strategies  fur 
Investing  in  Today's 
Markets  -    Learn  about 
steps  you  can  take  to 
help  your  portfolio 
weather  volatility. 


Inside  Prudential 
Securities:  Your 
Partner  on  the  Street 

_^     —  Take  a 
look  inside 
the  fast- 
paced 
world  of 
Prudential 
Securities, 
from  a 
daily 
morning 
phone  conference 
with  Chief  Technical 
Analyst  Ralph  Acampora 
to  a  financial  planning 
session  with  our 
exclusive  Personal 
Financial  Architect  " 
software.  You'll  see  what 
it  takes  to  stay  on  top 
of  the  market  —  and  why 
Prudential  Securities 
should  be  your  partner 
on  the  Street. 

Video  available  while 
supplies  last. 


Our  clients  have  an  expert 

to  call  on.  There  are  times  when  you 
need  to  speak  to  someone  who  can  offer  you 
a  perspective  on  your  portfolio  —  not  just 
tai\e  orders.  At  Prudential  Securities,  you 
always  know  where  you  can  turn  for  advice: 
your  personal  Financial  Advisor 


"I  thought  it  was  important  to  reach 
out  to  my  clients  right  away  with  what 
we  knew  and  what  we  expected  next." 

—  Dick  Mitchell,  Financial  Advisor 


Our  clients  can  talk  to 
someone  who  understands 
their  situation.  When  you  need  to 
act  quickly,  you  can't  afford  to  deal  with 
someone  who's  looking  at  your  account 
for  the  very  first  time.  Your  Prudential 
Securities  Financial  Advisor  knows  your 
investment  style,  your  risk  tolerance,  and 
how  to  help  keep  your  portfolio  on  track. 

Our  clients  receive 
personalized  advice.  For 

important  investment  decisions,  one-size- 
fits-all  recommendations  don't  fit.  Your 
Prudential  Securities  Financial  Advisor 
works  with  you,  to  design  personalized 
solutions  based  on  an  understanding  of 
your  long-term  objectives. 


Each  morning,  nearly  6,000  Financial  Advisors 
participate  in  an  interactive  discussion  with 
Prudential  Securities'  top  analysts. 


Our  clients  have  an  all-star 
research  team  in  their 
corner.  When  you  work  with  a  Prudential 
Securities  Financial  Advisor,  you  don't  just 
get  overwhelmed  with  news,  you  get  insight 
and  analysis  that  can  help  you  make  sense 
of  it.  Your  Financial  Advisor  connects  you 
to  a  dedicated  team  of  analysts  who,  year 
in  and  year  out,  have  been  honored  among 
the  industry's  elite  by  publications  such  as 
ne  Wall  Street  Joiii-miL 

Our  clients  feel  more 
confident  trading  person- 
to-person.  In  a  high-tech  world, 
there's  a  peace  of  mind  you  can  only  get 
when  you  work  with  other  j^eople.  Tiading 
with  a  Prudential  .Securities  Financial 
Advisor  helps  ensure  that  your  transaction 
is  executed  quickly  and  correctly 


Call  Prudential  Securities  to 
speak  to  a  Financial  Advisor. 

1-888-615-2300 

ext.3840  www.prusec.com 


(®  Prudential 

Securilies 
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the  resources  of  New  York's  fractious 
business  world.  Financial  ser-vices  is  the 
biggest  industry  in  New  York,  and  as 
the  biggest  financial-services  client  in 
town,  KKR  has  paid  billions  in  fees  over 
the  years  to  New  York  banks  and  bro- 
kers. Ki'avis  is,  in  effect,  calling  in 
chits — and  few  of  New  York's  money- 
men  want  to  turn  him  down.  "Tliei'e  is  a 
very,  veiy  strong  personality  and  driven 
person  behind  [the 
fund],"  says  David  H. 
Komansky,  ceo  of  Men-ill 
Lynch  &  Co.  and  a  fund 
board  member.  "Henry 
is  not  in  this  to  fail,  and 
neither  are  we." 
MISSED  GOAL.  Over  the 
years,  Ki'avis  has  raised 
millions  for  charities.  But 
it  was  financier  David 
Rockefeller,  whose  New 
York  City  Partnership 
brought  business  leaders 
together  in  1979  to  ad- 
dress housing  and  edu- 
cation, who  inspired  him. 
Kravis  says  a  few  years 
ago  Rockefeller  gave  lum 
this  advice:  "The  main 
thing  is  to  be  personally 
involved  in  giving.  Set 
up  something  creative, 
innovative— and  be  per- 
sonally involved."  And  at 
age  54,  Kravis  may  have 
an  eye  on  the  histoi-y  books.  "He  would 
like  to  be  remembered  for  more  than 
RJR,"  says  Deryck  Maughan,  co-CEO  of 
Salomon  Smith  Barney  and  a  fund 
board  member. 

If  the  ftind  succeeds,  it  could  do  more 
than  burnish  Ki-avis'  image.  It  could 
provide  a  blueprint  for  other  cities' 
elites  to  support  business  development. 
It  vwll  be  an  uphill  battle,  though.  Wliile 
some  U.  S.  business  communities,  such 
as  Cleveland,  have  mobilized  success- 
fully to  back  real  estate  projects,  De- 
troit's Renaissance  Center  in  the  1970s 
and  Peter  Ueben'oth's  campaign  to  re- 
build riot-scarred  Los  Angeles  in  the 
1980s  both  were  embarrassing  flops, 
doomed  by  incoherent  business  plans. 

The  New  York  City  fund  has  en- 
countered early  problems  of  its  own. 
Even  Kravis,  a  consummate  fund-raiser, 
remains  short  of  his  $100  million  goal. 
Moreover,  his  staff  has  found  it  diffi- 
cult to  find  projects  that  meet  the  fund's 
criteria:  create  jobs,  earn  decent  re- 
turns, and  nmlure  important  industries 
and  African-American-ovi'ned  businesses. 
Of  about  250  proposals,  in  fact,  the  fund 
has  invested  only  in  seven,  committing 
just  $12  miUion.  And  the  projects  actu- 


ally under  way  aren't  close  enough  to 
fruition  to  assess  their  success. 

But  Kravis'  venture  has  several 
promising  attributes.  It  is  modeled  after 
KKR,  wherein  Ki-avis  and  liis  10  pailners 
evaluate  potential  investments,  then 
watch  over  them  until  they  can  be  sold 
for  a  handsome  return.  Indeed,  the  fund 
is  a  for-profit  operation  that  pledges  to 
return  its  investors'  principal  in  15 


as  a  perk,  network  with  others  in  th 
fields.  "It  mixes  business  and  pro  be 
stuff,"  says  Mahmoud  Mamdani,  a  ms 
aging  director  at  Morgan  Stanley,  De 
Witter,  Discover  &  Co.  who  advi: 
Sylvia's. 

The  networking  can  blossom  in  \ 
expected  ways.  At  an  October  meeti 
of  the  fund's  media  group.  Jack  Gi 
gen,  a  senior  vice-president  at  CBS  Ii 
noted  that  all  three 
networks  are  headqu 
tered  in  New  York  a 
all  will  spend  hundre 
of  millions  to  switch 
digital  technology  in  t 
next  few  yeai'S.  Why  i 
use  their  clout  with  vi 
dors  and  stations  to  \ 
sure  that  some  of  tj 
ecjuipment  be  manufj 
tured  in  New  Yoi 
Claire  Shulman,  Que( 
borough  president, 
sponded:  "I  have  land' 
lots  in  Queens  for  n 
factories.  Gergen  | 
meeting  with  other  r| 
work  executives  to  p- 
sue  the  notion.  [ 
In  another  deal,  Kk 
pressed  Komansky  to 
eruit  Merrill  Lyi 
clients  as  tenants  fo 
Brooklyn  retail  strip.il 
far-.  Rite  Aid,  State  Fa 


At  its  heart,  the  fund  represents 

a  convergence  of  New  York's  best  financial 

and  business  brains,  all  working  for  free 

UPTOWN  EATS:  CHAZEN  WITH  SYLVIA  AND  VAN  WOODS  AND  THEIR  WARES 


years,  albeit  without  interest.  Says 
Ki-avis:  "We  take  this  as  seriously  as 
KKR  deals.  Only  we  are  looking  for  re- 
turns in  job  creation  as  opposed  to  huge 
rates  of  return."  Like  KKR,  too,  the  fund 
diversifies  its  bets — across  retailing, 
health  care,  media,  and  other  industries 
at  the  local  economy's  coi'e.  "They  imag- 
ine a  city  to  be  like  a  good  balanced 
stock  portfolio,"  says  Bennett  Hanison, 
professor  of  urban  political  economics 
at  the  New  School  for  Social  Research. 
"If  some  of  the  bets  don't  pay  off,  the 
portfolio  still  does  well." 

The  fimd's  biggest  strength,  though, 
is  the  volunteer  legion  of  business  bi-ains 
that  augments  its  small,  paid  staff.  Be- 
low the  board  level,  top-flight  bankers 
and  executives  serve  on  six  sector 
groups,  from  manufacturing  to  educa- 
tion. Members  generate  projects  and, 


and  Citicorp  have  signed  on.  And 
CEO  of  a  KKR-owned  health-care  comp 
Al  Waxman,  came  up  with  the  id© 
backing  a  managed  care  gi-oup  for  IV; 
icaid  recipients  in  Queens  and  Brool 
with  a  $2  million  investment.  It  has 
ready  added  more  than  100  jobs. 

Ki"avis  spends  a  good  chunk  of 
time  overseeing  the  fund's  work 
twisting  new  arms.  His  involvement 
tablishes  that  no  matter  how  busy 
are,  no  matter  how  important  you 
this  is  something  worth  doing,"  s 
Kathryn    S.    Wylde,    whom  Kr; 
plucked  from  the  nyc  Housing  Part 
ship  to  run  the  fund.  Will  it  W( 
Ki'avis  surely  won't  change  New 
overnight — but  he  may  create 
jobs,  bankroll  a  few  companies,  and 
Sylvia's  collard  gi-eens  go  national. 

By  Leah  Nutlmns  Spiro  hi  New  '. 
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ntertainment 


ET  NIGHTMARE 
OR  THE  MUSIC  BIZ 

pite  piracy  woes,  Web  distribution  seems  unstoppable 


ast  September,  Capitol  Records 
caused  a  stir  when  it  offered  for 
download  a  new  single  by  Duran 
Duran  over  the  Internet  for  99(2. 
r  before  had  a  major  label  sold 
digitally  over  the  Web.  It  quickly 
d  into  a  nightmare:  Record  retail- 
^ere  outraged,  credit-card  compa- 
;arped,  and  questions  about  copy- 
5  and  antipiracy  measures  proved 
Drny  as  ever.  So  this  April,  when 
ol  releases  a  new  album  by  one  of 
ggest  stars,  Bonnie  Raitt,  sales 
come  the  old-fashioned  way — 
gh  local  record 
3.  "We're  taking  a 
her,"  says  Liz  Heller, 
tive  vice-president  of 
ol  Records  Inc. 
t  for  Raitt's  cyber- 
'  fans,  Capitol's 
:e  of  strategy  won't 
r  much.  As  soon  as 
5  CD  is  released,  most 
r  new  songs  will  be 
d  on  underground, 


unauthorized  Web  sites  known  as  mp3 
sites  (named  after  an  audio-compression 
scheme).  Hundi'eds  of  these  sites — some 
illegally  offering  copyrighted  material, 
others  legally  presenting  uncopyiighted 
music,  with  advertising  from  big  compa- 
nies such  as  Intel  Inc. — offer  thousands 
of  songs  for  free.  They  can  be  down- 
loaded in  minutes,  stored  on  hard  disks, 
and  transferred  to  recordable  CDs. 
They're  the  rage  on  college  campuses, 
where  students  spend  hours  making 
compilations  to  swap  with  friends. 
MP3  sites  have  yet  to  make  a  notice- 


DIGITAL  DILEMMA 

Record  companies  are  struggling  with  the  prospect  of  delivering 


music  CDs  over  the  Internet 


1  PROS 

CONS  1 

•  Lower  costs 

•  Prospect  of  rampant  piracy 

•  Free  global  distribution 

•  Backlash  from  bypassed 
record  stores 

•  One-to-one  marketing 

•  Problems  with  cyberpayments 

able  dent  in  CD  sales.  But  their  growing 
populaiity,  fueled  by  the  spread  of  high- 
bandwidth  Internet  connections  and 
recordable-CD  players  as  cheap  as  $200, 
is  causing  alarm  in  the  music  industry. 
Electronic  distribution  of  music  is  com- 
ing fast,  and  it  will  alter  industry  fun- 
damentals that  have  changed  little  since 
the  days  of  78s.  Just  last  week,  Poly- 
Gram  CEO  Alain  M.  Levy  announced  he 
is  foiTning  a  board-level  committee  to 
examine  the  impact  of  the  Net. 
POWER  SHIFT.  What's  certain  is  that 
artists  will  gain  power,  while  record 
companies'  huge  assets  and  power  bases 
in  manufacturing  and  distribution,  as 
well  as  relationships  vrith  r'etailers,  will 
become  less  important.  "The  balance  of 
power  will  change,"  said  Thomas  Dolby 
Robertson,  a  musician  and  chief  execu- 
tive of  Headspace  Inc.,  a  San  Mateo 
(Calif.)  ventui'e  that  develops  technology 
to  deUver  music  over  the  Internet. 

Feariiil  as  they  ai-e  of  the  thr-eats,  ma- 
jor labels  acknowledge  the  opportunities 
and  ai"e  taking  tentative  steps  into  the 
digital  r'ealm.  Sony  Music,  Warner  Music, 
and  PolyGram  have  begun  to  put  up 
sites  that  take  or'ders  online  and  send 
customers  CDs  thi-ough  the  mail.  Most 
also  offer  audio  samples — but  only  in 
"streaming"  forTnats  that  can't  be  stored. 
New  York-based  Jupiter  Communications 
Co.  estimates  that  the  online  i-etail  busi- 
ness vrill  gi-ow  to  $1.7  biUion  by  2002,  or 
7.5%  of  the  overall  music  market,  up 
from  $50  million  in  1997. 

But  with  security  still  lacking — and 
fearful  of  str'aining  their  ties  to  retail- 
ers— the  six  majors  (Bertelsmann,  emi- 
Capitol,  Universal,  PolyGram,  Sony  Mu- 
sic, and  War-ner  Music)  are  sticking  to 
promotional  use,  stopping  well  short  of 
commei'cial  downloads.  But  by  doing 
this,  they  risk  missing  the  boat,  just  as 
film  studios  did  in  the  early  1980s  when 
they  opposed  the  vcR,  only  to  cede  lu- 
cicitive  distribution  and  retail  mai'kets  to 
Blockbuster  Entertainment  and  others. 
"The  major  record  labels  have  taken 
their  heads  out  of  the  sand  but  still 
have  their  feet  in  concrete,"  said  Tom 
McPartland,  pr-esident  and  ceo  of  TCi 
Music  Inc.,  an  affiliate  of  cable  giant 
Tele-Communications  Inc. 
that  delivers  music  digi- 
tally via  satellite,  cable,  oi' 
the  Internet. 

Instead,  smaller,  more 
entrepreneuiial  companies 
are  setting  the  pace.  Liq- 
uid Audio  Inc.  in  Red- 
wood, Calif.,  and  at&t  unit 
A2B  ar-e  promoting  new 
software  systems  that 
compress,  encrypt,  and 
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Entertainment  : 


track  music  delivered  over  the  Net.  n; 
Inc.,  which  mns  the  popular  MusicBh 
retail  Web  site,  cooperated  with  Dav 
Bowie  in  1996  to  deliver  more  thi 
300,000  free  dovmloads  of  a  single.  La 
July,  it  went  commercial  and  has  sin^ 
electronically  distributed  more  th; 
4,000  99(2  singles  by  artists  affiliati 
with  independent  labels.  "It's  still  mo 
proof  of  concept  than  anything  else; 
says  N2K  CEO  Larry  Rosen.  "But  tl 
idea  definitely  makes  sense." 
BIGGER  SELECTION.  If  their  concer 
about  piracy  and  control  can  be  solve;, 
record  companies  could  win  big  wi 
digital  delivery.  In  addition  to  low 
costs,  they'll  be  able  to  target  individt 
fans  to  promote  albums,  concerts, 
merchandise.  And  while  most  of  t 
thousands  of  CDs  in  print  are  not  av; 
able  in  most  stores,  the  Internet  v 
enable  labels  to  sell  entire  catalogs 
anyone,  anytime,  anywhere.  There  v 
be  new  marketing  tools,  too:  Alrea 
some  CDS  dii'ect  consumers  to  Web  si 
that  imlock  additional  music  on  the  di 
"We  think  digital  distribution  and  t 
Net  provide  great  opportunities,  a 
we  love  that,"  said  Caiy  Sherman, 
nior  executive  vice-president  for  t 
Recording  Industry  Assn.  (RIAA). 

Still,  policing  this  market  will  be  ( 
ficult.  The  riaa  has  only  three  full-ti 
staffers  seai'ching  for  illegal  mp:^;  sit 
They  send  out  five  or  si.x  cease-and- 
sist  letters  daily.  In  January,  the  Rl 
settled  three  separate  federal  lawsi 
against  MPS  operatoi-s,  waiving  millions 
dollars  in  damages  as  long  as  the 
fendants  stop  pirating  music.  But  w 
more  than  30,000  music  Web  sites,  SI 
man  concedes  that  "it's  extremely  d 
cult  to  enforce."  That's  why  the  Indus 
pi-efei-s  technological  solutions,  using  I 
ter  tools  to  ferret  out  Web  pirates  i 
enlisting  the  cooperation  of  Intemet  s 
vice  providers  and  hardware  makers 
preventing  illegal  distiibution. 

Long  term,  such  devices  are  cert 
to  emei-ge.  Meanwhile,  record  com 
nies  face  a  difficult  transition.  The 
remain  kings  of  content  but  will  have 
begin  embi-acing  the  new  pai-adigm  e 
as  it  undermines  current  sources 
power  and  profit.  And  in  the  on) 
realm,  labels  have  little  value  as  brai 
Aside  tVom  a  few  genre-specific  lal 
such  as  Blue  Note,  Motown,  . 
Deutsche  Grammophon,  consumei-s  d 
associate  artists  with  their  record  C' 
panies.  So  label-independent  sites  s 
as  N2K  and  conow  are  better  positio 
to  offer  a  wide  selection.  To  stay  ahi 
the  big  record  companies  will  have 
move  to  a  new  beat. 

By  Steven  V.  Brull  in  Los  Aug 
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k  H  0  one  can  accuse  Genzyme  Corp.,  the  biotech  giant 
k  H  based  in  Cambridge,  Mass.,  of  being  a  technological 
laggai'd.  Its  scientists  work  at  the  foreft'ont  of  bi- 
H^l  ological  research,  while  computer-controlled  pro- 
duction  equipment  chums  out  hunch'eds  of  diiierent 
advanced  compounds. 

^1  So  imagine  the  reaction  of  Robert  Cowie,  Gen- 
u's chief  infomnation  officer,  when  he  realized  in  1996  that 
ly  every  major  system  at  Genzyme  would  be  unable  to 
with  dates  in  the  next  century — the  so-called  Year  2000, 
;k,  computer  bug.  If  left  unfixed,  the  production  equipment, 
■esearch  and  development  computei"s  used  to  analyze 

and  the  computers  handling  ordei- 
g  and  billing  would  all 
m  or  before  Jan. 
ICQ.  Thanks  to  an 
•  start,  Cowie  ex- 
5  to  have  all  his 
;ms  repaired  well 
d  of  the  deadline, 
r  businesses  won't 
)  fortunate,  he  be- 
s.  "People  will 
to  be  complete  by 
nd  of  this  year,  or 
ill  be  too  late," 
Cowie.  "But  there 
itill  many  compa- 
that  haven't  done 
ling  yet." 

Cowie  is  right 
t  the  overall  lack 
reparedness  for 

2000 — and  there's 
ing  evidence  that 
5 — a  lot  of  busi- 
es are  in  for  a 
f  shock.  Up  to 
skeptics  have 

able  to  pooh-pooh 

2000  as  a  rela- 
/  easy-to-fix  bug, 
xample  of  over- 
d  hype  by  consul- 
1  looking  for  a 

buck.  But  there's 
ing  alarm  in 
lington  and  else- 
e.  The  Secuiities 
nchange  Commis- 
has  recently  been 
igiy  urging  com- 
!S  to  start  report- 
he  effect  of  Year 
on  their  earnings, 
ly  people  think  it 
5tly  exaggerated," 

Percy  Barnevik, 

man  of  Swiss- 
lish  industrial  giant  abb  Asea  Brown  Boveri  Ltd.,  one  of 
wld's  lai'gest  companies.  "But  it  is  a  really  big  challenge." 
ES  OF  PROGRAMMERS.  Indeed,  the  Y2K  bug  is  shaping 
I  have  a  profoundly  negative  impact  on  the  U.  S.  econ- 
— starting  almost  immediately.  According  to  a  new 
'sis  prepared  for  business  week  by  Standard  &  Poor's 
the  gi-owth  rate  in  1999  will  be  0.3  percentage  points 
r  as  companies  divert  resources  to  fix  the  problem. 

Y2K  could  cut  half  a  percentage  point  off  growth  in 

and  early  2001.  That  would  be  the  same  size  as  the  ex- 


HOW  THE 
YEAR  2000  BUG 
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THE  ECONOMY 

Growth  could  take  a  half-point 
hit  in  2000  as  inflation  rises 
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pected  economic  damage  from  the  turmoil  in  East  Asia. 

All  told,  the  Year  2000  bug  could  cost  the  U.S.  about 
$119  billion  in  lost  economic  output  between  now  and  2001. 
"The  Year  2000  bug  will  certainly  huit  the  economy,"  says  DRI 
chief  economist  David  A.  Wyss,  "and  it  could  be  a  real  killer 
if  more  of  the  problems  are  not  fixed." 

It's  not  only  the  gi-owth  rate  that  will  be  affected.  Stalling 
in  1999,  inflation  will  be  highei"  than  it  othei^wise  would  have 
been  and  productivity  gi'owth  will  be  lower.  The  reason: 

Instead  of  creating  or 
installing  new  produc- 
tivity-enhancing pro- 
grams, every  company 
that  uses  computei's  is 
diverting  money  and 
skilled  workers  into 
patching  old  progi'ams. 

Think  of  it  as  a 
town  threatened  by  a 
rising  river.  Every 
able-bodied  person — no 
matter  what  their 
job — is  put  to  work 
stacking  sandbags, 
while  economic  activity 
in  the  rest  of  the  town 
slows  down.  In  the 
case  of  the  y2k  bug, 
experienced  program- 
mers and  computer- 
science  PhDs  are  do- 
ing what  is  essentially 
unproductive  labor 

And  the  amount  of 
skilled  labor  needed  is 
enoirnous.  Finding,  fix- 
ing, and  testing  all 
Y2K-affected  software 
would  require  over 
700,000  person-years, 
calculates  Capers 
Jones,  head  of  Soft- 
ware Productivity  Re- 
search, a  firm  that 
tracks  programmer 
productivity.  "People 
are  spending  huge 
sums  of  money  fixing 
problems  that  are  35 
or  40  year's  old,  just  to 
stay  in  business,"  says 
John  Bace,  i-esearch 
director  at  Gartner 
Group  Inc. 

Indeed,  the  demand 
for  Year  2000  fixes 
helps  explain  why 
management  consult- 
ing  and  accounting 
fir-ms  have  added  a  stunning  200,000  new  workers  over  the 
past  two  years.  Moreover*,  with  progr'ammers'  wages  soaring 
because  of  the  overpowering  need  to  fix  the  problem.  Year 
2000  has  the  potential  to  push  up  inflation. 

Then,  at  the  beginning  of  2000,  the  economy  is  almost 
certain  to  be  hit  by  some  computer  failm-es,  since  it's  be- 
coming clear-  that  many  companies  have  gotten  a  late  start  at- 
tacking their  y2k  problems.  The  business  week/dri  esti- 
mate assumes  that  85%  of  software  progr'ams  vrill  be  fixed  or 
replaced,  which  may  be  optimistic:  A  December,  1997,  sm-vey 
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$119  BILLION 
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by  Howard  Rubin,  a  computer-sci- 
ence professor  at  Hunter  College 
in  New  York,  indicated  that  two 
out  of  three  large  companies  did 
not  yet  have  detailed  plans  in 
jilace  to  address  Year  2000.  Small 
companies  and  government  agen- 
cies are  even  further  behind. 

Year  2000  is  going  to  pose  a 
serious  policy  dilemma  for  the 
Federal  Reserve,  which  has  been 
trying  to  steer  a  tricky  course. 
Over  the  next  couple  of  years, 
Fed  ChainTian  Alan  Greenspan  is  going  to  be  under  increas- 
ing pressure  to  raise  interest  rates  as  labor  shortages  for  in- 
formation-technology workers  send  wages  skyi'ocketing.  The 
problem:  A  rate  hike  in  1999  would  nm  the  lisk  of  worsening 
the  post-2000  slowdown. 

Some  analysts  even  wony  that  Y2K  could  send  the  economy 

into  a  recession.  Ed- 
wai'd  E.  Yardeni,  cliief 
economist  at  invest- 
ment bank  Deutsche 
Morgan  Grenfell  Inc.,  sees  a  40%  chance  of  a  shaip  dovra- 
tmTi.  One  way  that  could  happen  is  if  there's  a  major  failui'e  in 
the  government's  computer  systems.  Each  week,  the  federal 
goveiTiment  sends  out  $;32  billion  in  Social  Secmity  and  payroll 
checks  and  payments  for  such  mundane  items  as  rent.  Even  a 
short  delay  could  be  a  major  shock  to  the  economy. 

Unfortunately,  when  the  Office  of  Management  &  Budget 
issues  the  next  official  report  on  the  government's  Y2K  readi- 
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*  ALL  CHANGES  MEASURED  OVER  PREVIOUS  FOUR  QUARTERS 

flow  of  Medicare  and  Medicaid  fimds.  In  the  worst  case, 
tax  system  and  the  Medicai-e  pa>Tnent  system  vvoll  experic 
severe  disruptions  in  2000,  halting  the  deUvery  of  ref 
and  reimbursement  checks.  "What  is  going  to  happen  is 
government  is  going  to  say,  'It's  0.  K.,  trust  us,' " 
Richard  M.  Kovacevich,  ceo  of  Minneapolis-based  Noi"v 
Corp.  "It  could  get  scaiy." 
NOT  LOSING  SLEEP.  To  be  siu'e,  there  are  some,  especial! 
Silicon  Valley,  who  ai'en't  concerned.  "Frankly,  I  don't  lose 
sleep  on  wonying  about  being  Year  2000-ready,"  says 
Benhamou,  ceo  of  3Com  Coiio.,  the  large  network-eqiaipn 
maker.  Adds  Tony  Hampel,  gi'oup  manager  for  Year 
Marketing  at  Sun  Microsystems  Inc.:  "Year  2000  is  an 


ness  on  Mar.  l.G,  the  news  is  not  likely  to  be  good.  On  Feb.  6, 
the  Defense  Dej/i.'s  Inspector  General  issued  a  report  saying 
that  the  mihtary  )ias  no  assiu'ance  that  it  is  jnu'chasing  Year 
2000-compliant  proilucts,  "which  may  seriously  hamper  the 
ability  (jf  DOD  to  perform  its  administrative  and  wai-fighting 
mission  requirements."  The  Internal  Revenue  Service  is 
struggling  to  meet  the  deadline,  as  is  the  Health  Care  Fi- 
nancing Atiministration  (hcfa),  which  handles  the  enoi-mous 


ELECTRIC  POWEl 

Many  electnc 
utilities  realized  o\ 
last  year  that  their 
generating  plants 
were  susceptible  to 
Y2K  problems.  Set 
tered  power  outage 
are  likely,  and  son 
nuclear  power  pla\ 
may  be  shut  down 
temporarily 

noyance,  a  speed  bu 
We're  overassessing 
end-of-the-world  aspei 
the  Year  2000  proble 
Perhaps.  But  oi 
knowledgeable  people 
more  worried  about 
widespread  economic 
pact  of  the  Y2K  bug 
eluding  the  Federal 
serve.  "The  failure  to  get  it  right  vdll  affect  the  integrit 
the  payment  system,  financial  markets,  and  the  perform; 
of  the  domestic  and  the  global  economies,"  said  William 
Donough,  president  of  the  Federal  Reser-ve  Bank  of 
York,  in  a  recent  speech. 

How  can  a  single  computer  bug  tuin  out  to  be  so  pc 
tially  hazardous  to  the  economy?  In  theoiy,  any  singk 
stance  of  the  2000  bug  is  relatively  easy  to  repair.  But 


The  chances  that  the  Year  2000  bug  will  sj 
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•  number  and  complexity  of  computer  progi'ams  that 
lates  turn  the  process  of  fixing  the  programs — also 
Ti  as  "remediation" — into  a  herculean  task, 
nsider  a  household  analogy.  If  you  have  to  change  one 
)ulb  or  one  electric  switch  in  your  house,  there's  no 
em.  But  if  you  have  to  replace  the  lightbulbs  and  elec- 
;witches  in  everything  you  own,  including  your  refrig- 
r,  your  car  dashboard,  and  your  furnace,  it  becomes  a 


that  programmable  controllers — which  have  replaced  me- 
chanical relays  in  viilually  all  electiicity-generating  plants  and 
control  rooms — may  behave  badly  or  even  freeze  up  when 
2000  arrives.  Many  utilities  are  just  getting  a  handle  on  the 
problem.  "It's  probably  six  months  too  soon  for  anyone  to  tiy 
to  guess  the  complete  extent  of  the  problem,"  says  Charlie 
Siebenthal,  manager  of  the  Yeai'  2000  progi'am  at  the  Electiic 
Power  Research  Institute,  the  industiy  gi-oup  that  serves  as 


ERNMENT 

or  problems  exist 
e  Internal 
mue  Service  and 
y  other  agencies, 
t  state  and  local 
rnments  are  waij 
rid  fixing  date- 
itive  programs 
edfor  tax  col- 
on, payrolls,  and 
ire  payments 

time-consuming  and 
isive  process, 
deed,  what  makes 

2000  particulariy 
.g  is  that  it  affects 
stand-alone  comput- 
md  the  embedded 
:ssors  built  into  all 

of  modern  equip- 
,  from  automated 
ry  equipment  to  power  plants  to  cars  to  cellular  tele- 
5S.  Last  fall,  Phillips  Petroleum  Co.  engineers  ran  Year 
tests  on  an  oil-and-gas  production  platfoiTn  in  the  North 
rhe  result:  In  a  simulation,  an  essential  safety  system  for 
ting  hamiful  gases  such  as  hych-ogen  sulfide  got  confused 
5hut  down.  In  real  life,  that  would  have  rendered  the 
)rm  unusable.  Similar  problems  can  occm-  in  almost  any 
of  modern  manufacturing  that  involves  sensors  and 
rt"  machinery.  "There  will  be  facilities  where  they  go  in 
ui-n  on  the  machines  and  they  won't  go  on,"  says  Dean 
■nann,  head  of  the  teclmology  division  at  engineeiing  fimn 
;  &  Veatch,  the  world's  largest  provider  of  power  plants, 
particular,  electric  utilities  are  only  now  becoming  aware 


an  information  clearinghouse.  "We  don't  know"  if  electricity 
flow  ■will  be  affected,  he  said. 

Nuclear  power  plants,  of  course,  pose  an  especially  worri- 
some problem.  While  their  basic  safety  systems  should  con- 
tinue to  work,  other  important  systems  could  malfunction 
because  of  the  2000  bug.  In  one  Yeai*  2000  test,  notes  Jai'ed  S. 
Wermiel,  who  is  leading  the  millennium  bug  effort  at  the 
Nuclear  Regulatory  Commission,  the  security  computer  at  a 
nuclear  powei'  plant  failed  by  opening  vital  ai'eas  that  are  nor- 
mally locked.  For  that  reason,  the  nrc:  is  in  the  process  of  is- 
suing a  letter  requesting  confuTnation  from  utilities  that  their 
plants  will  operate  safely  come  Jan.  1,  2000.  Given  the  com- 
plexity and  the  need  to  test,  "it  wouldn't  sui-prise  me  if  cer- 


irp  downturn  are  pegged  at  40%  by  economist  Yardeni 
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Think  of  a  date— say,  Feb.  10,  1998. 
In  the  U.  S.,  no  one  would  object  if 
you  wrote  that  date  as  2/10/98.  Peo- 
ple would  know  what  you  meant. 

So  there  were  no  womes  in  the 
1970s  and  '80s  when  programmers 
wrote  software  that  represented  years 
with  only  the  last  two  digits  rather 
than  all  four— "85"  rather  than  "1985." 
Programmers  thought  they  were  clever  since  they  were 
conserving  memory,  which  was  expensive  back  then.  De- 
spite falling  memoiy  prices,  the  practice  continued  into 
the  1990s — out  of  habit  and  inertia. 

Unfortunately,  these  pi-ogi'ams  interpret  the  year  2000 
as  1900,  which  has  the  same  last  two  digits.  So  any  pro- 
gram with  a  date — billing,  payi'oll,  inventoiy,  bank  ac- 
counts— could  crash  or  give  misleading  answers  on  Jan. 
1,  2000,  or  before,  since  software  that  does  scheduUng  or 
planning  often  uses  dates  a  year  or  more  in  the  future. 
For  example,  if  a  program  figures  the  age  of  a  person 


by  subtracting  the  date  of  birth  from  * 
the  current  year,  then  starting  in  2000 
it  will  look  as  if  everyone  less  than  100 
years  old  vrill  have  a  negative  age. 
Some  other  daunting  errors:  a  missing 
paycheck,  a  scrambled  bank  statement, 
the  shutdovra  of  a  factory,  or  a  power 
plant's  inability  to  deUver  electricity.  Or 
the  software  can  simply  freeze  up.  "We 
feel  you'll  be  a  lot  luckier  if  the  system  stops  function- 
ing," says  Larry  Olson,  chief  information  officer  for  the 
state  of  Pennsylvania.  "It  might  be  two  months  before 
you  realize  you're  getting  bad  information." 

The  Year  2000  bug  also  shows  up  in  microprocessors 
built  into  machinery,  from  automated  assembly  Unes  to 
cellular  telephones.  "Our  biggest  concern  is  that  we  miss 
an  integrated  circuit  buried  down  inside  somewhere  that  j 
would  have  a  cascade  effect,"  says  Bruce  Colgate,  j 
process  control  manager  at  Phillips  Petroleum  Co.  This  iS) 
one  bug  whose  effects  may  only  be  known  when  it  bites. 


HOW  DID 
WE  GET  INTO 
THIS  MESS. 
ANYWAY? 


tain  plants  find  that  they  are  not  Yeai-  2000-ready  and  have  to 
shut  down,"  says  Wermeil. 

By  contrast,  the  secuiities  industry,  big  banks,  and  the 
Federal  Reserve  have  been  taking  Year  2000  seriously  for 
yeai's.  Chase  Manhattan  Corp.  is  spending  $250  million  on  the 
problem,  while  Wells  Fargo  &  Co.  vrill  ultimately  deploy  400 
people  to  fix  Y2K.  Later  this  year  and  next  year.  Wall  Street 
fiiTns  will  run  an  industrywide  test  simulating  the  rollover  to 
Jan.  1,  2000. 

But  smaller  banks  ai-e  lagging  way  behind.  According  to  an 
extensive  new  sui-vey  from  ac-  ■^■■■■■■■■■■■■■■■■■■■■■■■i 

counting  finn  Grant  Thornton, 
community  banks  are  only 
spending  an  average  of  .$7,000 
each  on  the  bug.  "They  ai-e  not 
taking  it  seriously  enough," 
says  Diane  Casey,  national  di- 
rector of  Thornton's  financial- 
services  practice.  Only  44% 
have  tested  their  vaults  and 
other  time-sensitive  security 
systems  for  Year  2000,  raising 
the  possibility  that  they  will 
either  be  locked  out  or  that 
doors  and  vaults  will  spring  open  on  New  Year's  Day,  2000. 
PREOCCUPIED  IN  ASIA.  Tliese  smaller  banks,  which  tyijically  out- 
souix-e  check  processing  and  other  computer-dependent  opera- 
tions to  outside  service  providers,  are  assuming  that  those 
companies  will  handle  the  i^r-oblem.  But  bank-ser-vice  pr-oviders 
themselves  ar-e  faced  with  the  tough  pr-ospect  of  fixing  their- 
own  systems.  If  outside  vendors  don't  get  the  pr-oblem  cor- 

r'ected,  "baiilts  ar-e  then 
in  a  r"eal  bind,"  says 

  Mar-k  L.  O'Dell,  dir-ec- 

tor  of  the  bank-tech- 
nology division  at  the  Office  of  the  Comptroller  of  the  CurTency. 

Another  danger  to  the  U.  S.  financial  system  comes  from 
abroad.  Eui-opean  and  Asian  banks  ar-e  far-  behind  their*  U.  S. 
counter-parts.  In  Europe,  banks  are  focusing  on  the  enor- 
mous task  of  converting  theii-  financial  progr-ams  to  handle  the 
eiu-o,  r-ather  than  fixing  Y2K.  "Wester-n  Em-oi)e  will  not  achieve 
Year  2000  compliance  for  even  65%  of  the  appHcations  that 
need  Year  2000  r-epair-,"  says  softwar-e  expert  Jones. 

And  the  situation  in  Asia  may  be  even  worse,  since  banks 
in  those  countr-ies  ar-e  mor-e  ])r-eoccupie(l  with  sur-viving  the 


BANKING  AND 
FINANCIAL  SERVICES 

Most  large  banks,  the 
Federal  Reserve,  and  the 
exchanges  should  he  well 
prepared.  But  foreign 
banks  and  small  U.S. 
banks  are  lagging.  The 
result:  Disruptions  in  the 
financial  system 
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current  economic  threat  than  worrying  about  Year  20(, 
"Y2K  could  tr-igger  a  whole  new  round  of  country  debt  ire^ 
tiations,"  war-ned  Philip  Kozloff,  a  member  of  Citibank's  Cr6 
it  Policy  Committee,  speaking  at  a  Securities  Industry  Asi 
conference  in  January.  Adds  Yar-deni:  "If  foreign  banks  faO 
comply,  that  could  have  a  serious  impact  on  world  trade.". 

Closer  to  home,  state  and  local  governments  ar-e  laggi 
even  further  behind  the  feder-al  goveriiment.  In  Massac! 
setts,  for  example,  according  to  a  report  released  on  Feb. 
more  than  40%  of  state  agencies  had  not  yet  even  begun 
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TTIMG  LATE  It  takes  time  to  test  Year  2000  fixes.  Large 
upanies  just  starting  their  Y2K  repairs  are  in  big  trouble 


to  become  Year  2000-compliant.  "It  is  likely  that  certain 
IS  will  not  attain  Year  2000  compliance  in  time  and  that 
ative  processing  methods  will  be  needed,"  wrote  State 
)r  A.  Joseph  DeNucci,  whose  office  prepared  the  report, 
ssachusetts  isn't  alone.  Only  about  one-third  of  states  are 
;ent  shape,  estimates  Larry  Olson,  chief  information 
•  of  Pennsylvania,  which  got  an  early  start  on  fixing 
2000  problems.  "Everybody  else  will  have  significant 
ms."  What's  more,  the  problems  reach  down  to  local  lev- 
;luding  school  systems,  which  must  run  payroll  systems, 
student  records,  and  operate  other  date-sensitive  sys- 
The  fixes  could  be  quite  expensive:  The  Columbus 

school  system,  with  65,000  students,  may  have  to  pay 
lion  to  fix  its  most  significant  apphcations. 
ILVER-BULLET  SOLUTION."  Is  there  any  chance  of  avoid- 
ijor  economic  upheaval  from  y2K?  Yes,  but  it  will  take 
!  effort.  Smaller  companies  and  organizations  still  have 
,0  fix  their  typically  less  complicated  computers  and 
ire.  And  utilities  and  manufacturers  with  embedded 
roblems  can  fix  them — if  they  start  right  now.  "It's  not 
ning  they  can  study  for  a  year,"  says  Kothmann. 

a  large  company  or  organization  that  has  not  yet 
i  dealing  with  Year  2000  is  in  big  trouble.  While  soft- 
.ools  do  exist  for  identifying  trouble  spots  and  speeding 
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finding  the  trained  workers  they  need  to  fix  their  Year  2000 
woes.  A  just-released  study  from  the  Information  Technology 
Association  of  America  shows  that  the  U.  S.  already  has 
350,000  job  vacancies  for  computer  scientists  and  program- 
mers that  are  not  getting  filled.  "The  big  issue  for  corpora- 
tions is  going  to  be  around  resources,"  says  Cowie.  "If  you 
need  to  change  your  systems,  and  you  have  to  get  program- 
mers in  to  do  that,  it  will  be  very  hard." 

To  be  sure,  far- 
sighted  companies 
have  up  to  now  solved 
their  Y2K  problems  by 
simply  installing  new  software  and  hardware.  But  such  major 
productivity-enhancing  projects  take  even  longer  than  fix- 
ing old  software.  "Until  now,  many  people  have  been  ripping 
things  out,  instalKng  new  software,"  says  William  T.  Ruckle, 
managing  director  of  Ernst  &  Young's  Year  2000  business. 
"It's  getting  too  late  to  do  that."  Adds  abb's  Bamevik:  "Some 
of  the  biggest  problems  will  come  when  people  have  planned 
to  substitute  new  systems  for  old  ones.  If  there  are  problems, 
it  will  be  too  late  to  rebuild  the  old  system." 

What  happens  next,  aside  from  eveiyone  working  veiy 
hard  to  fix  the  problem?  Some  organizations  that  have  their 
Yeai'  2000  bug  under  control  are  getting  ready  to  turn  it  into 


hey  only  solve  part  of  the  problem.  "There  is  no  sOver- 
solution,"  says  Jean-Charles  Andre,  director  of  Year 
ervices  for  ibm  Global  Services. 

•articular,  no  software  tool  can  eliminate  the  need  for 
J  Year  2000  fixes  once  they  are  made — and  testing  a 
cated  software  program  is  so  time-consuming  that  it 
rove  to  be  one  of  the  biggest  bairiers  to  finishing  on 
A.  large  company  that  has  not  stalled  making  fixes 
ve  great  difficulty  completing  tests  before  the  deadline, 
ing  to  Jones.  The  same  is  true  for  governments:  "If 
not  well  on  yom-  way  now,  you  just  don't  have  time  to 
rything,"  says  Olson. 

ipanies  and  other  organizations  may  also  have  trouble 


MANUFACTURING 

Most  large 

companies  are  on  top 
of  the  problem,  but 
they  are  vulnerable 
to  probleyns  at 
smaller  stippliers. 
Industries  such  as 
pharmaceuticals  and 
petroleum  refining 
depend  on  timing- 
sensitive  computer 
programs 

a  competitive  advantage. 
"Solving  this  problem 
gives  us  a  marketing  tool 
that  we  plan  on  using," 
says  Pennsylvania  Gov- 
ernor Tom  Ridge. 

Most  managers, 
though,  are  going  to 
have  to  start  thinking 
about  contingency  plans  and  workarounds.  "There's  no  ques- 
tion that  things  will  fail,"  says  Judith  List,  who  runs  the 
Year  2000  effort  for  Bellcore,  which  develops  communica- 
tions software.  "WTiat  Bellcore  recommends  is  that  you  focus 
on  the  mission-critical  systems  first." 

Yeai-  2000  is  a  unique  and  unprecedented  economic  event. 
Previous  jolts  to  the  economy,  like  the  gulf  war  and  the  oil 
price  shocks  of  the  1970s,  were  sui-prises.  But  Year  2000  is 
the  first  economic  disaster  to  anive  on  a  schedule.  The  gi"eat 
danger  is  that  the  U.  S.  economy  will  not  be  ready  to  wel- 
come the  millennium. 

By  Midmel  J.  Mandel,  with  Peter  Coy  in  New  York,  Paul 
C.  Judge  in  Boston,  and  bureau  reports 
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The  Workplace 


COMIVIENTARY 

By  Aaron  Bernstein 

WHY  WORKERS  STILL  HOLD  A  WEAK  HAND 


The  new  labor  pact 
Catei-pillar  Inc. 
and  the  United 
Auto  Workers  (UAW) 
reached  on  Feb.  13  is 
a  case  study  of  the 
conflicting  trends  in 
today's  economy.  On 
the  one  hand,  Cat  has 
posted  record  profits 
for  four  straight 
years.  On  the  other, 
the  recent  labor  deal 
calls  for  newly  hired 
workers  to  be  paid 
70%  of  the  $20  an 
hour  that  current 
workers  earn.  It  also 
provides  minimal  rais- 
es for  current  union 
members  (table). 

The  UAW  had  little  choice  but  to 
go  along  with  such  onerous  terms — 
similar  to  those  won  by  Caterpillar 
rival  Deere  &  Co.  last  October.  The 
alternative  was  to  see  more  jobs  at 
both  companies  lost  to  outsourcing. 
Throughout  the  1990s,  both  compa- 
nies have  cut  costs  by  fanning  out 
work  to  suppliers  and  by  expanding 
in  lower  wage,  nonunion  plants  in 
the  South  and  overseas. 
SCROUNGING  FOR  SKILL.  Indeed,  the 
union's  concessions  underscore  the 
degree  to  which  employers  still  have 
the  ujjper  hand,  despite  jobless  lev- 
els that  are  the  lowest  in  a  genera- 
tion. Though  most  companies  today 
are  scrounging  for  skilled  workers, 
many  also  continue  to  control  costs 
by  outsourcing,  downsizing,  and  off- 
shore production;  stiff  global  compe- 
tition all  but  rules  out  price  hikes. 
So  although  average  wages  finally 
outpaced  inflation  by  2%  last  year, 
they  still  remain  '6%  below  their 
mid-1980s  peak — and  even  fall  below 
1973  levels,  according  to  the  Bureau 
of  Labor  Statistics.  These  trends 
hold  true  for  union  and  nonunion 
workers  alike.  "Wages  ai-e  rising, 
but  they  haven't  taken  off,"  says 
Nicholas  S.  Perna,  chief  economist 
at  Fleet  Financial  Group.  "Employ- 
ers have  learned  how  to  manage 
their  labor  costs." 

The  UAw's  stinging  defeats  at  Cat 
and  Deere  show  how  little  bargain- 


ing power  the  union  has.  It  first 
struck  Cat  in  late  1991,  when  the 
economy  was  barely  out  of  recession 
and  unemployment  ran  at  nearly 
7%.  Cat  refused  to  sign  a  contract 
modeled  on  the  union's  contract  with 
Deere.  Such  pattern-bargaining,  Cat 
argued,  had  been  rendered  obsolete 
by  globalization.  Its  largest  rival, 
the  company  said,  was  no  longer 
Deere  but  Japan's  Komatsu  Ltd., 
where  wages  were  below  those  at 
Cat  and  Deere. 

Cat  won  the  battle  by  threatening 
to  replace  strikers.  In  mid-1994,  the 
union  suffered  an  even  bigger  set- 
back in  a  second  walkout.  This  time, 
Cat  made  good  on  its 
threat  by  bringing  in 
low-wage  replacement 
workers  from  one  of 
its  Southern  plants. 
Several  thousand  of 
the  union's  12,000 
members  panicked  and 
crossed  the  picket 


THE  UAW  FOLDS 


Highlights  of  Cat's  new 
labor  pact: 


CURRENT  WORKERS 

One  pay  raise  of  2% 
to  4%,  plus  bonuses  of 
3%  in  three  of  the  six 


Fites  did  a  masterful 
job  of  making  his  ^ 
company  globally  I 
competitive  by  cut-  I 
ting  costs  and  initiat-| 
ing  a  sizable  restruc- 
turing. Result:  Cat's 
sales  jumped  15%  last 
year,  to  $18.9  bflhon, 
while  profits  soared 
by  22%,  to  $1.67 
billion. 

DEERE  SEASON.  Deere 
too,  has  prospered  am 
is  getting  an  added 
boost  ft"om  the  same 
two-tier  wage  struc- 
tui  e  Cat  is  now  adopt 
ing.  Deere  has  racked 
up  record  profits  for 
18  of  the  past  19 
quarters.  It  has  added  220  UAW 
workers  since  the  new  pact  was 
signed  last  fall,  all  at  wages  about 
half  those  of  Deere's  current  9,500 
union  members.  And  it  faces  little 
problem  finding  recruits,  despite 
Iowa's  low  jobless  rate  of  less  than 
3%.  Last  summer,  the  company  got 
9,000  applications  for  200  slots,  even 
though  it  warned  applicants  that  the 
jobs  were  only  temporary  and  wouk 
pay  $10.40  an  houi-,  nearly  a  third 
less  than  union  wages. 

Companies  hke  Deere  and  Cat 
hold  particularly  strong  hands  in  to- 
day's economy.  Their  unionized  worl* 
ers  are  highly  paid  by  blue-collar 

standards,  and  legions 
of  workers  stuck  in 
lower-iTing  jobs  are  es 
ger  to  take  their 
places.  Plenty  of 
nonunion  companies, 
too,  use  downsizing 
and  cost-cutting  to  ho 
wage  hikes  at  bay. 
Across  the  economy, 


lines.  The  strike  was 

officially  ended  in  De-    the  upward  pressure 

NEW  HIRES  Start  at 
70%  of  current  employ 
ees'  $20  an  hour 


cember,  1995. 

In  retrospect, 
Komatsu  wasn't  the 
threat  it  promised  to 
be.  In  part,  it  was 
hurt  by  a  strong  yen 
and  poor  management. 
In  addition,  Cat  Chief 
Executive  Donald  V. 


CONTRACT  LENGTH 

Six  years,  double  the 
old  pact 

DATA:  BUSINESS  WEEK 


on  wages  that  typical 
comes  from,  low  unera 
ployment  is  being  hel 
in  check  by  the  cross 
wands  of  the  global 
economy. 


Bernstein  covers 
bor  for  BUSINESS  WEl 
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ia  Cisco 

Powered  Network  s 


THERE  ARE  LOTS  OF  WAYS 

FOR  YOUR  BUSINESS 
TO  ENTER  THE  INTERNET. 


THIS  IS  THE  DOOR 
THE  BUILDERS  PUT  IN, 


The  promise  of  networked  commerce. 
Stronger  customer  relationships.  The 
ability  to  rapidly  respond  to  a  constantly 
changing  marketplace. 

Where  there's  a  reason  to  put  your 
business  on  the  Internet,  there's  a  reason 
to  rely  on  the  expertise,  strength  and 
security  of  Cisco  Systems  —  the  company 
that  brought  the  Internet  to  business. 

Look  for  the  Cisco  Powered  Network 
mark.  It  means  your  network  service 
provider  uses  Cisco  equipment  —  the 
common  platform  that  lets  your  network 
work  with  any  other  network  on  the  planet. 

Which  is  why  Cisco  Powered  Network 
service  providers  are  uniquely  equipped 
to  make  the  Internet  work  for  you, 
whether  it's  Internet  access,  ATM,  frame 
relay  or  other  data  services. 

To  find  out  more,  visit  our  website  at 
www.cisco.com.  And  let  a  Cisco  Powered 
Network  service  provider  open  up  the 
Internet  for  your  business. 


Cisco  Systems 


Cisco  Systems,  Inc.  All  rights  reserved. 


Finance 


INVESTIVIENT  BANKING 

BULLISH 
ON 

JAPAN 

For  Merrill  and  others,  bank 
scandals  have  opened  doors 

Back  in  1978,  Merrill  Lynch  &  Co. 
had  big  dreams  of  selling  stocks, 
mutual  funds,  and  financial  advi- 
sory services  to  rich  Japanese 
investors.  But  it  underestimated  how 
hard  it  would  be  to  lure  the  Japanese 
away  from  local  brokers  despite  their 
unscrupulous  practices,  sky-high  fees, 
and  dismal  returns.  Merrill  also  mis- 
judged the  willingness  of  the  Ministry 
of  Finance  to  allow  foreigners  into 
Japan's  markets.  Defeated,  Merrill 
closed  its  six  retail  branches  in  1993. 
But  now  it's  back,  betting  that  the  fail- 
ures and  scandals  shaking  Japan's  fi- 
nancial-services industry  will  finally 
give  it  an  opening.  Its  aim,  says  Menill 
Lynch  Japan  Inc.  Chairman  Hisashi 
Moriya,  is  to  be  "Japan's  most  trusted 
financial  adviser." 

To  reach  that  goal,  Merrill  is  spend- 
ing up  to  $300  million  to 
take  over  30  branch  offices 
and  2,000  brokers  from 
shuttered  Yamaichi  Secu- 
rities Co.,  until  last  No- 
vember Japan's  fourth- 
largest  investment  bank. 
By  late  summer,  Merrill 
will  offer  domestic  and 
global  investment  trusts — 
as  mutual  funds  are  known 
in  Japan — plus  convertible 
bonds  and  foreign  currency 
investments. 

GOOD  BUZZ.  Merrill  is  also 
counting  on  its  reputation 
as  one  of  Japan's  top  play- 
ers in  corporate  bond  un- 
derwriting and  equity 
trading  to  help  it  expand 
its  retail  arm.  "Scandals 
anywhere  in  the  world  are 
an  opportunity,"  says  Mer- 
rill Lynch  International 


OPEN  FOR  BUSINESS  The  lure 
is  a  piece  of  Japan's  $10  trillion 
in  private  savings 

Chairman  Winthrop  H.  Smith  Jr. 

They're  an  opportunity  for  more 
than  Merrill.  Fidelity  Investments,  ge 
Capital  Services,  and  Citibank  all  want 
to  grab  a  bigger  piece  of  Japan's  $10 
trillion  in  private  savings.  With  only 


Knocking  at  Tokyo's  Door 


MERRILL 
LYNCH 


FIDELITY 


CITIBANK 


GE  CAPITAL 


Plans  to  spend  $300  million  to  open  a  nation- 
wide brokerage.  It  will  sell  mutual  funds, 
convertible  bonds,  and  foreign  currency 
products  to  Japanese  investors. 

Raised  $2.5  billion  for  six  mutual  funds  and 
is  likely  to  sell  funds  through  domestic  bank 
branches.  It  is  also  launching  a  major  direct 
marketing  effort,  including  a  Japanese- 
language  Web  site. 

Already  an  established  retail  name  in  Japan, 
Citibank  will  link  its  branches  with  the 
nation's  postal  savmgs  network,  it  also  will 
offer  a  dual-currency  credit  card. 

Just  announced  a  $1.2  billion  joint  venture 
with  Toho  Mutual  Life  Insurance  to  sell  life 
and  health  coverage. 

DATA:  BUSINESS  WEEK 


6%  of  Japanese  people  invested  in 
uities,  much  of  that  money  is  langis 
ing  in  bank  or  Postal  Savings  Syse 
accounts,  where  it  earns  less  than.' 
But  more  than  scandals  are  givingc 
eigners  hope.  For  decades,  they 
effectively  shut  out  of  Japan  by 
sive  ties  between  the  MOF  and  l;i 
ese  banks  and  brokers.  Now,  evi  i 
Ministry  realizes  Japanese  consul 
must  earn  far  greater  returns  tn 
for  a  rapidly  aging  population.  Tli; 
big  reason  Prime  Minister  Fiyii 
Hashimoto  is  pushing  his  "Big  \'> 
plan  to  promote  more  financial  indu: 
competition  by  2001.  While  the  pla 
daunting   to   many   cossetted  c 
players,  "the  truth  is,  investor 
Japan  will  be  big  beneficiaries,"  i] 
U.  S.  Commerce  Secretary  Williar  1 
Daley. 

The  early  buzz  on  U.  S.  competitii 
promising.  Fidelity,  which  started  s(n 
investment  trusts  directly  to  the  Jja 
ese  in  1995,  now  offers  them  six  in 
funds.  With  $2.5  billion  under  mait 
ment.  Fidelity's  assets  are  growingit 
50%  annual  rate.  Last  month,  Fi(' ' 
set  up  pilot  offices  vrith  Sanwa  i ' 
Sumitomo  Bank,  and  Long-Tenn  < ' 
Bank  of  Japan  to  familiarize  Jaj); 
bankers  with  its  products.  Fidiit 
hopes  eventually  to  market  its  fit 
via  lenders'  branch  networks.  Fidit 
has  also  launched  a  Japanese-langi^ 
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page  (www.fidelity.co.jp)  that  will 
■  financial-planning  tools,  market 
;,  and  fiind-performance  data.  Gold- 
Sachs  &  Co.  is  also  selling  funds 
igh  Nikko  Securities  Co.  and  Koku- 
ecurities  Co. 

tibank,  meanwhile,  is  redoubling 
fforts  to  woo  the  Japanese.  Its  au- 
ted  teller  machines  now  operate 
)urs  a  day,  in  contrast  to  Japanese 
;rs'  terminals,  which  shut  down  at 
.  Citi  expects  to  win  Diet  approval 
ik  its  65  ATMS  to  the  20,000  termi- 
at  post  offices  throughout  Japan, 
idition.  Citibank  is  offering  con- 
;rs  something  besides  conve- 
ne— safety.  As  worries  over  the 
lity  of  Japanese  lenders  have 
ited  since  the  failure  of  Hokkaido 
shoku  Bank  Ltd.  in  November, 
imers  have  been  lining  up  at  Citi's 
•anches  to  open  accounts.  In  April, 
Adll  roll  out  a  new  credit  card  that 
let  holders  take  advantage  of 
^  in  the  value  of  the  yen  by  pay- 
heir  balances  in  dollars,  if  they 
ie.  Insurers  are  also  in  for  foreign 
etition.  ge  Capital  Services,  Gen- 
Electric  Co.'s  financial  services 
has  set  up  a  $1.2  billion  joint  ven- 
with  Toho  Mutual  Life  Insurance, 
bt-plagued  insurer  with  a  junk 
rating,  to  sell  life  and  health  cov- 
!.  The  venture  will  be  up  against 
rican  International  Group,  which 
hired  800  former  Yamaichi  ern- 
es to  boost  sales. 

LINE."  U.  S.  financial-services  firms 
reason  to  be  optimistic.  But  they 
'ace  a  tough  slog.  Merrill's  Smith 
I't  expect  his  new  retail  unit  to 
a  profit  for  three  years.  And  teach- 
jnerican-style  practices  to  Japanese 

won't  be  easy.  Japanese  brokers, 
xample,  are  judged  by  their  com- 
on  volumes,  not  by  how  well  they 
t  clients'  money.  As  a  result,  Taku- 
ijnano,  a  financial  consultant  and 
er  Yamaichi  executive,  wonders 
her  Merrill  will  be  able  to  impose 
style  compliance  methods  on  bro- 
used  to  "walking  a  very  fine  Une 
sen  the  legal  and  illegal"  to  drum 
isiness. 

ill,  the  time  is  ripe  to  try.  The 
smers  are  offering  ordinary  Japan- 
nore  choices  and  better  returns, 
also  may  end  up  teaching  Japan- 
rms  how  to  compete  in  an  industry 
:  thrown  open  by  the  Big  Bang.  A 
ie  ago,  Toyota  and  Honda  shook 
Detroit  auto  industry  out  of  its  com- 
ncy.  Now,  it  looks  like  some  Amer- 
inancial  powerhouses  are  about  to 
Ti  the  favor. 

By  Brian  Bremner  in  Tokyo 


DEALS 


SOGGEN:  GRGWING 

GNE  LiniE  BANK  AT  A  TIME 

But  is  Cowen  big  enough  to  help  the  French  giant  in  Europe? 


Daniel  Bouton,  chief  executive  of 
France's  Societe  Generale,  has  no  il- 
lusions about  going  head-to-head 
with  the  world's  investment-banking  go- 
liaths.  Instead,  he  aims  to  carve  out 
global  niches  where  his  $365  biUion  bank 
can  excel.  "We're  don't  intend  to  com- 
pete globally  [across  all  industries]  with 
Merrill  Lynch  or  Goldman  Sachs,"  says 
Bouton. 


sure,  SocGen's  equity  has  increased  from 
$2.5  billion  to  $10  billion  in  the  decade 
since  it  was  privatized,  and  it  has  be- 
come France's  most  profitable  bank.  But 
it  still  lags  in  investment-banking  rank- 
ings. In  1997,  SocGen  sagged  to  9th  place 
in  completed  mergers  in  France,  behind 
No.  1  Goldman  Sachs  &  Co.,  according  to 
Secuiities  Data  Co. 

SocGen's  lagging  position  in  global 
markets  has  prompted  Bouton  to 
snap  up  financial  concerns  in  Eu- 
rope and  Asia,  including  the  pri- 
vate banking  business  of  Lon- 
don-based Hambros  PLC,  the 
asset-management  business  of 
the  foraier  Yamaichi  Securities 
Co.  in  Japan,  and  two  minor 
U.  S.  investment  banks  besides 
Cowen.  If  the  Cowen  deal  goes 
through,  SocGen  will  have  spent 
more  than  $1.5  billion  on  acquisi- 
tions in  the  past  12  months.  But 
analysts  question  whether  this 

BOUTON:  ^ 

SocGen  has  "J^J 

deep  pockets  ^t^f^mg  late 

and  will  keep  ^^ey  dont 
shopping 


they 
have  sufficient 
critical  mass  to 


The  latest  in  a  series  of  acquisitions, 
Bouton,  47,  plans  to  spend  $615  million 
to  purchase  Cowen  &  Co.,  a  small  Wall 
Street  investment  bank  with  a  strong 
presence  in  technology  and  health  cai"e. 
The  object:  to  take  Cowen's  undei-writ- 
ing  and  research  expertise  across  the 
Atlantic.  "As  excited  as  we  are  about 
the  U.  S.,  we're  even  more  excited  about 
the  opportunity  to  work  with  gi-owth 
companies  in  Europe,"  says  Curtis  R. 
Welling,  New  York-based  ceo  of  Societe 
Generale  Securities  Corp. 
SIZE  RULES.  SocGen  is  not  the  fli-st  Eu- 
robank to  go  shopping  for  smaller  U.  S. 
investment  banks.  Swiss  Bank  Corp.,  for 
example,  bought  Wall  Street's  Dillon 
Read  &  Co.  But  sbc  then  merged  with 
Union  Bank  of  Switzerland  after  con- 
cluding that  in  the  increasingly  competi- 
tive world  of  investment  banking,  size 
rules.  Indeed,  it's  unclear  whether  the 
expected  Cowen  acquisition  vrill  give  Soc- 
Gen the  strength  Bouton  seeks.  To  be 


begin  with,"  says  Mark  Hoge,  bank  ana- 
lyst at  Credit  Suisse  First  Boston. 

Bouton  is  moving  on  other  fronts. 
He  is  building  a  London-based  fund- 
management  business  from  scratch  and 
hopes  to  reach  his  goal  of  $8.3  billion  in 
assets  by  2003.  To  do  that,  Bouton  re- 
cently nabbed  Nicola  Horrick,  formerly 
with  Deutsche  Morgan  Grenfell,  and 
John  Richards  from  Fidelity  to  ran  the 
business.  He  plans  to  bid  this  month 
for  Credit  Industriel  &  Commercial,  a 
lender  the  French  government  is  sell- 
ing. He  won't  rale  out  a  merger  with  a 
big  French  competitor,  such  as  Banque 
Nationale  de  Paris,  Credit  Lyonnais, 
or  Pai-ibas.  That  would  create  a  French 
institution  with  an  asset  base  roughly 
equal  to  Deutsche  Bank.  Bouton  may 
have  a  niche  strategy  in  global  mar- 
kets, but  that  isn't  stopping  him  from 
thinking  big. 

By  Gail  Edmondson,  with  Sharon 
Reier,  in  Paris 


Finance 


COMIVIENTARY 

By  Andrew  Osterland  and  Susan  Jackson 


INSURANCE  SHOWDOWN:  WHO'S  RIGHT? 


Imurance  may  never  be  tlie  same.  Prudential  hisurance  Co.  's  Feb.  12  an- 
)wiinceme7it  ttiat  it  would  convert  from  policyholder  omiership  to  a  stock  com- 
pany  will  likely  accelerate  tlie  trend  away  from  tJie  traditimial  mutual  form — 
largely  to  gaiyi  access  to  capital  markets.  Bid  tliere  is  a  liot  debate  over  the  best 
way  to  do  it.  Most  insurers  have  transformed  into  stock  companies.  But  uTider 
legislation  passed  in  15  states  and  tfie  District  of  Columbia,  mutuals  could  cre- 
ate fiolding  companies  and  could  sell  as  much  as  a  J^9%  stake  in  tJieir  operating 
busi'tiesses  to  public  sftarefwlders.  Big  mutuals  back  tlie  idea  while  some  publicly 
owned  insurers  and  cofisurner  groups  object.  Tfie  outcome  could  have  an  enor- 
nuYus  impact.  Andrew  Osterland  and  Susan  Jacksmi  debate  tlie  issue. 


OSTERLAND:  Holding  companies  are 
stronger  and  more  flexible 

Before  the  holding  company  legisla- 
tion, an  insurer  who  want- 
ed to  demutualize  had  to 
endure  a  costly  and  time- 
consuming  process.  Equi- 
table Co.  spent  upwards 
of  $40  million  on  its  1992 
demutualization.  Now, 
using  state  laws,  mutuals 
can  create  holding 
companies  much 
more  quickly  and 
inexpensively. 
Once  established, 
the  stock  sub- 
sidiary can  issue  stock  and  buy  oth- 
er companies,  as  did  Des  Moines- 
based  AmerUs  Life  Insurance  Co. 
when  it  acquired  AmVestors.  "We 
see  this  as  a  way  of  preserving  our 
mutual  heritage  and  gaining  access 
to  the  capital  markets  at  the  same 
time,"  says  David  Drury,  CEO  of  Des 
Moines-based  Principal  Financial 
Group,  the  largest  mutual  insurer 
yet  to  seek  approval  for  a  holding- 
company  structure. 

A  holding  company  can  also  be  a 
better  deal  for  policyholders,  argues 
Salomon  Smith  Baniey  analyst  Colin 
Devine.  Fully  demutualized  compa- 
nies tend  to  come  to  market  at  sig- 
nificant discoimts  to  their  book  value. 
Since  most  poUcyholders  usually  sell 
immediately  the  shares  they  receive 
in  return  for  theu'  policyholder  inter- 
ests, they  don't  get  a  good  price.  "It 
can  be  a  bad  deal  for  policyholders," 
says  Devine. 

Devine  thinks  the  holding  company 
alteniative  gives  poorly  perfonning 
mutuals  practice  at  being  a  profit-ori- 
ented company  and  allows  manage- 
ment to  pick  the  best  time  to  go  pub- 
lic. "If  you  use  the  holding  company 


as  a  step  on  the  way  to  full  demutu- 
alization, you're  not  screwing  policy- 
holders," says  Devine. 

True,  there  are  potential  conflict- 
of-interest  issues.  Mutual  man- 
agers vriU  be  compensated 
vrith  options  in  the  new 
stock  subsidiary.  Con- 
sumer advocates  say  if 
shareholders  gain,  policy- 
holders will  lose.  But 
that's  the  case  of  any 
company  with  per- 
formance pay. 
"There's  no  more 
opportunity  here  to 
he,  cheat,  and  steal 
than  there  was  before,"  says  Scott 
Galenbeck,  general  counsel  for  the 
Iowa  Department  of  Insurance  office. 

The  book  is  still  being  viritten  on 
how  holding  companies  will  be  regu- 
lated. But  given  the  need  of  the  mu- 
tuals and  the  ordeal  of  demutualiza- 
tion, the  holding  company  option 
makes  a  lot  of  sense. 

JACKSON:  Holding  companies  hurt 
policyholders 

Under  full  demutu- 
alization, a  major 
portion  of  the 
insurer's  surplus 
is  distributed  to 
policyholders  in 
cash  or  stock. 
Equitable's  poUcy- 
holders received 
hundreds  of 
millions  of 
dollars.  But 
under  most 
holding  company  laws,  policyholders 
don't  get  any  stock  or  cash.  Indeed, 
to  get  a  stake  they  would  have  to 
buy  shares  in  the  stock  company. 
"It's  like  somebody  walking  up  to 


your  driveway,  selling  your  car,  an 
then  giving  you  a  chance  to  buy  it 
back,"  says  Betsy  McCaughey  Ros 
lieutenant  governor  of  New  York 
and  a  foe  of  the  plan.  "What  is  to 
prevent  the  quiet  confiscation  of  hi 
lions  of  dollars  of  accumulated  pro: 
its  that  ordinary  men  and  women 
were  told  they  own  as  mutual 
policyholders?" 

A  mutual  holding  company  also 
creates  a  conflict  of  interest  since 
the  structure  has  two  sets  of  owne 
and  a  common  management.  The 
stock  company  wants  quarterly 
earnings  increases  to  push  up  the 
stock.  That  means  lower  policyhoh 
er  dividends  and  claims  payouts. 
The  mutual  company,  by  contrast, 
wants  higher  dividends  and  payou' 
In  the  real  world,  though,  policy- 
holders are  quiescent  and  manage- 
ment can  do  what  it  wants.  "It's 
management  nirvana,"  sniffs  Jasor 
B.  Adkins,  founder  of  the  Center  f 
Insurance  Research  in  Cambridge, 
Mass. 

One  study  suggests  that  since  the 
mutual  holding  company  would  no 
longer  be  in  the  business  of  selling 
insurance  du-ectly,  it  might  not  be 
subject  to  state  regulatory  oversigl 
And  some  industry  players  also  wo: 
ry  that  holding  companies  will  not 
have  to  abide  by  the  same  tax  code 
as  stock  companies.  "We  want  to  er 
sure  a  level  playing  field  with  all  oi 
competition,"  says  Lon  A.  Smith,  ci 
of  Hartford  Life  Inc.  He  and  other 
stock-company  execs  are  studying 
the  holding  company  issues  to 
see  what  kind  of  threat 
they  pose. 

Full  demutualiza- 
tion may  be  expen-' 
sive  and  time-con 
suming,  but  it's 
definitely  the 
fairest  way  for 
mutual  compa- 
nies to  enter  th 
public  equity 
'  market. 

Susan  Jackson  covers  insurance 
from  the  Connecticut  bureau  while 
Andrew  Osterland  un-ites  about  the 
industry  in  Chicago. 
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Or  you're  out  of  it. 


The  #1  Web  hosting  provider  for 
Fortune's  top  1000  companies 
will  show  you  the  way 
to  the  top. 


Internet  commerce. 
Transforms  the  process 
of  business:  buying,  selling, 
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virtual  organization. 
Intranet  and  Extranet  use  permits 
interactive  customer  service  and 
organizational  collaboration. 


virtual  organization 


Information  exchange. 

Your  Web  site  lets  the  world  access 

all  that  you  have  to  offer. 


information 
exchange 


OMPAa 
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For  unparalleled  e/pertise,  America's  most  suc- 
cessful companies  have^(^hosen  GTE  INTERNETWORKING 
as  their  preferred  Wel^^nosting  provider.  GTE  has  chosen 
Compaq  ProLiant™  Si^rvers  to  deliver  outstanding  perfor- 
mance, reliabilitv^d  manageability  required  to  support 
its  customers'  l)fT-based,  mission-critical  Web  sites. 

We  are  fhe  engineers  of  opportunity  at  the  heart  of 
Internet  CBmmerce  projected  to  grow  from  $8  billion 
now  t9,$327  billion  by  2002,  on  an  Internet  that  will  mul- 
tiply"t)y  100  times.  Our  commitment  is  to  help  get  you  on, 
>t^y  on  and  move  up  the  Web  power  curve. 

GTE  INTERNETWORKING  serves  this  challenging 
future  with  proven  performance,  technological  finesse, 
and  a  gift  for  innovation.  Because  it  includes  BBN  (birth- 
place of  the  Internet),  Compaq  ProLiant  server  hardware, 
and  GTE's  global  communications  infrastructure.  This 
breadth  of  experience,  products,  and  flexibility  is  unique. 

ess  Value 

We  alone  have  the  full  capacity  to  guide  any  com- 
pany through  its  own  evolutionary  stages  of  doing  busi- 
ness -  from  simple  information  exchange  to  e-commerce 
transactions. 

In  fact, Forrester  Research 
gives  us  their  highest  perfor- 
mance "Best  Bet"  rating.  To  let 
us  help  you  shape  your  future, 
call  800  472-4565  or  visit  us  at 
www.internetworking.gte.com 
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MUNICIPAL  BONDS 


BOND  INSURERS  TAKE 
A  WALK  ON  THE  WILD  SIDE 

They  are  backing  ever-riskier  issues,  and  getting  less  for  it 

Imagine  insuring  the  success  of  a  high- 
tech startup  company.  That's  in  ef- 
fect what  MBIA  Insurance  Corp 
did  late  last  year  when  it  insured 
a  $1.2  billion  bond  issue  for  a 
new  Southern  California  toll 
road.  In  backing  the  bonds,  mbia 
lends  its  AAA  credit  rating,  thus 
guaranteemg  that  the  principal 
and  interest  will  be  paid.  No 
matter  that  many  toll  roads  nev- 
er make  good  on  all  their  debts. 
Without  mbia's  stamp,  the  bond 
barely  qualified  as  investment 
grade. 

Fierce  competition  in  the 
muni  market  has  led  bond  in- 
surers to  guarantee  ever-riski- 
er issues  and  get  paid  less  for  it. 
What's  more,  with  snail-like 
growth  in  the  U.S.,  the  major 
guarantors  are  backing  foreign 
debt.  Although  overseas  expo- 
sure is  still  small — only  about 
3%  of  a  total  $690  billion  in  in- 
sured bonds — the  insurers  have 
high  hopes  for  foreign  markets. 
Industry  executives  say  they 
want  to  boost  their  overseas  busi- 
ness to  as  much  as  15%  of  their  portfo- 
lios by  2005.  That  introduces  a  host  of 
pohtical,  economic,  and  cun'ency  risks. 
A  CLOSER  LOOK.  As  a  result,  a  financial 
guarantor's  AAA  rating  doesn't  have 
the  same  cachet  it  once  did.  True,  equi- 
ty investoi-s  like  the  two  mai'ket  leaders: 
Shares  in  mbia  and  Ambac  Assurance 
Corp.  are  up  80%  and  122%,  respec- 
tively, in  the  past  two  years.  But  in- 
vestors who  buy  insured  bonds  put  less 
faith  in  the  guarantee  and  more  effort 
into  scrutinizing  the  bond  issuers. 

"The  business  Is  largely  about  mai'ket 
share,  and  now  virtually  everything  that 
is  insurable  is  insured,"  says  Clark  D. 
Wagner,  portfolio  manager  of  Executive 
Investors  Insured  Tax-Exempt  fund. 
The  result,  Wagner  says,  is  that  the  in- 
surance companies  are  lowering  their 
standards.  "That  makes  me  much  more 
cautious." 

In  the  past,  muni  bond  insurers 
earned  their-  keep  by  turning  high-qual- 
ity A-rated  bonds  into  AAAs.  But  today. 


Some  companies  have 
even  guaranteed  junk 
issues,  turning  them 
into  AAA-rated  bonds 


they  also  are  backing  more  bonds  that 
would  otherviise  earn  only  BBB  rat- 
ings— the  lowest  investment  grade. 

In  some  cases,  the  insui'ance  compa- 
nies have  dipped  even  lower  and  turned 
junk  muni  bonds  into  AAAs.  Last  year, 
MBIA  insured  post-bankruptcy  Orange 
County  bonds  that  were  below  invest- 
ment grade.  They  also  put  their  stamp 
on  a  startup  toll  road  in  the  Denver 
airport  area.  "We  are  very  positive  on 
the  L.  A.  and  Denver  areas  so  we  felt 
these  issues  were  good  credit  risks," 
says  Neil  Budnick,  president  for  public 
and  corporate  finance  at  mbia. 


Of  course,  there's  a  good  case 
made  for  the  insurers  casting  a  \i 
net.  They're  financially  sound,  and  i 
haven't  had  to  pay  big  claims.  "Th- 
now  a  broader  definition  of  what 
surable,  but  I  don't  see  any  incrts 
risk,"  says  Roger  K.  Taylor,  preside; 
Financial  Security  Assurance  Inc.  l 
bac  Assurance  Chairman  and  Chiei^ 
ecutive  Phillip  Lassiter  admits 
some  of  the  bonds  he  insures  t : 
would  not  have  been  backed  five  \- 
ago.  But  he  says  the  company  vi 
with  the  issuers  to  restruc 
deals  in  ways  that  enhancet 
credit  quality,  mbia  does? 
same. 

In  the  heat  of  battle,  ins 
are  undercutting  each  oi 
For  instance,  the  premium » 
BBB-rated  airport  bond  isi 
the  same  as  the  insurance 
panics  charged  for  an  A- 
airport  bond  four  years 
That  means  the  companie; 
taking  on  more  credit  ris 
less  money.  "Premium  r 
have  dropped  over  25*"'  i: 
last  six  years,"  says  Da\  k  . 
vack,  senior  director  of  ma 
pal  structured  finance  at  '■ 
ibca.  Of  course,  the  ei  oi 
and  the  finances  of  most  isi 
have  strengthened  durinu 
period,  making  the  i' 
even  less  likely  to  face  . 
WHAT  IF?  But  the  financiai 
antors  back  long-term   / . 
and  the  domestic  econoiiii 
vironment  may  not  alwni 
so  robust.  No  doubt  the  nvc 
markets  are  now  very  differem  ' 
when  the  insurers  first  took  on 
ness.  Consider  the  recent  turmn  ' 
Asian  markets.  "The  bond  insm 
manageable  risk  this  time  becau- 
had  little  exposure,"  says  Dick  P.  ~ 
managing  director  for  bond  in.-ir 
ratings  at  Standai'd  &  Poor's  C'l  r; 
fore  the  crisis  hit,  mbia  backei! 
million  issue  for  the  Kingdom  - 
land  while  Ambac  insured  a  $10i  I  i ; 
bond  for  the  Korean  Development  r 
Both  issuers  are  current  in  the  n 
ments.  "What  would  have  hap|><  i 
they  had  15%  of  their  portfoho  al 
and  we  were  hit  with  the  tuniu 
Asia?"  asks  Smith. 

Certainly,  financial  guarantor 
whatever  is  necessary  to  maint;, 
AAA  ratings.  But  will  invest(  i - 
as  much  comfort  in  them  as  tln  ^ 
did?  Now,  rather  than  just  moniir 
the  issuers,  muni  bond  investoi-sn 
monitor  the  insurers  as  well. 

By  Toddi  Chitner  in  A't  /n 


Build  a  boat- 


Someday  !  plan  to:  Teach  someone  to  read.  Run  for  city  council. 
Look  up  old  college  friends.  Catch  my  limit  of  wide-mouth  bass. 


GET  THE  DREYFUS  DISCIPLINED  STOCK  FUND  FOR  YOUR  IRA  ACCOUNT. 
BECAUSE  YOUR  FUTURE  STARTS  NOW.  While  the  new  tax  law  provides  more 
opportunities  than  ever  to  help  you  pursue  your  retirement  dreams,  one 
part  of  IRA  investing  hasn't  changed:  it's  still  about  getting  the  right  fund. 
That's  why  you  should  consider  the  Dreyfus  Disciplined  Stock  Fund,  a 
fund  with  outstanding  performance  and  a  dedicated  investment  team.  If 
you  have  any  questions  about  what  type  of  IRA  is  best  for  you,  consult  your 
financial  advisor  or  call  Dreyfus.  We're  here  to  help  you  make  smart  invest- 
ment decisions  for  today,  and  tomorrow.  DREYFUS.  RULE  YOUR  KINGDOM.' 


MORNINGSTAR  RATING 


DREYFUS  DISCIPLINED  STOCK  FUND 


***★★    31.94'-  20.07*  18.26'" 

ONEVE^'S  FIVE  YEAR  TEN  YEAR 

OVERALL  RATING  AMONG  2332  DOMESTIC  EOUfTY  fUHDS  AS  OF  12.31.97  AVG.  ANNUAL  TOTAL  RETURNS  AS  OF  12.31.97  INCEPTION  DATE  12.31.87 


TC  FIND  OUT  MORE,  CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794x4460 


©reyfus 


for  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before  you  invest. 

lerformance  is  no  guarantee  of  future  results  Share  prioe  and  irivestment  return  fluctuate  so  redemption  value  may  be  more  or  less  tt-ian  original  cost,  Morningstar 
etary  ratings  reflect  historical  risk-adjusted  performance.  They  are  subject  to  change  every  month  Ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year 
iplicable)  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  petlormance  below 
yT-bill  returns.  The  3-.  5-  and  10-year  Morningstar  ratings  as  of  12-31-97  were  five  stars  out  of  2.332,  1,292  and  676  domoctcr  or,!j,ty  funds,  respectively. 


Finance 


COMMODITIES 


CRACKS  IN  THE 
DIAMOND  TRADE 

A  flood  of  low-quality  gems  has  shaken  De  Beers'  iron  grip 

Step  into  a  Kniail  or  Wal-Mmt  Store 
these  days,  and  you  can  pick  up  a 
diamond  bi-acelet  for  $29.99 — about 
the  same  price  as  a  toaster.  That  speaks 
volumes  about  the  state  of  the  diamond 
business.  Prices  of  smaller  diamonds  are 
plunging — ^i-etail  prices  ai'e  off  as  much  as 
20%  in  the  past  year — and  demand  for 
some  types  of  poor-quality  stones  is 
nonexistent.  Why?  Blame  an  avalanche  of 
cheap  stones  from  Russia  and  Australia. 

So  far,  the  plunge  hasn't  affected  the 
pricier  fine  diamonds  sliimmering  in  dis- 
play cases  at  Tiffany  &  Co.  or  Cartier. 
That  upscale  market  has  held  its  own 
despite  detoiorating  demand  in  finan- 
cially strapped  East  Asia.  But  for  how 
long?  Some  analysts  fear  that  the  abun- 
dance of  supply  could  ovei-whelm  the 
firm  hold  that  the  cartel  led  by  South 
Africa's  De  Beers  Consolidated  Mines 
Ltd.  has  held  over  the  diamond  busi- 
ness for  decades.  "There  is  a  concern 
that  the  problems  in  the  lower-quality 
market  could  creep  up  to  the  higher 
end  and  destabilize  prices,"  says  Hilton 
Ashton,  a  diamond  analyst  at  smk  Se- 
curities Inc.  in  Johannesburg. 
COUNTERATTACK.  It's  not  as  if  De  Beers 
is  standing  still.  It  continues  to  control 
the  bulk  of  the  diamond  trade  through 
its  London-based  marketing  arm,  the 
Central  Selling  Organi- 
zation (C'so).  And  it  has 
tiied  to  keep  a  tight  rein 
on  sup})lies  and  prices  by 
jawboning  cartel  mem- 
bers and  purchasing  dia- 
monds produced  outside 
the   cartel.   That  has 
helped  push  prices  up 
50%,  on  average,  since 
1986.  But  desi)ite  all  of 
De  Beers'  efforts,  the 
cso  has  seen  its  share  of 
the  global  market  for 
rough,  or  unpolished,  di- 
amonds erode  fj  om  80% 
to  70%'  in  the  past  five 
years.  Many  investors 
think  that's  only  the  be- 
ginning of  a  slippery 
slide.  Since  July,  the 
price  of  De  Beers'  Amer- 


THE  DIAMOND 
MARKET  SPLITS 

SMALL  STONES  PLUMMET 
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WHILE  LARGER  GEMS  RISE 
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DATA  DAPAPUKT DIAMOND  KPORI 


LIKE  A  ROCK:  The  Inyli  end  lias  kept  its  sparkle 


ican  depositary  receipts  has  plummeted 
37%,  in  dollars,  to  $20. 

The  cuirent  problems  started  in  the 
early  1990s,  when  the  Russians,  in 
desperate  need  of  hard  cuiTency,  began 
dumping  low-quality 
"near-gem"  diamonds. 
This  violated  Russia's 
contract  with  the  cso,  so 
the  vso  retaliated  by 
dropping  its  price  for  this 
type  of  rough  stone.  That 
so  angered  the  owners 
of  Australia's  Argyle  Dia- 
mond Mines,  the  world's 
largest  producer  of  near- 
gem  stones,  that  they 
broke  with  the  cso  in 
1996.  And  that,  in  tui-n, 
produced  the  avalanche 
of  cheap  stones  from 
Russia  and  Australia, 
and,  experts  say,  the  cso, 
which  decided  to  play 
hardball. 

By  the  time  the  Asian 
financial  crisis  hit  last 


summer,  the  diamond  mai-ket  was  s 
With  so  many  diamonds  at  the  low 
of  the  market,  De  Beers  no  lo 
found  it  effective  to  tiy  to  maintain 
trol  of  the  cheaper  stuff.  So  De  I 
focused  on  the  higher  end.  Since 
vember,  the  cso  has  contracted  suj 
by  halving  sales  of  rough  diamon 
"sightholders,"  the  160  cutters  and 
ers  to  whom  De  Beers  sells  st 
every  five  weeks.  Indeed,  Deut 
Morgan  Gren-  fell  analyst  Niall  C; 
expects  cso  sales  to  fall  by 
in  1998,  to  $3.91  bilhon. 

As  sales  clrop,  the  caite 
amond  stockpile  will  soar 
the  $4.1  billion  it  held  in 
1997.  cso  spokesman  I 
D.G.  Walker  says  De  I 
isn't  wonied  about  its  abil 
finance  the  gi'owing  stoc 
The  caitel  has  deep  pocket 
many  investments  outsidi 
diamond  business,  including 
ing  companies  such  as  J 
American  Corp.  and  Mir 
Moreover,  vrith  a  debt-to-e 
ratio  of  only  6%,  De  Be( 
able  to  leverage  its  increat 
large  stockpile,  which  ani 
Ashton  estimates  may  | 
$5.6  billion  by  yeai-end.  ll 
Chaplin,  an  analyst  at  T.  li 
&  Co.,  says  the  company  i 
even  boirow  up  to  $5  billij 
fortify  its  war  chest.  | 
There  ai'e  ah-eady  signJ 
things  ai'e  turning  in  De  li 
favor.  The  Russians,  wh(l 
not  had  a  contract  with  De  Beeii 
several  yeai's,  have  signed  up  agail 
are  no  longer  leaking  diamonds,  i 
the  Asian  crisis  could  work  in  th(a 
tel's  favor.  "It's  a  dire  market,  so  ea 
one  is  playing  ball,"  says  Mark  Cil 
editor  of  London-based  trade  magii 
Diatnond  Inteniational. 

Moreover,  De  Beers  is  still  cmr 
on  its  longtime  marketing  m;iii; 
"Diamonds  are  forever" — to  hold 
The  cartel  believes  that  couple ~ 
ping  for  engagement  and  weddiiiv 
won't  be  swayed  by  cheap,  m;i~- 
ket  gems.  "Weakness  at  the  <" 
doesn't  drag  down  the  top.  TIk - 
two  different  types  of  consumei->,' 
Jeffi'ey  H.  Fischer,  president  "1 
New  York-based  Fischer  Diamond 
and  the  Diamond  Manufactui'ers  U 
porters  Assn.  De  Beers  is  bettins.:! 
this  continues  to  hold  true  aiiil 
its  costly  efforts  to  hold  the  In 
top-quality  diamond  prices  will - 
fruit. 

By  Heidi  Dawley  in  Londmi. 
William  Echikson  in  Brussels 


You  wanted  to  save  the  world. 
Would  you  settle  for  helping  a  few  global  companies? 


I've  always  wanted  to  flex  your 
ive  muscles,  make  an  impact, 
ge  the  world. 

agine  what  you  could  accomplish  at 
)f  the  world's  leading  management 
echnology  consulting  organizations. 
I  team  with  some  of  the  most 
essful  companies  in  the  world, 
panies  that  want  to  explore  new 
.ets,  lead  their  industries, 
e  their  futures.  Working  with 


professionals  from  diverse  disciplines 
and  backgrounds,  you'd  help  these 
companies  align  strategy  with  people, 
processes  and  technology— a  holistic 
approach  that  transforms  visionary 
ideas  into  successful,  working  realities. 

It's  a  high-energy  environment 
where  you  can  leverage  your  skills  in 
collaborative,  large-scale  efforts.  In  the 
process,  you  can  learn,  broaden  your 
perspective  and  shape  the  kind  of 


career  you  want.  To  explore  opportunities, 
visit  us  at  www.ac.com/careers/explore. 

Bring  your  life  experiences  to  us. 


Andersen 
Consulting 


en  Consulting  is  an  Equal  Opportunity  Employer.  (D  1998  Andersen  Consulting. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

A  STRONG  PULSE 
AT  MEDTRONIC 

Big  Ls  beautiful,  says  Richard  Hu^es. 
That  is,  large-cap,  growth-oriented 
companies  such  as  Coca-Cola  and  Gen- 
eral Electric  are  the  only  stocks  Hughes 
loves — or  owns.  But  since  there  aren't 
many  such  giants  around,  Hughas,  pres- 
ident of  Rittenhouse  Financial  Services, 
scours  the  world  for  the  future  Cokes 
and  GEs.  This  big-stock  strategy  has 
powered  Rittenhouse,  acquired  by  Nu- 
veen  in  September,  to  a  19.6%  yearly 
CTimulative  gain  since  1983.  Last  year, 
Rittenhouse's  38%  gain  beat  the  s&p 
mf^  33%. 

So  what's  the  next  up-and-comer  on 
Hughes's  screen?  Medtronic  (mdt),  the 
world's  leading 
ASIH6  BOOMERS:  maker  of  heart 
ROSY  PROSPECTS  pacemakers  and 
defibrillators. 
Hughes,  who  has 
been  accumulat- 
ing Medtronic  for 
Rittenhouse's  $5 
billion  portfolio, 
admits  it's  not 
yet  a  household 
name.  "But  if 
you  simply  look 
at  its  consistent 
earnings  growth 
and  other  fun- 
damentals, you 
might  think  it 
was  Coke  or  ge,"  says  Hughes. 

Earnings  have  been  growing  at  least 
17%  a  year,  he  notes.  Now  trariing  at 
55/  a  share,  vdth  a  price-earnings  ratio 
of  35,  Medtronic  is  cheap,  based  on  its 
growth  rate  and  long-term  value,  says 
Hughes.  'T)emographic  trends  favor  the 
market  that  Medtronic  dominates,"  he 
argues.  With  the  baby  boomers  aging 
and  more  f)eople  living  longer,  demand 
for  Medtronic's  devices  will  rise. 
"Medtronic  is  at  the  forefront  of  pro- 
longing fjeople's  lives,"  says  Hughes. 

Sfjme  twr^-thirds  of  sales  come  from 
its  pacing  products,  chiefly  bradycardia 
devices,  which  adjust  slow  or  irregular 
heartbeats,  and  tachyarrhythmia  de- 
vices, which  correct  rapid  heartbeats. 
Other  products  include  mechanical  and 
tissue  heart  valves. 

Analysts  expect  Medtronic  to  earn 
$1.30  a  share  this  year  and  $1.56  in 
lf^99,  up  from  $1.11  in  1997. 


AUG,  1?>,  9?  FEB.  V6. ' 
A  DOLLARS 

DATA',  wmexm  fmunan  mmxtts 


WHY  con  MAY 
BUBBLE  UP 

The  fireworks  in  Dow  stocks — as  the 
market  climbs  to  new  highs — have 
masked  the  compelling  values  in  some 
mid-cap  plays,  grouses  money  manager 
Forr&st  Mervine.  Take  Cott  (c/mr),  the 
world's  fourth-largest  soft-drink  compa- 
ny and  the  largest  maker  of  private-la- 
bel soft  drinks  in  Britain,  Canada,  and 
the  U.  S.  The  stock  has  been  practically 
lifeless,  slumping  from  12K  in  mid-Octf> 
ber  to  8X  on  Feb.  17 — in  .spite  of  rumors 
that  several  big  companies,  including  a 
major  beverage  maker,  are  eyeballing 
Cott  for  a  buyout. 

The  death  on  Feb.  3  of  Chairman 
Gerald  Fencer,  who  controlled  29%  of 
the  company,  has  renewed  speciilation 
that  certain  groups  will  jockey  for  his 
blfx;k.  The  stock  hasn't  yet  reflected  this 
possibility,  but  it  shouldn't  be  long  be- 
fore certain  groups  show  up  to  bid — "if 
they  haven't  already,"  says  Mervine, 
managing  director  of  Investment  Coun- 
sellors of  Bryn  MawT,  a  unit  of  Penn- 
sylvania's Bryn  Mawr  Trust. 

Cott,  with  sales  of  more  than  $1.4 
billion  to  such  c^lstomers  as  Wal-Mart 
Stores  and  Safeway  supermarkets,  is 
worth  at  least  20  in  a  buyout,  says 
Mervine.  He  figures  that  .sales  per  share 
are  about  S2fJ — more  than  three  times 
Cott's  stock  price. 

Sales  have  weak-  THE  SOOAMAKER 
ened,  and  profit     LOOKS  LIFELESS 

margins  have  nar-  ,j 
rowed  as  a  result 
of  the  price  war 
between  Coke  and 
Pepsi-Cola. 

"Once  the  price- 
cutting  ceases, 
earnings  at  Cott 
will  explode  to 
higher  levels,  part- 
ly because  of  new 
products  from  ac- 
quisitions it  has 
made,"  he  says. 

Who  would  be 
interested  in  Cott?  Mervine  is  betting 
on  Britain's  Cadbury  Schweppes,  the 
world's  third-largest  soft-<lrink  company, 
which  has  announced  its  int<;rest  in  ac- 
quisitions in  North  America  to  bolster 
its  might  against  Coke  and  Pepsi. 
Mervine  notes  tliat  the  fx-nson  now  lea/l- 
ing Cott  is  True  Knowles,  former  presi- 
dent of  Caflbury's  Dr  Pepper  unit.  With 
Pencer  gone,  Mervine  thinks  Caflbury 
will  be  enboldened  to  talk  to  Knowles 
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about  a  deal.  In  October,  the  compa 
hired  Morgan  Stanley  to  help  t 
Pencer  family  explore  options  for 
stake.  Cott  didn't  return  caUs. 


HOLE  IN  ONE 
FOR  CALLAWAY? 

Callaway  Golf  (ELY)  is  jast  one  of  t 
32  growth  stocks  in  the  $1.5  bill 
portfolio  of  Cohen  Klingenstein 
Marks,  a  New  York  investment  fi 
that  focuses  on  large  companies  tl 
boast  long-term  earnings  momentt 
But,  argues  Managing  Partner  Geoi 
Cohen,  it's  a  stock  with  added  allu 
He  thinks  Nike 
may  go  after  it.  'H  THE  RGOCH 
"Nike  wants  to      -TILL  UTELY 

be  in  the  .sports-  ^  

equipment  busi- 
ness, and  it  in- 
tends to  go  into  a 
full  line  of  gear 
for  athletes,"  says 
Cohen,  who  does 
not  usually  pick  2? 
stocks  for  their 
takeover  potential  a 
This  time,  though, 
he   thinks   Call-  o- 
away— apart  from      ^  i8  '9? 
Its  Strong  growth 
qualities— looks     »™  ei«iwa«n«iic«.«A4 

appealing  to  the  $10  billion  Nike 
.-everal  reasons. 

Callaway,  the  leading  maker  of 
gear,  has  the  most  endorsement  c 
tracts  of  any  company  from  sports  p 
argues  Cohen,  and  this  would  bolf 
Nike's  own  lineup  of  stars.  Callaw; 
products  are  "top  equality  and  the  bes 
the  basiness,"  he  arlds.  In  golf  clubs 
related  products,  Callaway  is  big 
than  its  four  closest  rivals  combii 
notes  Cohen,  whose  {jortfolio  owns  s( 
$35  million  worth  of  Callaway  sha 
Equally  important:  The  stock  has  b 
in  the  rough — flown  to  25  from  its  1 
of  38 — ^until  recently,  that  is,  whe: 
crept  back  to  3  IK..,  partly  becaus( 
rumors.  Callaway,  which  posted  1 
earnings  of  $1.9^)  a  share,  Ls  expecte< 
make  $2.30  in  1998  and  $2.55  in  199 

Cohen  says  Callaway  is  worth  45 
buyout.  "If  it's  true  that  Nike's  strat 
is  to  buy  the  premium  brand  in 
equipment,  then  Callaway  is  the  one 
it,"  says  Cohen.  Calls  to  Calla 
weren't  returned.  A  Nike  spokeswoi 
says  the  company  is  developing  in 
nally  the  athletic-equipment  uni 
formed  more  than  a  year  ago. 
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How  do  you  respond  to  complexity? 


)U  always  liked  a  complex  challenge, 
d  stick  with  it  until  you  mastered 
lade  it  look  easy.  At  Andersen 
suiting,  your  talent  for  resolving 
iplexity  could  change  the  way 
ipanies  do  business, 
i  a  leading  management  and 
nology  consulting  organization, 
Jeal  with  the  full  spectrum  of 
;ess  challenges.  You'll  work  with 
tier  clients  to  design  innovative, 
ket-focused  business  processes 


aimed  at  delivering  the  best  possible 
end  value  to  their  customers.  Working 
with  professionals  from  diverse 
disciplines  and  backgrounds,  you'll 
help  these  companies  align  strategy 
with  people,  processes  and  tech- 
nology—a holistic  approach  that 
turns  visionary  ideas  into  successful, 
working  realities. 

It's  a  high-energy,  collaborative 
environment  where  you  can  leverage 
your  current  skills.  Quickly  build  new 


ones.  And  ultimately  shape  the 
kind  of  career  you  want.  To  explore 
opportunities,  visit  our  web  site  at 
www.ac.com/ careers/explore. 

Bring  your  process  savvy  to  us. 


Andersen 
Consulting 


■sen  Consulting  is  an  Equal  Opportunity  Kmployor.  ©  1998  Andersen  Consulting. 


Corporate  Scoreboard 


IS  THIS  THE  END 
OF  THE  GLORY  DAYS? 

Higher  wages  and  declining  profit  margins  lead  to  a  slowdown  in  net  income  growtl 


Economists  said  it  couldn't  last. 
CEOS  prayed  it  would.  But  in  1997 
the  inevitable  finally  happened: 
Corporate  America's  breakneck 
earnings  growth  began  to  falter. 

Although  annual  sales  rose  9%  for  the 
900  companies  on  business  week's  Cor- 
porate Scoreboard — equal  to  the  gain  in 


1996 — net  income  for  the  year  was  up 
just  9%.  That  marked  a  significant  drop 
from  the  14%  earnings  growth  seen  in 
1996.  Moreover,  the  consensus  of  econo- 
mists is  that  1998  earnings  will  grow  at 
about  half  this  year's  rate.  "We've  un- 
doubtedly seen  the  best  in  earnings 
growi^h  for  this  expansion,"  concludes 


Allen  L.  Sinai,  chief  global  economisl 
P*rimark  Decision  Economics. 

The  slowdown  seemed  to  hit  < 
cially  hard  in  the  fourth  quart(^i-. 
spite  a  9%  sales  hike,  net  income  r 
tered  no  growth  at  all.  Still,  o 
operating  basis,  things  weren't  qui 
dire  as  they  suddenly  seemed.  Takio 


The  Leaders  in  1997  Sales  and  Profits 


THE  TOP  25  IN  SALES 


THE  TOP  25  IN  EARNINGS 


1997  SALES 
IN  MIUIONS 

PERCENT  CHANGE 
FROM  1996 

1996 
RANK 

1997  PROFITS 
IN  MILLIONS 

PERCENT  CHANGE 
FROM  1996 
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35 

4 

WAL-MART  STORES 

113,428 

12 

4 

4 

FORD  MOTOR 

6,920 

56 

5 

GENERAL  ELECTRIC 

90,840 

15 

6 

5 

GENERAL  MOTORS 

6,698 

35 

6 

IBM 

78,508 

3 

7 

6 

PHILIP  MORRIS 

6,310 

0 

7 

MOBIL 

65,709 

-19 

5 

7 

IBM 

6,093 

12 

8 

CHRYSLER 

58,622 

-1 

8 

8 

MERCK 

4,614 

19 

9 

PHILIP  MORRIS 

56,114 

3 

9 

9 

AT&T 

4,472 

-20 

10 

AT&T 

51,319 

2 

10 

10 

COCA-COLA 

4,129 

18 

] 

11 

TEXACO 

46,667 

3 

11 

11 

MICROSOFT 

3,895 

57 

I 

12 

BOEING 

45,800 

29 

33 

12 

CHASE  MANHAHAN 

3,708 

51 

'l 

13 

OUPONT 

45,079 

3 

12 

13 

PROCTER  &  GAMBLE 

3,625 

12 

] 

14 

HEWLEn-PACKARD 

42,895 

12 

13 

14 

CITICORP 

3,591 

-5 

] 

15 

SEARS,  ROEBUCK 

41,469 

8 

14 

15 

WAL-MART  STORES 

3,334 

15 

] 

16 

TRAVELERS  GROUP 

37,609 

16 

36 

16 

AMERICAN  INTL.  GROUP 

3,332 

15 

^ 

17 

PROCTER  &  GAMBLE 

36,715 

4 

16 

17 

JOHNSON  &  JOHNSON 

3,303 

14 

1 

18 

CHEVRON 

35,009 

-7 

15 

18 

MOBIL 

3,272 

10 

] 

19 

CITICORP 

34,697 

6 

18 

19 

BELLSOUTH 

3,270 

14 

1 

20 

KMART 

32,108 

1 

17 

20 

CHEVRON 

3,256 

25 

L 

21 

AMOCO 

31,910 

-1 

19 

21 

BANKAMERICA 

3,210 

12 

It 

22 

MERRILL  LYNCH 

31,731 

27 

27 

22 

BRISTOL-MYERS  SQUIBB 

3,205 

12 

\ 

23 

CHASE  MANHAHAN 

30,381 

11 

22 

23 

HEWLEn-PACKARD 

3,119 

21 

24 

BELL  ATUNTIC 

30,194 

4 

88 

24 

ALLSTATE 

3,105 

50 

25 

MOTOROLA 

29,794 

7 

21 

25 

TRAVELERS  GROUP 

3,104 

5 

DATA:  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


al  charges,  and  profits  would  have 
up  about  10%,  roughly  half  the 
seen  in  the  fourth  quarter  of  1996. 
hy  the  disparity  between  strong 
and  operating  income  and  flat  net 
le?  For  one  thing,  companies — es- 
Uy  those  that  are  restinicturing,  or 
ved  in  mergers  and  acquisitions — 
to  do  more  write-offs  in  the  final 
;er.  Since  1997  saw  both  a  record 
for  M&A  activity  and  a  resurgence 
structuring,  the  combination  de- 
ed net  income.  Boeing's  $1.4  bil- 
•harge  on  its  merger  with  McDon- 
Douglas  Corp.  helped  drive 
;pace  profits  down  64%  for  the 
er,  for  example,  while  the  $2  bUlion 
:e  Sara  Lee  took  to  restioictui'e  its 
s  dragged  profits  down  a  full  2% 
le  900  companies.  All  together,  the 
rmance  of  those  two  companies, 
ined  with  big  losses  at  hca/Co- 
a,  Unisys,  and  Dow  Jones,  knocked 
f  total  profits. 

:  SQUEEZE.  Still,  charges  weren't 
nly  thing  dampening  spirits  in  the 
1  quarter.  An  increasingly  severe 
squeeze  also  depressed  net  profits, 
ibility  of  business  to  charge  higher 
i,  as  measured  by  the  government's 

domestic  product  price  inflator, 
ened  in  the  fourth  quarter-.  Today, 
ower  than  it  has  been  since  1963. 
le  to  pass  along  higher  labor  costs 

112)  and  hamstiamg  by  the  impact 
e  strong  dollar  on  international 

Corporate  America  is  increasingly 
?  a  hit  on  the  bottom  line.  By  the 
h  quarter,  profit  mai-gins,  which 
falling  all  year,  hit  5.5%,  theii-  low- 
vel  since  December,  1995. 
spite  the  ear-nings  slowdown,  the 
my  in  the  fomth  quarter  measui'ed 
pressive  4.3%  annual  growth  rate. 
97,  real  gdp  grew  at  the  fastest 
Ji  a  decade,  driven  by  healthy  con- 
r  spending  and  business  invest- 
.  But  that  should  slow  in  1998, 

BUSINESS  week's  economists  ex- 
real  GDP  to  rise  a  more  modest 

and  capital  spending,  which  hit 


record  levels  last  year,  to  slow.  A  2.4% 
GDP  jump  would  be  the  smallest  gain 
in  three  year's. 

Even  hot  performers  in  1997,  such 
as  Exxon  Cor-p.,  won't  be  immune  to 
these  pi'essures  for  long.  The  oil  giant, 
which  posted  the  biggest  profit  of  any 
company  on  the  list  in  1997,  $8.5  bil- 
lion, benefited  from  the  time  lag  be- 
tween the  drop  in  crude  oil  costs  and  a 
decline  in  gas  prices  at  the  pump.  This 
year-,  falling  pump  pr-ices  ai-e  expected  to 
close  the  lag  and  cool  Exxon's  returns. 

Nor  will  a  broad  economic  drop-off 
be  welcomed  by  industr-ies  that  suffered 
in  1997.  After  a  116%  i-unup  in  1996 
profits,  phone  companies  feU  fast  in  1997. 
AT&T's  new  cost-cutting  ceo,  C.  Michael 
Armstrong,  didn't  arrive  soon  enough 
to  halt  a  20%  earnings  dr*op.  Problems 
in  the  consumer  market  hit  at&t  and  r-i- 


val  MCI  Communications  Corp.,  says 
Anna-Mar-ia  Kovacs,  an  analyst  with 
Janney  Montgomery  Scott  Inc.  MCi  lost 
$391  million  in  the  fourth  quarter  and 
eked  out  a  $2  million  pi-ofit  for  1997. 
INSURANCE  COUP.  The  winning  indus- 
tries of  1997  included  insm-ance,  which 
saw  the  lowest  catastrophic  loss  rate 
since  1988,  a  drop  in  car  accidents,  and 
healthy  stock  investment  retui-ns.  Prop- 
erty and  casualty  giants  like  Allstate 
Corp.  grew  profits  50%  and  moi-e,  while 
Hartford  Financial  Services  Group, 
which  posted  a  $99  milhon  loss  in  1996, 
turned  in  a  $1.3  billion  pr-ofit  in  1997. 
The  uptur-n  was  due  to  stronger  busi- 
ness lines  and  a  windfall  fr-om  the  IPO  of 
its  Hartford  Life  business.  The  1998 
outlook  isn't  as  r-osy.  "Among  the  few 
ways  to  increase  earnings  in  '98  is  to 
have  even  fewer  catastrophes  than  in 


A  Spotlight  On  1997  Profits 


AFTERTAX  PROFITS, 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEDING 
YEAR.  ALL  INDUSTRIES 

50- 

BREAKING  DOWN 
THE  LATEST  QUARTER 

AS  REPORTED  0% 

kwiTHOUT  CARS  AND  TRUCKS  -2% 
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INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  1997 

The  long-expected  weakening  of 

earnings  growth  finally  happened 

in  1997,  as  profits  went  from  a 

21%  increase  in  the  first  quarter 

to  a  0%  gain  in  the  fourth.  For 

the  year,  profits  rose  only  9%, 

on  a  9%  revenue  gain. 

A  profit  turnaround  at  Hartford 

Financial  Services  helped  make 

insurers  winners.  Strong  results 

at  Ford  and  GM  paced  the  auto 

makers,  while  Intel  followed  last 

year's  45%  profit  leap  with  a 

35%  jump  in  1997.  Big  charges 

at  Champion  International  and 

Kimberly-Clark  hurt  the  paper 

companies.  Profits  at  AT&T 

dropped  20%.  Margins  slid  to 

5.5%,  the  lowest  level  since 

1995's  fourth  quarter.  A  hint  J"^^  g  ^5  30 

of  problems  to  come?  ►  biluons  of  dollars 

POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


TELECOMMUNICATIONS 


n 


Corporate  Scoreboard 


'97,"  says  Harris  R.  Chomey,  national 
director  for  insurance  at  kpmg  Peat 
Marwick.  Few  would  bet  on  that. 

Detroit  also  had  a  big  year  Slicing  a 
huge  $3  billion  in  costs,  Ford  Motor  Co. 
bested  General  Motors  Corp.  to  post  an 
industry-record  $6.9  billion  profit.  A  long 
strike  and  a  dearth  of  new  products 
clipped  Chrysler  Corp.,  and  the  coming 
year  is  expected  to  challenge  all  three. 
Merrill  Lynch  analyst  Nicholas  Lobac- 
caro  predicts  that  lower  demand  for  ve- 
hicles worldwide  and  pricing  pressure 
from  Asian  imports  will  push  earnings 
for  the  Big  Thi-ee  down  13%. 

Semiconductor  makers  also  rebounded 
smartly  fi-om  a  poor  1996,  with  profits 
up  an  impressive  48%.  Memory-chip 
prices  continued  to  drop  for  the  second 
year  running,  but  that  was  offset  by 
sizzling  microprocessor  sales  and  vol- 
ume growth.  No  surprise,  Intel  led  the 
way  back,  posting  35%  growth  on  the 


Business'  ability  to 
raise  prices  is  at 
a  35-year  low 


strength  of  its  Pentium  microproces- 
sors. Strong  demand  from  U.S.  corpo- 
rate buyers  and  a  surge  of  orders  from 
Europe  helped  PC  manufacturers  like 
Compaq  Computer  Corp.  and  Dell  Com- 


puter Corp.  do  well  in  1997.  But  ]i 
sure  could  rise  this  year,  as  corji 
tions  start  to  clamor  for  the  sub-$ ; 
models  so  popular  now  with  consul; 

For  many  in  the  financial  servic< 
dustry,  however,  downtimes  remii 
distant  fear.  Fueled  by  low  int(i 
rates,  the  soaring  stock  market  and 
record  year  in  m&a,  financial  comp* 
continue  to  rake  it  in.  Giant  Mo^ 
Stanley,  Dean  Witter,  Discover  &. 
saw  earnings  for  the  year  rise  32' 
$2.6  billion,  while  Merrill  Lynch  Si. 
earnings  gained  18%,  to  $1.9  billio-' 
far,  1998  is  shaping  up  to  be  an( 
big  year  for  Wall  Street.  But  bac 
Main  Street,  many  face  tougher  g; 
"The  process  of  growing  earning;', 
harder  in  1997,"  says  economist  J 
"and  vrill  get  harder  again  in  I'JMS 
nally,  the  predictions  are  playing  > 

By  Nanette  Byrnes  in  Netr 
with  bureau  reports 


A  KINK  IN  THE  PROFITS  PIPELINE 


Last  year's  net  profit  gains  of  9% 
may  look  disappointing,  but  by 
the  end  of  1998,  Wall  Street  may 
well  covet  such  growth.  That's 
because  a  consensus  forecast  of  50 
economists,  taken  by  Blue  Chip 
Economics,  projects  a  rise  in  corpo- 
rate profits  of  only  4.6%  this  year. 
The  primary  culprits:  a  slower  econ- 
omy and  resurging  labor  costs. 

The  tight  job  market  has  embold- 
ened workers  either  to  switch  jobs 
for  more  pay  or  to  vrin  fatter  raises 
from  their  current  bosses.  Employ- 
ment costs  in  the  fourth  quarter 
jumped  3.5%  from  a  year  ago.  Of 
course,  for  most  of  this  seven-year 
expansion,  productivity  gains  offset 
pay  hikes.  So  growth  in  unit  labor 
costs  stayed  below  price  rises,  letting 
companies  widen  profit  margins. 

But  that  was  before  the  fourth 
quarter.  Even  though  productivity 
surged  2%  last  quarter,  it  couldn't 
make  up  for  a  2.9%  boost  in  imit  la- 
bor costs.  Indeed,  the  labor  cost  hike 
was  almost  twice  the  1.5%  gain  seen 
in  the  prices  of  goods  and  services 
bought  in  the  U.  S.  That's  why  mar- 
gins fell  at  year's  end. 

For  1998,  the  squeeze  will  likely 
get  worse.  First,  even  if  economic 
growth  slows  to  2.4%  this  year  as 
forecast  by  business  week's  econo- 
mists, that  pace  will  be  rapid  enough 
to  create  millions  of  new  jobs  and 


push  the  joblessness  rate  lower  than 
its  current  4.7%.  The  ensuing  dearth 
of  highly  skilled  employees  vdll  give 
more  workers  an  upper  hand  in  pay 
deals.  Moreover,  talk  in  Washington 
of  a  minimum-wage  hike  in  1999  sug- 
gests that  the  upward  pressure  on 
pay  will  continue  into  next  year. 

At  the  same  time, 
productivity  vrill  not 
repeat  its  1.7%  rise  of 
1997,  says  Chris  Var- 
vares  of  Macroeconom- 
ics Advisers.  He  ar- 
gues that  much  of  last 
year's  rise  was  a  cycli- 
cal response  to  a 
surge  in  demand  and, 
with  the  economy 
slovring,  output  per 
hour  worked  will  grow 
just  1.1%  this  year. 

Moreover,  pricing 
power  vdll  stay  weak,  especially  for 
manufacturers  whose  products  com- 
pete with  suddenly  cheaper  imports. 
Helen  Hotchkiss,  senior  economist  at 
Dreyfus  Corp.,  says  industries  selling 
direct  to  consumers  will  have  the 
best  chance  of  making  markups  stick. 
Because  of  the  gain  in  buying  power, 
she  believes  consumers  may  become 
less  price  sensitive  in  some  areas. 
She  points  to  America  Online's  re- 
cent 10%  rise  in  monthly  charges  as 


LABOR  COSTS 
OUTPACE  PRICE  HIKES 


AVERAGE  GROWTH  FROM  A  YEAR  AGO 
0  I  1  1  1  1  1  1 
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service  companies  may  be  hard- 
pressed  to  make  a  buck,  because 
their  labor  biUs  are  rising  faster  th 
manufacturers'. 

Still,  all  is  not  gloomy  on  the  cos 
front.  For  one  thing,  the  recent 
trucking  contract  signed  by  the 
Teamsters  union  calls  for  modest  p 
rises  of  2.5%  annual 
This  suggests  that  1 
bargaining  edge  en- 
joyed by  select  groi 
such  as  United  Pan 
Service  workers  haj 
not  spread  into  the 
broader  labor  force. 
And  Varvares  point 
out  that  more  pay  i 
linked  to  performan 
so  the  slowdown  in 
output  and  produeti 
ty  this  year  vdll  re- 
sult in  smaller  bonu 
es  and  benefits.  A  drop  in  nonlaboi 
costs,  such  as  energy,  will  also  offs 
a  piece  of  the  labor  tab. 

In  general,  though,  more  compa- 
nies in  1998  will  warn  about  profit 
shortfalls  because  of  rising  labor 
costs.  That's  hardly  startling,  givei 
the  late  stage  of  this  expansion  ani 
the  tightness  of  the  labor  markets. 
But  expected  or  not,  companies 
won't  like  delivering  the  bad  news 
and  investors  won't  like  hearing  it. 


a  taste  of  things  to  come.  Even  so,       By  Kathleen  Madigan  in  New  Yor 


Fourth  Quarter  &  Full  Year  1997 
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;sary 


i:  Includes  all  sales  and 
operating  revenues.  For 
includes  all  operating 
jes. 

ITS:  Net  income  before 
irdinary  items.  For  banks, 


profits  are  net  income  after 
security  gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  montfis)  to  latest 
available  common  equity,  wfiich 
includes  common  stock,  capital 
surplus,  and  retained  earnings. 
PRICE-EARNINGS  RATIO:  Based 
on  Feb.  6,  1998,  common- 
stock  price  and  corporate  earn- 


ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
EARNINGS  PER  SHARE:  For 

most  recent  12-month  period. 
For  most  companies,  this  figure 
represents  diluted  earnings  per 
share. 


iPANY 
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PROFITS 


MARGINS 
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CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 
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QUARTER 

QUARTER 

1997 

1996 
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1996 

1997 

1996 

1997 

1996 

1997 

1996 

SMIL. 

% 

$MIL, 

% 

$MIL 

% 
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% 
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COMMON  12 

EQUITY  PRICE-  MONTHS' 

12  MONTHS  EARNINGS  EARNINGS 
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12-31  2-6  SHARE 


INDUSTRY  COMPOSITE 

1485777.0 

9 

5607745.0 

9 

81065.8 

0 

348309.6 

9 

5.5 

5.9 

16.5 

25 

2.16 

EROSPACE  &  DEFENSE 

STRY  COMPOSITE 

31489.5 

10 

118879.2 

15 

470.6 

-64 

3566.7 

-27 

1.5 

4.6 

11.7 

35 

1.77 

NT  TECHSYSTEMS  (9) 

269.2 

-11 

1098.6 

3 

18.0 

11 

50,1 

-10 

6,7 

5.4 

24.2 

16 

3.73 

IG 

11727.0 

18 

45800.0 

29 

-498.0 

NM 

-178.0 

NM 

NM 

4.5 

-1.4 

NM 

-0.18 

RAL  DYNAMICS 

1101.0 

23 

4062.0 

13 

83.0 

19 

316.0 

17 

7.5 

7.8 

17.0 

18 

4,99 

;tream  aerospace 

540.9 

68 

1903.5 

79 

44.4 

209 

243.0 

417 

8.2 

4.5 

586.8 

11 

3.13 

^ET  INTERNATIONAL 

306.2 

8 

1258.2 

14 

12.7 

29 

72.0 
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4.1 

3.5 

25.1 

23 

0.66 

-lEED  MARTIN 

7878.0 

3 

28069.0 

4 

371.0 

-20 
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-3 
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18 

6.08 

riROP  GRUMMAN 
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4 
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6 
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1.0 
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22 

5.98 

STRAND 
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19 
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15 

55.0 
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65 
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4,9 

34.7 

18 
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;0L  (6)  t 
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67 
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24 

23.5 

26 
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59 
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8,9 
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17 
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:D  TECHNOLOGIES 
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3 
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5 
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7 
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18 
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20 
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UTOMOTIVE 
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8 
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5 
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85 
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9 
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ARS  &  TRUCKS 
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7 

379102.7 

5 

4587.7 

50 
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26 
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3.3 
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8 
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SLER 
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7 

58622.0 

-1 
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-15 
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-25 
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6.4 

24.7 

9 

4.09 

MOTOR 

39952.0 

3 

153626.9 

5 
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49 

6920.0 

56 

4.5 

3.1 

23.1 

9 

5.62 

UL  MOTORS 

39458.0** 

10 
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6 
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6698.0 

35 
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7 

8.62 
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34 
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11 
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NM 
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17 
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47 
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47 
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13 
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ARTS  &  EQUIPMENT 


IP  COMPOSITE 

9785.6 

15 

36938.9 

11 

348.1 

1166 

1118.1 

49 

3.6 

0.3 

15.6 

20 

2.03 

1  INDUSTRIES 

598.5 

7 

2349.0 

6 

17,3 

-8 

65.0 

38 

2.9 

3.4 

13.4 

14 

2.78 

WARNER  AUTOMOTIVE 

467.0 

11 

1767.0 

15 

27.2 

NM 

103.2 

147 

5.8 

NM 

15.0 

12 

4.31 

!IT  DIESEL 

2166.8** 

13 

8770.3 

11 

84.4 

20 

369.1 

21 

3.9 

3.7 

21.7 

15 

3.49 

562.7 

11 

2163.9 

10 

7.9 

72 

29.9 

687 

1.4 

0.9 

8.7 

16 

1.21 

N(4) 

889.5 

5 

3607.1 

10 

32.6 

-15 

-52.5 

NM 

3.7 

4.5 

-5.6 

NM 

-0.83 

:al-mogul 

415.0 

-14 

1806.6 

-11 

12.2 

NM 

72.0 

NM 

2.9 

NM 

19,4 

28 

1.67 

)RP(1) 

443.2 

9 

1568.2 

4 

22.0 

-6 

137.4 

230 

5.0 

5.7 

48.8 

8 

3.36 

;lemmerz  international  (11) 

369.8 

58 

1120.3 

61 

10.9 

132 

-47.4 

NM 

2.9 

2.0 

-29.6 

NM 

-2.27 

or  automotive  (3) 

2143.7 

25 

7342.9 

18 

68.6 

34 

208,2 

37 

3,2 

3.0 

18.6 

18 

3.05 

911.0 

21 

3464.0 

10 

32.0 

28 

116.0 

-1 

3.5 

3.3 

74.8 

NA 

NA 

<E  MFG.  (9) 

267.7 

6 

1028.8 

3 

17.8 

16 

70.6 

15 

6.7 

6.1 

17.5 

15 

2.33 

)ARD  PRODUCTS  (6) 

282,5 

6 

1104.8 

-1 

8.8 

38 

31.4 

3 

3,1 

2.4 

11.7 

16 

1.87 

SH  NATIONAL 

268.2 

59 

846.1 

34 

6.5 

422 

15.2 

318 

2.4 

0,7 

6,6 

41 

0.73 

IRE  &  RUBBER 

IP  COMPOSITE 

4029.1 

4 

15790.6 

2 

103.5 

NM 

803.1 

176 

2.6 

NM 

16.6 

17 

3.08 

256.0 

26 

822.5 

9 

56.9 

208 

122,0 

50 

26.1 

10.7 

25.9 

10 

5.33 

M  TIRE  &  RUBBER 

488.9 

17 

1813.0 

12 

34.6 

6 

122,4 

13 

7.1 

7.9 

14.7 

16 

1.55 

rEAR  TIRE  &  RUBBER 

3284.2 

0 

13155.1 

0 

2.0 

NM 

558.7 

449 

0.1 

NM 

15.8 

18 

3.53 

quarter  ended  Nov  30,  (2)  Fourth  quarter  ended  Oct,  31,  (3)  First  quarter  and  most  recent  12  months  ended  Dec,  31,  (4)  First  quarter  and  most  recent  12  months  ended  Nov,  30.  (5) 
er  and  most  recent  12  months  ended  Oct.  31.  (6)  Second  quarter  and  most  recent  12  months  ended  Dec,  31.  (7)  Second  quarter  and  most  recent  12  months  ended  Nov.  30.  (8)  Sec- 
ir  and  most  recent  12  months  ended  Oct.  31,  (9)  Third  quarter  and  most  recent  12  months  ended  Dec,  31.  (10)  Third  quarter  and  most  recent  12  months  ended  Nov.  30.  (11)  Third 
d  most  recent  12  months  ended  Oct,  31,  (12)  Fourth  quarter  ended  Jan.  31,  *Sales  include  excise  taxes.  **Sales  include  other  income.  ***Sales  Include  excise  taxes  and  other  income, 
i  from  major  subsidiaries  not  included  m  consolidated  sales.  Earnings  per  share  are  for  latest  12  months,  not  necessarily  for  end  of  most  recent  fiscal  year;  they  include  all  common-stock 
s  but  exclude  extraordinary  items.  NA  =  not  available,  NM  =  not  meaningful.  DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES.  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES. 


CORPORATE  SCOREBOARD 


COMPANY  SALES 


4TH  CHANGE  12  CHANGE 

QUARTER  FROM  MONTHS  FROM 

1997  1996  1997  1996 

$MiL  %  SMIL.  % 


3  BANKS 


INDUSTRY  COMPOSITE 

80349.7 

11 

308576.4 

10 

10021.1 

8 

39000.0 

11 

12.5 

12.8 

16.3 

19 

(A)  BANKS  -  EAST 

GROUP  COMPOSITE 

37193.3 

10 

142791.6 

10 

4286.5 

4 

16731.4 

14 

11.5 

12.2 

17.7 

17 

DANK  Ur  NtW  YUKK 

1 582.0 

19 

5697.0 

0 

298.0 

19 

1 104.0 

8 

18.8 

18.9 

22.4 

21 

BANKBOSTON 

1749.9 

10 

6727.2 

8 

234.7 

16 

897.2 

38 

13.4 

12.7 

19.6 

17 

BANKERS  TRUST  NEW  YORK 

3251.0 

18 

12176.0 

15 

207.0 

13 

866.0 

13 

6,4 

5.7 

16.2 

14 

CHASE  MANHATTAN 

7808.0 

12 

30381.0 

11 

874.0 

5 

3708.0 

51 

11.2 

12.0 

17.6 

15 

CITICORP 

8999.0 

5 

34697.0 

6 

1061.0 

8 

3591.0 

-5 

11,8 

11.5 

17.9 

17 

FIRST  MARYLAND  BANCORP 

372.8 

54 

1267.6 

35 

27.7 

-23 

151.2 

14 

7.4 

14.9 

7.7 

NA 

FLEET  FINANCIAL  GROUP 

2000.0** 

-1 

8095.0 

3 

335.0 

11 

1303.0 

14 

16.8 

15.0 

19.5 

16 

MBNA 

1216.6** 

26 

4523.9 

38 

188.3 

26 

622.5 

31 

15.5 

15.4 

32.3 

29 

MELLON  BANK 

1392.0** 

10 

5134.0 

8 

195.0 

1 

771.0 

5 

U.O 

15  3 

20.5 

22 

MORGAN  (J.  P.) 

4496.0 

6 

17701.0 

12 

271.0 

-35 

1465.0 

-7 

6.0 

9.9 

13.4 

16 

PNC  BANK 

1785.3 

11 

6859.2 

8 

265.5 

-2 

1052.5 

6 

14.9 

16.9 

19.2 

17 

REPUBLIC  NEW  YORK 

991.9** 

15 

3738.2 

14 

116.1 

7 

449.1 

7 

11.7 

12.6 

14.1 

15 

STATE  STREET 

933.0 

27 

3428.0 

25 

101.0 

29 

380.0 

30 

10.8 

10.6 

19.9 

26 

SUMMIT  BANCORP. 

615.8 

12 

2366.6 

9 

112.2 

16 

371.0 

31 

18.2 

17.6 

14.7 

24 

(B)  BANKS  -  MIDWEST 

GROUP  COMPOSITE 

17293.0 

9 

66429.0 

7 

2588.8 

15 

8907.7 

1 

15.0 

14.2 

16.6 

24 

BANC  ONE 

3407.5" 

3 

13219.1 

9 

474.8 

7 

1305.7 

-22 

13.9 

13.4 

13.0 

28 

LUMtKILA 

822.9 

8 

3 175.4 

3 

139.9 

130 

530.5 

27 

17.0 

7.9 

20.4 

30 

FIFTH  THIRO  BANCORP 

501.4** 

10 

1923.8 

10 

107.2 

15 

401.2 

20 

21.4 

20.5 

17.6 

31 

FIRST  CHICAGO 

2599.0 

7 

10098.0 

0 

382.0 

1 

1525.0 

6 

14.7 

15.5 

19.4 

16 

FIRST  OF  AMERICA  BANK 

521.5 

-3 

2077.9 

0 

83.1 

-1 

314.8 

23 

15.9 

15.6 

17.3 

21 

FIRSTAR 

501.5** 

8 

1892.6 

4 

75.4 

2 

295.2 

18 

15,0 

15.9 

18.1 

20 

HUNTINGTON  BANCSHARES 

588.3 

11 

2324.3 

11 

90.6 

15 

292.7 

-4 

15.4 

14.9 

15.0 

23 

KEYCORP 

1731.0 

13 

6568.0 

9 

248.0 

64 

919.0 

17 

14.3 

9.9 

18.1 

16 

MARSHALL  &  ILSLEY 

514.3** 

28 

1742.5 

18 

71.9 

16 

245.1 

21 

14.0 

15.4 

17.5 

24 

MERCANTILE  BANCORPORATION 

625.4 

27 

2256.9 

19 

94.8 

17 

204.6 

-17 

15.2 

16.4 

8.7 

32 

NORTHERN  TRUST 

609.1 

24 

2267.3 

17 

81.3 

21 

309.4 

20 

13.3 

13.7 

18,8 

26 

NORWEST 

2503.5 

7 

9659.7 

9 

356.1 

16 

1351.0 

17 

14.2 

13.1 

19.5 

22 

OLD  KENT  FINANCIAL 

335.0 

11 

1305.7 

13 

43.0 

3 

180.3 

14 

12.8 

13.8 

17.3 

21 

STAR  BANC 

263.6 

13 

1009.1 

11 

51.7 

22 

194,8 

23 

19.6 

18.1 

21.5 

26 

U.S.  BANCORP 

1769.0 

6 

6908.8 

0 

288.9 

-1 

838.5 

-31 

16.3 

17.6 

14.1 

34 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

16020.6 

18 

60912.5 

15 

1860.2 

-2 

8270.6 

17 

11.6 

14.1 

15.4 

19 

BB&T 

667,5 

13 

2597.9 

14 

103.4 

29 

359.9 

9 

15.5 

13.5 

1 7.3 

24 

CRESTAR  FINANCIAL 

520.3 

11 

1997.0 

5 

82.7 

117 

309.8 

42 

15.9 

8.1 

16.0 

20 

FIRST  AMERICAN 

268.3 

12 

1012.0 

14 

38.9 

16 

145.5 

20 

14.5 

13.9 

16.4 

20 

FIRST  TENNESSEE  NATIONAL 

441.8 

13 

1609.4 

10 

57.9 

9 

197.5 

10 

13.1 

13.7 

21.7 

21 

FIRST  UNION 

3663.0 

7 

14329.0 

9 

362.0 

-27 

1896.0 

17 

9.9 

14.4 

17.0 

17 

NATIONSBANK 

5788.0 

34 

21581.0 

24 

818.0 

29 

3077.0 

30 

14.1 

14.6 

15,1 

16 

POPULAR 

475.4 

23 

1738.9 

18 

55.3 

16 

209.6 

13 

11.6 

12.4 

15.1 

17 

REGIONS  FINANCIAL 

504,2 

22 

1911.6 

19 

79.0 

22 

299.7 

30 

15.7 

15.6 

15.7 

19 

SOUTHTRUST 

663.9 

18 

2502.8 

22 

82.0 

20 

306.7 

20 

12.3 

12.2 

14,0 

20 

SUNTRUST  BANKS 

1201,8 

14 

4585.0 

13 

172.2 

9 

667.3 

8 

14,3 

15.0 

13.4 

23 

UNION  PLANTERS 

445,2** 

0 

1778.3 

3 

5.3 

-76 

208.8 

22 

1.2 

5.1 

12.7 

26 

WACHOVIA 

1381,2 

10 

5269.6 

8 

3.6 

-98 

592.8 

-22 

0.3 

16,8 

13.6 

27 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

9842.9 

5 

38443.3 

8 

1285.6 

27 

5090.2 

14 

13.1 

10.8 

13.5 

19 

PROFITS 


MARGINS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

1997 

1996 

1997 

1996 

1997 

1996 

$MIL, 

% 

SMIL. 

% 

% 

% 

RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
12-31 


PRICE- 
EARNINGS 
RATIO 
2-6 


BANKAMERICA 

6038.0 

5 

23585.0 

7 

812.0 

9 

3210.0 

12 

13.4 

13.0 

16.2 

17 

FIRST  SECURITY 

418.0 

20 

1503.4 

17 

55.3 

8 

205.9 

16 

13.2 

14.7 

15.6 

21 

PACIFIC  CENTURY  FINANCIAL 

329-0 

10 

1250.4 

9 

33.1 

-4 

139.5 

5 

10.1 

11.5 

12.2 

13 

UNIGN6ANCAL 

643  9 

9 

2496.5 

6 

87.1 

63 

379.8 

69 

13,5 

9.0 

15,4 

13 

WELLS  FARGO 

2414,0 

2 

9608.0 

10 

298.0 

142 

1155.0 

8 

12,3 

5.2 

8,9 

25 

4  CKEIVtlCALS 

INDUSTRY  COMPOSITE 

35268.6 

1 

144833.5 

3 

1720.8 

-5 

9878.1 

-8 

4.9 

5.2 

18.8 

22 

AIR  PRODUCTS  &.  CHEMICALS  (3) 

1234.8 

10 

4751.7 

14 

160.5 

61 

489.9 

15 

13,0 

8.9 

18,5 

19 

ARCO  CHEMICAL 

1006.0 

3 

3995.0 

1 

65.0 

2 

111.0 

-68 

6.5 

6.5 

6.2 

42 

BETZDEARBORN 

334.2 

3 

1294.8 

25 

25.8 

127 

92.2 

43 

7,7 

3.5 

20.3 

22 

CABOT  (3) 

435.4 

9 

1666.6 

-8 

31.5 

25 

99.1 

-44 

7,2 

6.3 

13.4 

24 

CROMPTON  &  KNOWLES 

428,1 

6 

1851.2 

3 

8.9 

346 

92.1 

NM 

2.1 

0.5 

NM 

24 

CYTEC  INDUSTRIES 

359.5 

14 

1290,6 

2 

30.6 

17 

113.6 

13 

8.5 

8.3 

29.3 

21 

DOW  CHEMICAL 

4803.0*' 

-2 

20018.0 

0 

358.0 

-13 

1808.0 

-5 

7.5 

8.4 

23.4 

12 

DUPONT 

11330-0*** 

-1 

45079.0 

3 

262.0 

-69 

2405.0 

-34 

2.3 

7.5 

21.0 

29 

EASTMAN  CHEMICAL 

1154.0 

4 

4678.0 

-2 

28.0 

-53 

286.0 

-25 

2.4 

5,4 

16.3 

17 

ETHYL 

274.5 

-10 

1063.6 

-7 

16.2 

-35 

77.6 

-17 

5.9 

8.3 

17.3 

10 

FERRO 

337.1 

1 

1381.3 

2 

16.1 

16 

-37.3 

NM 

4.8 

4.2 

-12.2 

NM 

FULLER  (H.B.Xl) 

350.4 

5 

1306.8 

2 

12.6 

2 

40.3 

-11 

3.6 

3.7 

12.0 

19 

GEON 

312.3 

12 

1250.0 

9 

3.5 

119 

22.5 

84 

1.1 

0.6 

9.9 

22 

1  14  RUSINESS  WEEK  /  MARCH  2  1998 


IRPORATE  SCOREBOARD 


4TH  CHANGE            12  CHANGE         4TH  CHANGE          12  CHANGE  4TH  4TH         EQUITY  PRICE-  MONTHS' 

QUARTER         EROM  MONTHS  FROM  QUARTER  FROM  MONTHS        FROM  QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1997            1996            1997  1996          1997  1996          1997          1996  1997  1996         ENDING  RATIO  PER 

SMIL,             7o  $MIL,  %           SMIL.  %           SMIL           %  %  %           12-31  2-6  SHARE 


n  LAKES  CHEMICAL  325.7  14  1311.2  -3  -16.7  NM  71.8  -40  NM  5.1  4.9  39  1.19 

NA(M.A.)  555.9  11  2200.3  6  15.6  6  64.6  9  2.8  2.9  12.0  16  1.40 

;ULES  421.0  -15  1866.0  -9  60.0  -21  324.0  0  14.3  15.4  41.0  15  3.18 

GLOBAL  676.9  3  2988.6  2  -66.3  NM  87.8  -35  NM  7.4  4.5  36  0.93 


RNATIONAL  FLAVORS  &  FRAGRANCES  306.3  -5  1426.8  -1  35.0  -15  218.2  15  11.4  12.6  21.1  22  1.99 

ilZOL  423.5  13  1673.8  5  30.5  6  154.9  -9  7.2  7.6  19.0  14  2.66 

IDELL  PETROCHEMICAL  535.0  -31  2878.0  9  51.0  -2  286.0  127  9.5  6.8  46.2  8  3.58 

ENNIUM  CHEMICALS  625.0  -18  3048.0  0  16.0  -58  185.0  31  2.6  5.0  12.6  10  2.47 


SANTO                                       1820.0  26  7514.0  18  5.0  NM  294.0  -29  0.3  NM  7.2  NM  0.48 

TON  INTERNATIONAL  (6)                    664.9**  18  2519.6  13  58.2  15  230.3  26  8.8  9.0  11.8  20  1.65 

;0  CHEMICAL                                 373.7  10  1433.7  10  43.3  7  163.4  12  11.6  11.9  23.8  19  2.10 

578.0  -2  2409.5  -9  34.5  -76  152.9  -47  6.0  24.6  17.4  15  3.00 


(AIR  1209.0  5  4735.0  6  100.0  4  416.0  48  8.3  8.3  19.6  17  2.53 

VI&HAAS                                     950.0  -2  3999.0  0  98.0  31  410.0  13  10.3  7.8  24.3  14  6.39 

JLMAN(A.)(4)                               264.2  2  1002.8  2  12.5  5  51.3  12  4.7  4.6  13.0  18  1.40 

JTIA                                            731.0  -5  2959,0  0  9,0  NM  192.0  500  1.2  NM  NM  18  1.55 

IaIndYsTRIEs" 390.9**  7  2542.4  10  48.7  141  209.9  57  12.4  5.5  26.6  4  2.80 

IN  CARBIDE  1539.0  2  6502.0  6  147.0  44  676.0  14  9.6  6.8  29.0  10  4.53 

;0                                              519.4  -4  2187.4  -3  20.8  NM  90.1  NM  4.0  NM  13.9  27  1.55 


;ONGLQMERATES  

JSTRY  COMPOSITE  46571.0         14    166621.5        12    2757.3        -3    10975.5        7        5.9      7.0       20.6       31  2.05 


GHENY  TELEDYNE                           920.9  0  3745.1  -2  82.9  28  297.6  31  9.0  7.1  29.8  15  1.70 

EDSIGNAL                                    3910.0  12  14472.0  4  314.0  16  1170.0  15  8.0  7.7  26.5  20  2.02 

FGROUPdl)                                 373.1  136  1297.4  92  -23.2  NM  -39.4  NM  NM  NM  -54.8  NM  -19.31 

;RAL  ELECTRIC  26695.0**  16  90840.0  15  2350.0  14  8203.0  13  8.8  9.0  24.3  32  2.46 


:OURT  GENERAL  (2)  991.3**  14  3691.6  12  8.1  -86  -115.1  NM  0.8  6.7  -13.6  NM  -1.64 

OFFICE  SOLUTIONS  (3)  1374.3  21  5362.3  24  37.0  -17  114.7  -34  2.7  3.9  8.0  47  0.71 

NOUSTRIES  2299.1  3  8777.1  1  77.9  9  113.7  -50  3.4  3.2  13.8  35  0.92 

^.ARK  INTERNATIONAL  665.4  9  2406.8  6  20.8  -35  103.8  83  3.1  5.2  11.4  18  1.59 


(ECO                                          1868.0  11  7220.0  10  76.0  NM  361.0  66  4.1  NM  13.9  20  2.11 

■RON                                          2818.0**  16  10544.0  14  150.0  17  558.0  16  5.3  5.3  17.0  20  3.29 

2798.5  14  10831.3  10  -410.8  NM  -48.5  NM  NM  4.5  -2.3  NM  -0.40 

INDUSTRIES  (3)                             595.0  16  2365.0  14  24.0  14  116.0  29  4.0  4.1  16.6  18  1.55 


II  272.3  6         1093.0  2         39.2        NM  27.1       NM       14.4       NM  7.1        43  0.23 

610.6  8         2417.5  7         26.7  1  97.8       42         4.4       4,7        19.3        21  1.03 

rWAN  378.6  6         1557.5  4       -15.3        NM  15.8      -67         NM       1.0  2.8       NM  0.15 


CONSUMER  PRODUCTS  

JSTRY  COMPOSITE  77039.2  6    292072.2         6    5528.6         8    24197.6       13        7.2      7.1       27.7       28  1.90 


IkPPAREL 

UP  COMPOSITE  7339.1  6      29074.7        13      352.3      -17      1699.8       11        4.8      6.1        18.8       15  2.38 


WN  GROUP  (11)  433.9**  3  1563.5  3  -13.3  NM  -6.9  NM  NM  3,1  -3,2  NM  -0.38 

,S  APPAREL  GROUP  349,2  33  1387.5  34  24.0  47  121.7  51  6.9  6.2  26.3  21  2.26 

WOOD  (8)  502.9  17  1667.6  14  16.5  14  41.1  44  3.3  3.4  11.1  17  1.89 

(7)  2255.3  7  9818.9  26  141.0  -20  787.1  16  6.3  8.4  22.8  16  2.65 


WEST  GROUP  (11)  496.6  12         1780.0        13         34.6         -2  88.5       55         7.0       8.0        19.8        11  2.40 

LIPS-VAN  HEUSEN  (11)  413,6  6         1393.9  2         14.6         -3        -15.4      NM         3.5       3.8        -5.8       NM  -0.57 

I  RALPH  LAUREN  (9)  405.7  22         1369.3        14         29.3        44        143.1       NA         7.2       6.1  NA        18  1.53 


SOK  INTERNATIONAL  863.4  10         3643.6  5  0.6       -97        135.1        -3         0.1       2.6        26.6        12  2.32 

5ELL  331.5         -8        1228.2        -1         11.8       -60         54.4     -33        3.6       8.1         8.3       17  1.47 

1287.0  -7         5222.2  2         93.2         13        350.9       17         7.2       6.0        18.5        16  2.70 


U»PLIANCES  &  HOME  FURNISHINGS 

lUP  COMPOSITE  12342.0         14     45285.4         8      359.0      235     1171.8       30        2.9       1.0       11.5       32  1.25 


STRONG  WORLD  INDUSTRIES              627.4  0  2198.7  2  46.8  -13  185.0  12  8.9  10.2  22.6  16  4.50 

BATH  &  BEYOND  (10)                       281.0  31  1006.8  34  18.9  36  66.6  35  6.7  6.5  24.8  41  0.95 

r  BUY  (10)  2106,4  5  7853.6  -2  26.4  NM  39.0  198  1.3  NM  8.2  61  0.89 

UIT  CITY  GROUP  (10)  1917.1  10  7693.2  8  14.0  -29  123.2  -18  0.7  1.1  7.8  30  1.24 


<ITURE  BRANDS  INTERNATIONAL  473.6  9  1808.3  7  18.9  8  67.1  24  4.0  4.0  20.7  23  1.15 

3  GUYS  (3)  290.3  1  894.3  -1  2.4  22  -11.7  NM  0.8  0.7  -9.7  NM  -0.86 

MAN  INTERNATIONAL  INDUSTRIES  (6)  403.0  0  1467.0  1  16.0  -18  52.2  -10  4.0  4.9  11.1  16  2.80 

IG-MEYERS  (10)  678.5**  64  2313.2  59  -49.1  NM  -15.5  NM  NM  2,3  -2,4  NM  -0.26 


5ALL  INTERNATIONAL  (6)  264.5  4  1001.0  3  15,5  6  58.1  11  5.9  5.8  13.2  14  1.39 

-BOY  (8)  293.2  8  1037.6  7  16.8  10  44.0  6  5.7  5.6  12.1  18  2.45 

!En&PLAn  767.8  23  2909.2  18  55.1  23  208.3  36  7.2  7.1  18.6  23  2.16 

NS'N  THINGS  283.4  23  874.2  26  16.9  38  25.8  72  6.0  5,3  9.2  35  1.30 


TAG                                            945.1  22  3407.9  14  51.9  47  183.5  33  5.5  4.6  29.8  22  1,87 

1  IMPORTS  (10)                            262.8**  16  1035.3  14  16.8  58  69.4  62  6.4  4.7  19.0  28  0,96 

BEAM                                          338.1  26  1168.2  19  41.7  NM  123.1  NM  12.3  NM  23.1  26  1.41 

Rj-fOOL  2510.0*'  18  8617.0  1  50.0  25  -46.0  NM  2.0  1.9  -2.6  NM  -0.62 


BEVERAGES 

)UP  COMPOSITE  17319.2  9      64938.4         7     1469.3        24     7192.7       22        8.5      7.4       34.7       37  1.42 


EUSER-BUSCH  2507.4  1       11066.2  2       146.8         -2       1179.2         2         5.9       6.0        28.5        19  2.36 

WN-FORMAN  (8)  483.1  6         1617.4  3         60.9         10        176.6         9       12.6      12.1        22.6        21  2.56 

ANOAIGUA  BRANDS  (10)  322.7  2         1191.8  6         17.6       112  45.9      213         5.5       2.6        11  5        24        2  37 
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services  of  J,D.  Edwards  used  herein  are  Irademarksc 


Things  they  never  tell  you  when  you  buy  enterprise  software. 


Want  to  make  a  change? 
Go  ahead,  try  to  run  with  it. 


3,  you  have  a  new  idea.  Just  see  how  fast  you  can  implement  it 
ith  most  enterprise  software.  Your  first  step  is  likely  to  be  paying 
>r  programmers  to  wade  through  a  complicated  mess  of  cryptic  code. 
Dund  hke  a  speedy  proposition  to  you?  Chances  are,  it  '^^  i^^lre  months, 
nd  the  software  you  bought  to  move  your  business  ahead  actually 
ids  up  slowing  you  down. 

With  J.D.  Edwards,  it  s  different.  Oi 
lisigned  to  change.  So  you  can  make  a  sin 
creating  a  technology  nightmare.  Or  ch 
without  disrupting  your  bus  ' 

How?  One  version  of  softwar 
platforms,  Windows  NT,  UNIX,  AS/400 
3  when  you  need  to  make  a  chang 
/hich  makes  you  nimble  enough  ' 
[uickly  and  easily.  That's  how 
3  find  out  more,  call  1-800-727-53 - 


actually 
move  without 
chnology 

jss  key 
^^■"""Tnet. 
once. 

'  "7. 


com. 


IPEdwaitls 

E  n  t  e  r  p  I'  i  s  c  Software 


•-t  Company,  All  other  product  names  used  arc  trademarks  or  registered  trademarks  of  their  respective  owners.  ■ 


CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


MARGINS 

RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
12-31 

4TH 

1997 
SMIL 

CHANGE 
FROM 
1996 

% 

12 
mUiN  1  Mo 
1997 
SMIL 

, CHANGE 
FROM 
1996 

% 

4TH 

m  I ADTCD 
UUMn 1 tn 

1997 
SMIL 

CHANGE 
FROM 
1996 

% 

12 

1997 
SMIL 

CHANGE 
FROM 
1996 

% 

4TH 
QUARTER 
1997 
% 

4TH 
QUARTER 
1996 

% 

PRICE- 
EARNINGS 
RATIO 
2-6 

COCA-COLA 

COCA-COLA  ENTERPRISES 
PEPSICO 

4701.0 
3049.0 
6256.0 

5 
44 
3 

18868.0 
11278.0 
20917.0 

1 

42 
3 

817.0 
-19.0 
446.0 

7 
NM 
125 

4129.0 
171.0 
1491.0 

18 
50 
58 

17,4 
NM 

7.1 

17.0 
0.4 
3.3 

56.7 
9.5 
23.5 

41 
76 
37 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

19733.1 

5 

72582.7 

5 

2075.5 

33 

6838.0 

20 

10.5 

8.3 

31.5 

35 

ALBERTO-CULVER  (3) 
AVON  PRODUCTS 
CLOROX  (6) 
COLGATE-PALMOLIVE 

445.4 
1517.4 

591.8** 
2311.5 

5 
2 
12 
1 

1794.6 
5079.4 
2652.7 
9056,7 

8 
6 
13 
4 

19.7 
133,7 

49,5 
205.4 

-26 
1 

13 
14 

78.5 
338.8 
263.9 
740.4 

3 
7 
12 
17 

4,4 
8,8 
8,4 
8,9 

6.2 
8,8 
8,3 
7,9 

15.1 
149.3 
24,5 
33,7 

24 
26 
31 
34 

DIAL 

ESTEE  LAUDER  (6) 
GILLETTE 

PROCTER  &  GAMBLE  (6) 
REVLON 

362.8 
1000.9 
3160.2 
9641.0 

702.1 

4 

6 
5 
5 
14 

1362.6 
3468.8 
10062.1 
36715,0 
2390,9 

-3 
5 
4 
4 

10 

22.6 
85.3 
470.9 
1046.0 
41.4 

37 
22 
308 
11 
32 

83.7 
222.1 
1427.2 
3625.0 

58.5 

180 
25 
50 
12 

136 

6,2 
8.5 
14.9 

1  Pi  Q 

5.9 

4,7 
7,4 
3.8 
iU.o 
5,1 

25.1 
30.5 
28.4 
29.7 
NM 

24 
35 
40 
34 
39 

(E)  TOBACCO 

GROUP  COMPOSITE 

20305.9 

1 

80190.9 

3 

1272.5 

-31 

7295.2 

-2 

6.3 

9.2 

28.4 

18 

PHILIP  MORRIS 

RJR  NABISCO  HOLDINGS 

STANDARD  COMMERCIAL  (9) 

UNIVERSAL  (6i 

UST 

13740.0 
4583.0 

367.0 
1265.2" 

350.8* 

3 
-1 
-2 
-5 

2 

56114,0 
17057,0 
1375,3 
4242,9 
1401,7 

3 
0 
3 
10 
2 

1295.0 
-176.0 
8.6 
38.1 
105.8 

-12 
NM 
92 
21 

-7 

6310.0 
402.0 
23.8 
120.3 
439.1 

0 

-34 
33 
41 

-5 

9.4 
NM 
2.3 
3.0 
30.5 

11,0 
4.6 
1.2 
2.3 

33.2 

42.3 
3.7 
15.8 
23.1 
111.0 

17 
31 
8 
12 
15 

7  CONTAINERS  &  PACKAGING 

INDUSTRY  COMPOSITE 

9404.2 

6 

38054.1 

5 

-21.6 

NM 

662.6 

-42 

NM 

1.2 

6.5 

51 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE 

4003.5 

7 

17053.0 

8 

95.9 

167 

682.9 

191 

2.4 

NM 

13.5 

21 

BALL 

CROWN  CORK  &  SEAL 
OV)/ENS-ILLINOIS 
SILGAN  HOLDINGS 

574.8 
1929.4 
1138.2 

361.1 

15 
-2 
18 
11 

2388,5 
8494,6 
4658.5 
1511.4 

9 
2 
21 
8 

7.8 
45.3 
39.1 

3.7 

NM 
16 
71 

NM 

58,3 
301,6 
272,4 

50.6 

345 
NM 
43 
65 

1,4 
2,3 
3.4 
1.0 

NM 
0.0 
2.4 
0,1 

9.1 
9.2 
21.4 
NM 

18 
24 
19 
11 

(B)  PAPER 

GROUP  COMPOSITE 

5400.7 

6 

21001.1 

2 

-117.5 

NM 

-20.3 

NM 

NM 

1.4 

-0.7 

NM 

AVERY  OENNISON 
BEMIS 

JEFFERSON  SMURFIT 
ROCK-TENN  '31 

836,4 
454.9 
843.0 
316.5 

3 
5 
3 
52 

3345.7 
1877.2 
3238.0 
1217.9 

4 
13 
-5 
41 

54.4 
34.3 
4.0 
8.7 

14 
14 
-73 
17 

204.8 
107.5 
1.0 
17.4 

15 
5 
NM 
-63 

6.5 
7,5 
0.5 
2,7 

5,9 
5,9 
1,8 
3,6 

24.5 
15.8 
NM 
4.6 

25 
23 
NM 
35 

SONOCO  PRODUCTS 
STONE  CONTAINER 
TEMPLE-INLAND 

736.4 
1285.3 
928.2 

2 
3 
10 

2847.8 
4849.1 
3625.4 

2 
-6 
5 

-125.5 
-101.7 
9.4 

NM 
NM 
-49 

2.5 
-404.5 
50.8 

-98 
NM 
-62 

NM 
NM 

1,0 

5.6 
NM 
2,2 

-0.1 
NM 
2,5 

NM 
NM 
62 

8  DISCOUNT  &  FASHION  RETAILING 

INDUSTRY  COMPOSITE 

123235.0 

12 

480309.6 

12 

3205.8 

0 

13053.5 

24 

2.6 

2.9 

13.5 

29 

AMES  DEPARTMENT  STORES  (11) 
AUTOZONE  (4) 
BARNES  &  NOBLE  (11) 
BJ'S  WHOLESALE  CLUB  (11) 

527.6** 
675.3 
614,8 
762  4 

2 
19 
15 

9 

2170.8 
2797.6 
2710.8 
3095.8 

2 
19 
18 
10 

3.5 
47.5 

0.1 
13.8 

736 
25 

NM 
43 

25,7 
204,6 
56,8 
61,7 

181 
20 

NM 
25 

0,7 
7,0 
0,0 
1,8 

0,1 
6,7 
NM 
1,4 

21.5 
18.1 
12.0 
14,9 

13 
22 
39 
NA 

BORDERS  GROUP  (11) 
BRADLEES  (11) 
BRYLANE  (11) 

BURLINGTON  COAT  FACTORY  (6) 

477,3 
333,7** 
365,5 
778,2** 

16 
-18 
131 
5 

2134.2 
1356,9 
1207.3 

1822,0 

12 
-20 
91 

7 

0.4 
0.4 

16.8 
70,4 

NM 
NM 
130 
7 

67,6 
-107,6 
43,2 
61,5 

NM 
NM 
32 
32 

0,1 
0,1 
4.6 
9.0 

NM 
NM 
4,5 
8,9 

13,3 
NM 
31,3 
12,0 

40 
NM 
NA 
12 

CALDOR(ll) 

CARSON  PIRIE  SCOTT  (11) 
COW  COMPUTER  CENTERS 
COLE  NATIONAL  (11; 

562.9 
281.7** 
350.7 
262.9 

-1 
6 
34 
79 

2529,7 
1158,5 
1276,9 
1008.3 

-6 
6 
38 
63 

-35,1 
5,4 
13,9 
2,7 

NM 
NM 
30 
130 

-155,1 
38,2 
51,0 
-22,5 

NM 
10 
48 

NM 

NM 
1.9 
4.0 
1,0 

NM 
NM 
4.1 
0.8 

NM 
10.7 
25.5 
-15.2 

NM 
NA 
25 
NM 

CONSOLIDATED  STORES  (11) 
CORPORATE  EXPRESS (10) 
COSTCO  (4) 
DAYTON  HUDSON  (11) 

669,8 
1064.2 
5429.8** 
6622.0** 

12 
12 
11 
9 

3084.7 
3948,7 
22420,8 
26971,0 

58 

30 
12 
7 

3.2 
14.8 
97.9 
179.0 

207 
31 

208 
53 

106,4 
51.5 
378.3 
661.0 

129 
142 
54 
35 

0,5 
1,4 
1.8 
2.7 

0,2 
1.2 
0,7 
1.9 

15.4 
6.5 
14.7 
15.5 

30 
27 
27 
27 

DILLARD'S  (11) 
DOLLAR  GENERAL  (11) 
FAMILY  DOLLAR  STORES  (4) 
FEDERATED  DEPARTMENT  STORES  (11 

1639.3** 
649.4 
542.7 

3746,3** 

6 
28 
19 

4 

6681,4 
2441,4 
2082,8 
15643.1 

5 
21 
17 

1 

44.3 
33.5 
24.3 
105.1 

40 
25 
40 
151 

258.0 
131.2 
81.5 
484.7 

55 
28 
29 
119 

2.7 
5.2 
4.5 
2.8 

2.0 
5.2 
3.8 
1.2 

9.4 
25.0 
15.8 
10.0 

16 
42 
36 
20 

FINGERHUT 

GAP  ( U ) 

GLOBAL  DIRECTMAIL 
HILLS  STORES  (11) 

649.3 
1765.9 
352,7 
434.6 

2 
28 
39 

-6 

1798.6 
6010.2 
1145.4 
1796.0 

2 
17 
26 

-6 

43.9 
154.5 
12.9 
-3.9 

39 
23 
9 
NM 

69.3 
489.5 
38,8 

-32,8 

73 
12 
-11 
NM 

6.8 
9.3 
3.7 
NM 

5.0 
9.7 
4.7 
NM 

10.3 
33.2 
15.0 
-16.7 

16 
35 
20 
NM 

HOME  DEPOT  (11) 
HOMEBASE  (11) 
INTIMA^^.  BRANDS  (11) 
KMART  ( .  1) 

6217.0 
368.4 
690.0 

7315.0 

26 
1 

16 
1 

23383.1 
2327.8 
3381,4 

32108.0 

28 
5 

20 
1 

235.9 
-10.3 
35.4 
18.0 

7 

NM 
30 
125 

1103,8 
28,7 
287,1 
299,0 

27 
-35 

24 
NM 

3.8 
NM 

5,1 
0,2 

4.5 
1.2 
4.5 
0.1 

16.2 

7,9 
55,2 
5.7 

42 
9 
25 
22 

KOHL'S  (11) 
LANDS'  END  (11) 
LIMITED  (11) 
LOWE'S  (11) 

757,8 
318,6 
2070,6 
2530,5 

27 
11 
4 
15 

2829.2 
1206.5 
8886.7 
9780.8 

26 
10 
5 
18 

32.5 
8.2 
79,7 
88.1 

48 
33 
-50 
17 

120,6 
60,3 
345.5 
340.6 

30 
54 
-21 
24 

4,3 
2,5 
3.8 
3.5 

3.7 
2.1 
8.0 
3.4 

13.8 
28.8 
17.4 
13.4 

47 
23 
23 
28 
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RPORATE  SCOREBOARD 


»ANY  SALES   PROFITS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

PER 

SMIL. 

% 

$MIL. 

% 

$MIL 

% 

$MIL 

% 

% 

% 

12-31 

2-6 

SHARE 

EPARTMENT  STORES  (11) 

2969.0** 

4 

12494.0 

6 

120.0 

2 

757.0 

5 

4.0 

4.1 

21.4 

19 

2.93 

\HJ\ll  STORES  (11) 

753.7** 

4 

3118.1 

2 

22.7 

-27 

120.0 

-12 

3.0 

4.3 

7.6 

19 

3.26 

(FRED)  (11) 

1460.4 

75 

4607.1 

25 

18.3 

190 

78.3 

57 

1.3 

0.8 

6.1 

27 

1.32 

CI  'C  CTHDITC  M  1  \ 

tL o  o  1  Unco  \  L  L) 

"^Rn  1 

ODU.  i 

o 
o 

4  4 

NM 

12  9 

NM 

1  3 

N  M 

3  2 

63 

0  52 

N  MARCUS  GROUP  (5) 

580.5** 

7 

2246.3 

6 

32.6 

5 

92.9 

12 

5.6 

5.7 

15.8 

19 

1.86 

TROM  (11) 

1117.6** 

10 

4827.0 

7 

36.1 

6 

169.9 

7 

3.2 

3.3 

11.4 

25 

2.17 

MAX  (11) 

992.4 

15 

3623.9 

19 

31.4 

33 

79.8 

18 

3.2 

2.8 

7.1 

24 

0.64 

PA^UWAVQ  i  1  1 
>d  L-HOnWMTo  \  l) 

9Q 

-14 

— OOO.U 

NM 

-42 1  8 

N  M 

NM 

0  8 

NM 

N  M 

N  M 

SS  SHOESOURCE  (11) 

635.7 

10 

2520.3 

7 

33.5 

14 

126.6 

110 

5.3 

5.1 

15.5 

21 

3.25 

Y(J.C.)  (11) 

7440.0** 

30 

29211.0 

33 

113.0 

-52 

436.0 

-45 

1.5 

4.1 

5.9 

42 

1.61 

)YS-MANNY,  MCE  &  JACK  ( 1 1 ) 

525.6 

10 

1998.6 

1 1 

24.1 

-13 

100.1 

3 

4.5 

5.8 

11.8 

15 

1.58 

ADT  /111 

^+4  i  .  D 

on 

1  y^i  ^ 

I  1  J  /  .3 

9A 
i-D 

— yo 

-28  7 

N  M 

0  0 

2  8 

-8  6 

N  M 

n  9fi 

IT'S  (11) 

607.1** 

31 

2383.1 

45 

10.2 

-16 

42.6 

555 

1.7 

2.5 

6.2 

42 

0.74 

STORES  (11) 

482.9 

20 

1926.2 

18 

25.1 

53 

108.8 

55 

5.2 

4.1 

33.1 

16 

2.15 

HOLDINGS  (11) 

546.0** 

15 

2121.5 

13 

30.3 

91 

75.4 

316 

5.5 

3.3 

13.5 

20 

1.18 

onpRI  ICK 

,  nULDUUIX 

Q 

y 

A  1  Af^Q  0 

Q 

O 

OoD.U 

—o 

1 188  0 

_7 

4  i 

4  7 

22  0 

1  7 

9  QQ 

;E  MERCHANDISE 

1442.9 

-12 

3662.8 

-7 

58.2 

-26 

-89.0 

NM 

4.0 

4.8 

-26.4 

NM 

-0.89 

0  STORES (10) 

608.4 

3 

2507.2 

14 

11.9 

9 

47.7 

14 

2.0 

1.9 

12.9 

17 

1.55 

S  AUTHORITY  (11) 

341.2 

16 

1423.5 

17 

2.0 

2 

31.0 

18 

0.5 

0.7 

9.5 

13 

0.98 

STORES  (11) 

274.3 

50 

952.0 

26 

3.7 

NM 

27.8 

127 

1.3 

NM 

15.0 

36 

1.13 

ES  (11) 

1414.2 

31 

4795.1 

27 

43.5 

36 

113.5 

20 

3.1 

3.0 

13.2 

42 

0.45 

rs  (11) 

256.0** 

3 

1044.6 

3 

11.2 

-44 

32.7 

-46 

4.4 

8.0 

7.8 

15 

1.00 

1) 

1887.7 

10 

7092.7 

11 

106.9 

31 

283.5 

94 

5.7 

4.7 

26.0 

22 

1.59 

R'  us  (11) 

2141.9 

14 

10722.5 

9 

45.7 

37 

494.7 

260 

2.1 

1.8 

12.0 

16 

1.76 

FFICE  PRODUCTS  (8) 

952.4 

20 

3325.4 

47 

28.0 

34 

76.2 

32 

2.9 

2.6 

8.6 

26 

0.71 

CITY  DEPARTMENT  STORES  (5) 

271.5 

0 

1094.3 

7 

3.3 

-43 

1.5 

-94 

1.2 

2.1 

0.6 

NM 

0.04 

RE  STORES  (11) 

286.3** 

-13 

1404.1 

-12 

-26.4 

NM 

-192.1 

NM 

NM 

NM 

NM 

NM 

-10.65 

OFFICE  PRODUCTS  (6) 

363.3 

15 

1382.8 

17 

19.9 

20 

75.2 

12 

5.5 

5.2 

20.3 

28 

0.87 

ART  STORES  (11) 

28777.0 

12 

113428.0 

12 

792.0 

16 

3334.0 

15 

2.8 

2.7 

19.0 

29 

1.47 

VORTH  (11) 

1583.0 

-12 

6990.0 

-6 

55.0 

-29 

198.0 

NM 

3.5 

4.3 

17.2 

15 

1.46 

5) 

252.5 

9 

1275.6 

11 

1.0 

NM 

52.7 

24 

0.4 

NM 

9.6 

18 

1.43 

■ECTRiCAL  &  ELECTRONICS  

5TRY  COMPOSITE  51138.7         10    191285.9        11    3048.8      -17    16179.8       27        6.0      7.9       15.8       26  2.21 


.ECTRICAL  PRODUCTS 


P  COMPOSITE 

7528.5 

4 

30187.9 

4 

550.8 

9 

2130.8 

20 

7.3 

6.9 

17.4 

19 

2.94 

R  INDUSTRIES 

1288.1 

-3 

5288.8 

0 

108.9 

24 

394.6 

25 

8.5 

6,6 

15.6 

17 

3.26 

1934.0 

12 

7563,0 

9 

183.0 

177 

464.0 

33 

9,5 

3.8 

20.8 

16 

5.93 

AL  SIGNAL 

433.7 

-21 

1954.6 

-5 

36.3 

-7 

131.0 

-2 

8,4 

7.1 

20.8 

15 

2.60 

LL 

349.5 

6 

1378.8 

6 

10.9 

-71 

130.3 

-8 

3,1 

11.2 

15.4 

27 

1.89 

ETEK  (6) 

298.5 

2 

1190.4 

0 

9.0 

56 

35.1 

NM 

3.0 

2.0 

21.8 

17 

1.17 

WL  SERVICE  INDUSTRIES  (4) 

487.6 

-5 

2011.8 

-1 

26.7 

7 

109.1 

6 

5.5 

4.9 

17.3 

21 

2.44 

EM  (6) 

467.1 

6 

1815.5 

5 

56.0 

7 

245.7 

14 

12.0 

11.9 

29.3 

14 

2.75 

VELL  INTERNATIONAL  (3) 

1979.0 

7 

7888.0 

6 

89.0 

-42 

474.0 

5 

4.5 

8.3 

11.3 

24 

2.47 

NTERNATIONAL 

291.0 

23 

1097.0 

16 

31.0 

-16 

147.0 

1 

10.7 

15.6 

237.1 

12 

3.07 

.ECTRONiCS 


P  COMPOSITE 

17451.4 

14 

61886.6 

11 

431.3 

-23 

2785.4 

7 

2.5 

3.7 

7.8 

33 

1.57 

S(6) 

970.0 

3 

3917.5 

5 

52.7 

16 

220.2 

17 

5  4 

4.8 

13.6 

17 

2.75 

.3  ELECTRONICS 

1694.6 

39 

5128.3 

28 

22.7 

-21 

406.3 

139 

1.3 

2.4 

0.3 

34 

1.07 

1  INDUSTRIES  (5) 

1039.0 

-1 

4165.7 

9 

43.4 

9 

165.6 

8 

4.2 

3.8 

15.2 

17 

3.49 

<OLA 

8278.0 

8 

29794.0 

7 

321.0 

35 

1180.0 

2 

3.9 

3.1 

9.0 

33 

1.94 

OMM  (3) 

785.9 

102 

2493.3 

136 

36.8 

303 

119,6 

497 

4.7 

2.3 

11.1 

29 

1.63 

EON 

4004.3 

18 

13673.5 

11 

-77.3 

NM 

526,8 

-31 

NM 

5.2 

10.5 

25 

2.20 

R 

334.8 

1 

1265.7 

17 

12.3 

27 

44.4 

21 

3.7 

2.9 

17.1 

17 

1.65 

H  ASSOCIATES  (3) 

344.8 

7 

1448.7 

-8 

19.7 

54 

122.4 

12 

5.7 

4.0 

23.3 

14 

3.89 

STRUMENTS 

P  COMPOSITE 

7511.2 

15 

27641.2 

11 

225.5 

-59 

1758.0 

-8 

3.0 

8.4 

15.3 

29 

2.03 

IAN  INSTRUMENTS 

423.9 

49 

1198.0 

17 

-320.2 

NM 

-264.4 

NM 

NM 

8.2 

-66.5 

NM 

-9.58 

;aN  ELECTRIC  (3) 

3171.5 

12 

12639.5 

11 

282.3 

11 

1149.3 

10 

8.9 

9.0 

21.2 

25 

2.59 

'WELL 

2325.8 

10 

8027.5 

10 

178.1 

16 

471.0 

17 

7.7 

7.2 

20.0 

21 

3.71 

:NC0R  (6) 

326.4 

35 

1167,3 

32 

52.1 

52 

139.4 

6 

16,0 

14.1 

12.2 

26 

1.59 

1-ELMER  (6) 

342.9 

4 

1309,5 

8 

8.2 

-84 

64.0 

13 

2,4 

15.4 

14.1 

45 

1.42 

ONIX  (7) 

529.0 

11 

2033.1 

10 

-21.2 

NM 

71.1 

-29 

NM 

5.5 

9.4 

31 

1.43 

YNE 

391.7 

62 

1266.3 

8 

46.2 

NM 

127.6 

36 

11,8 

1.2 

13.6 

29 

1.48 

EMICONDUCTORS  &  OTHER  COMPONENTS 

P  COMPOSITE 

18647.6 

8 

71570.1 

13 

1841.3 

-10 

9505.6 

48 

9.9 

11.9 

21.0 

25 

2.37 

ICED  MICRO  DEVICES 

613,2 

23 

2356.4 

21 

-12.3 

NM 

-21.1 

NM 

NM 

NM 

-1.0 

NM 

-0.15 

G  DEVICES  (2) 

1451.5 

3 

5745.0 

5 

127.0 

NM 

457.5 

59 

8,8 

NM 

15.6 

20 

2.08 

332.5 

9 

1243.5 

4 

51.0 

16 

178.2 

4 

15,3 

14.5 

16.4 

28 

1.04 

319.7 

10 

1263.2 

13 

33.3 

11 

135.7 

7 

10.4 

10.4 

17.1 

14 

1.54 

CIRCUIT  (4) 

6507.0 

1 

25070.0 

20 

1743.0 

-9 

6945.0 

35 

26.8 

29.7 

36.0 

23 

3.87 

319.5 

57 

1094.5 

31 

19.1 

116 

62.7 

124 

6.0 

4.3 

31.3 

28 

1.63 

SIC 

323.0 

7 

1290.3 

4 

32.2 

5 

160.7 

9 

10.0 

10.2 

10.3 

22 

1.12 

ELECTRONIC  MATERIALS 

258.6 

28 

986.7 

-12 

-3.5 

NM 

-6.7 

NM 

NM 

NM 

-1.0 

NM 

-0.16 
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lV\ISCO  HniTtaD  Bj»> 


Fidelity 


investments® 


1-800-544-0576 

www.fidelity.com 


FIDELITY  INVlSTMENTS® 


The  Montgomery  Select  50  Fund 


Fifty  ideas. 
Five  perspectives. 
One  Fund. 


29.27% 


30.01% 


ONE    YEAR  LIFE    OF    FUND  (10/2/95) 

Average  annual  total  returns  for  the  period  ending  12/31/97 

Imagine  what  could  happen  when  five  top  fund  managers  choose  then- 
ten  favorite  investments.  It's  called  THE  MONTGOMERY  SELECT  50  FUND 
and  it  lets  our  best  and  brightest  choose  any  promising  company  from 
any  country  in  the  world.  The  result:  a  highly  diversified  selection 
rich  in  market  insights.  Since  part  of  the  fund  is  invested  outside 
the  U.S.,  there  are  some  special  risks.  But  if  this  approach 
interests  you,   please  800-572-FUND 

contact    us    today.  www.montgomeryfunds.com 


M  The  Montgomery  Funds' 

Invest  wisely! 


J'lhl  ptrfiirnianie  is  iiii  Guarantee  nj  future  ic\ult\.  Rr/iiiii  and  pniuijHil  i-ciluc  af  an  inirslnien/  will  flmluatt. 
\i>  YOur  shares,  uliai  reflernmt  may  he  icurth  mnre  or  li  \s  /hiiii  llieir  iiri^mal  ensl.  Inrestmcnh  in  unalltr  eapitlatizatum 
slocks  involve  special  risks,  for  cmnplele  injonnaliun.  tnilntliiii^  changes  iind  ex/x  nses.  call  Jar  a  prospectus  to  mid 
carefully  hefiirr  inresliria.  Funds  Distributor  hii.  (1  /'IHi. 


Funds 
from  th  1 
compan  r 
are  ava  |ble 
through 

FundsN  twork. 


FundsNetworlj  is  a  service  of 
Fidelity  BrokeriaBe  Services, 
Inc.  (FBSI).  Mlfber  NYSE, 
SIPC.  FBSI  mafreceive 
remuneration  for  providing 
certain  recordkeeping  and 
shareholder  s  rvlces  to  the 
fund  family.  F  ISI  does  not 
recommend  of  endorse  any 
particular  muiiai  fund. 


CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


MABriMc       RETURN  ON 


41 H 

1? 

4fH 

12 

CHANGt 

4rH 

4TH 

EQUITY 

PRICE  ^ 

ODAIiim 

[ROM 

MONIHS 

rFROM 

OUARfER 

FROM 

DIUII 1 1  lO 

FROM 

]'!')/ 

19% 

I'l'l/ 

19% 

199/ 

1996 

1997 

1996 

1997 

1996 

[NOING 

RAIIO 

t  Mil 

% 

$MIL 

% 

$MIL 

% 

SMIL, 

% 

% 

% 

12-31 

2-6 

MICRON  TECHNOLOGY  (A) 

31 

3742,0 

17 

9,6 

-53 

321.2 

12 

1,0 

2.8 

11.1 

25 

MOLEX  If,) 

'505,5 

8 

1618.8 

13 

45.6 

13 

180.7 

19 

11.2 

10.7 

14.8 

26 

NATIONAL  SEMICONOUCTOR  i/i 

719.9 

5 

2582,1 

3 

28.9 

11 

298.6 

NM 

4.0 

3.8 

14.0 

12 

READ-RITE  ' 

261.4 

4 

1171,8 

24 

-90.9 

MM 

-5.7 

NM 

NM 

2.3 

-4.5 

NM 

SCI  SYSTEMS  (fj) 

1/90.0 

21 

6392,6 

19 

37.6 

27 

132.0 

34 

2.1 

2.0 

20.9 

24 

SOLECTRON  M) 

1 1 .36.8 

41 

4023,5 

37 

44.9 

43 

171.5 

45 

3.9 

3.9 

17.5 

31 

TEXAS  INSTRUMENTS 

2428.0 

■1 

9750,0 

2 

-263.0 

NM 

302.0 

NM 

NM 

NM 

4.8 

71 

THOMAS  8.  BETTS 

'j32.6 

6 

2114.7 

7 

45.9 

NM 

154.9 

159 

8.6 

NM 

15,8 

18 

VISHAY  INTERTECHNOLOGY 

') 

\f, 

1  12'.  2 

2 

/  0 

MM 

53  3 

1 

NM 

2.5 

5.5 

25 

10  FOOD 

INDUSTRY  COMPOSITE 

90535.5 

6 

338465.2 

5 

1127.5 

/188.5 

-17 

1.2 

2  9 

17.3 

41 

(A)  FOOD  DISTRIBUTION 

GROUP  COMPOSITE 

11659.8 

5 

41238.2 

4 

74.5 

-54 

644.9 

14 

0.6 

1.4 

14.4 

21 

ANDERSONS 

398.6 

23 

993  / 

14 

5.4 

-2 

4.1 

-36 

1.4 

1./ 

5.6 

18 

INTERNATIONAL  MULTIFOODS  MOj 

676.8 

3 

2611.4 

1 

9.4 

9 

6.5 

-64 

1.4 

1.2 

2.1 

79 

JP  FOODSERVICE 

]  3 

c 

NA 

NA 

-70.6 

NM 

NA 

NA 

NM 

0.7 

NA 

NA 

PERFORMANCE  FOOD  GROUP 

332.4 

'j4 

1230,1 

57 

3.5 

16 

13.2 

21 

1.0 

1.4 

11.0 

19 

RICHFOOD  HOLDINGS  O'w  ■ 

719.5 

3 

3377,2 

4 

15.0 

19 

65.9 

49 

2.1 

1.7 

22.9 

20 

SMART  H.  FINAL 

368.6 

20 

1453,0 

12 

-12.0 

NM 

6.6 

73 

NM 

1.9 

3.2 

62 

SUPERVALU  niii 

4004.6 

3 

16793,4 

2 

40.2 

0 

232.1 

36 

1.0 

1.0 

19.5 

12 

SYSCO  "„ 

3786.1 

5 

14779,4 

5 

83.6 

9 

316.4 

9 

2,2 

2,1 

22.5 

26 

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

40118.0 

2 

152550.9 

3 

525.2 

-71 

4435.5 

-24 

1.3 

4.6 

15.7 

48 

BESTFOODS 

2123.0 

-3 

8400,4 

-1 

169.1 

0 

428,8 

23 

8.0 

7.8 

22.1 

36 

CAMPBELL  SOUP  <',} 

2120.0 

3 

8032,0 

4 

267.0 

203 

892.0 

33 

12.6 

4.3 

59,3 

29 

CONAGRA  '/J 

6433,6 

2 

23828,5 

-1 

210.6 

12 

652,3 

199 

3.3 

2.8 

25.5 

23 

DEAN  FOODS  (/) 

7/2,0 

0 

.3034,0 

3 

26.6 

39 

97,8 

NM 

3.4 

2.5 

16,0 

24 

DOLE  FOOD 

108'j.0 

22 

4336,1 

13 

23.2 

NM 

160.2 

80 

2.1 

NM 

24.6 

19 

EARTHGRAINS  ('), 

';14./ 

2 

1662,2 

1 

14.1 

53 

32.2 

485 

2.7 

1.8 

5.5 

30 

FLOVI/ERS  INDUSTRIES  (0) 

404,6 

6 

1442,1 

4 

21.9 

78 

66.5 

41 

5.4 

3.2 

19,0 

30 

GENERAL  MILLS  (/) 

1  638.3 

5 

5/88,4 

4 

64.6 

-59 

389.8 

-13 

3.9 

10.0 

100,2 

30 

HEINZ  (H.J.)  (8) 

2264.1 

5 

9251,5 

1 

188.9 

6 

377,0 

-45 

8.3 

7.4 

15.4 

57 

HERSHEY  FOODS 

1242.4 

4 

4.302,2 

8 

1 16,1 

48 

336.3 

23 

9.3 

6.6 

43.4 

29 

HORMEL  FOODS  (2) 

868. 1 

■1 

3256.6 

5 

44/ 

48 

109.5 

38 

5.1 

3.4 

13.6 

24 

IBP 

3259.2 

8 

13258.8 

6 

21./ 

19 

117.0 

41 

0.7 

0.6 

9.5 

17 

IMPERIAL  HOLLY  (  i) 

4  34,9 

129 

1010.3 

41 

0.1 

NM 

12.8 

95 

NM 

0.8 

6.6 

10 

INTERSTATE  BAKERIES  (/) 

/S4,2 

1 

3218.3 

1 

34.2 

31 

116.4 

102 

4.5 

3.5 

21.8 

24 

KELLOGG 

1  f,  1  /  / 

4 

6830,1 

2 

32.6 

63 

564.0 

6 

2.0 

5.6 

56.5 

32 

LANCASTER  COLONY  ((,) 

300  « 

If, 

982.8 

10 

29.0 

14 

94.9 

16 

9.6 

9.8 

24.8 

19 

Mccormick  (1; 

55/, 0 

4 

1801,0 

4 

48.2 

5 

97.4 

124 

8,7 

8.5 

24.8 

23 

NABISCO  HOLDINGS 

2435,0 

2 

8/34,0 

2 

1  /2.0 

56 

431.0 

NM 

7.1 

4,4 

10.3 

28 

PILGRIM'S  PRIDE  (3) 

337.9 

13 

131  /,/ 

13 

11.1 

10 

42,0 

567 

3.3 

3,4 

21.8 

10 

QUAKER  OATS 

104/. 8 

1 

5015./ 

4 

25.6 

41 

-930.9 

NM 

2.4 

1,7 

NM 

NM 

RALSTON  PURINA  '  i) 

131  /.I 

5 

4043,6 

3 

13/.0 

20 

348.5 

24 

10,4 

9.1 

36.6 

30 

SARA  LEE  '(,) 

52/9.0 

0 

19/51.0 

3 

12/8.0 

NM 

-567.0 

NM 

NM 

6.0 

-14.1 

NM 

SMITHFIELD  FOODS  (8) 

982,/ 

1 

3906.2 

14 

15.5 

72 

44.2 

61 

1.6 

0.9 

13.8 

30 

STARBUCKS  (3) 

31/.0 

33 

1044.8 

36 

22.1 

64 

65.1 

39 

7.0 

6.0 

12,2 

50 

TYSON  FOODS  (  {) 

1  520,8 

0 

6348.6 

- 1 

44.9 

1 

186.1 

111 

3,0 

2,9 

11,2 

22 

WRIGLEY  (Vl/M.)  JR. 

491.4'* 

5 

1954.2 

6 

62.6 

15 

271,6 

18 

12,7 

11,6 

27,1 

32 

(C)  FOOD  RETAILING 

GROUP  COMPOSITE 

38757,8 

10 

144676.1 

7 

527.7 

0 

2108,2 

-4 

1,4 

1,5 

23.9 

32 

ALBERTSON'S  ( 1  1) 

3612,0 

/ 

144/5.9 

/ 

123.4 

16 

496.4 

1 

3.4 

3.2 

21.8 

24 

AMERICAN  STORES  (1  1) 

4647,5 

2 

19068,0 

1 

60.3 

-20 

248.6 

28 

1.3 

1.7 

11.2 

26 

BRUNO'S  n  Ij 

610,1 

12 

2693. 1 

4 

66.0 

NM 

87.7 

NM 

NM 

NM 

NM 

NM 

DOMINICK'S  SUPERMARKETS  (2) 

584.8 

..-4 

2584.9 

3 

53.6 

NM 

-38.9 

NM 

NM 

NM 

-33.4 

NM 

GENERAL  NUTRITION  (II) 

2/8,0 

23 

1  132.9 

20 

23.9 

34 

88.6 

865 

8.6 

7,9 

44.9 

35 

GIANT  FOOD  '!<(; 

94:',, 9 

5 

4021,6 

2 

12.2 

-35 

52.5 

') ) 

1,3 

2,1 

6.0 

38 

GRAND  UNION  I'u 

534,3 

1 

2276.5 

-2 

45.8 

NM 

-259.2 

NM 

NM 

NM 

NM 

NM 

GREAT  Alt  ANTIC  &  PACIFIC  TEA  (10) 

2  il8,8 

0 

10106.8 

0 

1  1  2 

20 

73.3 

3 

0.5 

0,6 

/.9 

15 

HANNAFORO  BROTHERS 

870,/ 

14 

3226.4 

9 

1 ,4 

93 

59.6 

21 

0.2 

2,8 

9.8 

29 

INOI  F<,  M/1'!'FTS  (  !) 

403.0 

6 

155/9 

4 

2  8 

-16 

18.0 

15 

0.7 

1,4 

8.1 

15 

KRIJf.l  l( 

6509.5 

5 

2656/3 

f, 

14/1 

1  / 

444,0 

26 

2.3 

2,0 

NM 

24 

PENN  IRAIIIG  Ml) 

/26.2'* 

10 

3074.4 

10 

13.5 

NM 

54.6 

NM 

NM 

NM 

NM 

NM 

QUALITY  FOOD  CENTERS 

652.9 

153 

18/8.1 

133 

13,7 

59 

40.0 

5/ 

2.1 

3.3 

11.4 

34 

RODDICK  '  ,) 

61/. 6 

8 

2343.6 

7 

12.0 

4 

48.1 

4 

1.9 

2.0 

12.4 

18 

SAFEWAY 

/785,4 

42 

22483.8 

30 

214,9 

42 

621.5 

35 

2.8 

2.8 

32,3 

27 

SOUTHLAND 

1/33./" 

2 

/060.6 

2 

5,4 

66 

70.0 

22 

0.3 

0.9 

NM 

13 

SUPERMARKETS  GENERAL  HOLDING  (1 1 

901,0 

1 

;/l0.7 

3 

11.5 

NM 

36.3 

NM 

NM 

NM 

NM 

NA 

WEIS  MARKETS 

4  70,3 

2 

1818.8 

4 

21.6 

7 

/8.2 

1 

4.6 

4,4 

9,3 

19 

VI/HOLE  FOODS  MARKET  (3) 

40/,8 

30 

1212.6 

21 

12.0 

101 

32.7 

NM 

3.0 

1,9 

15.9 

42 

WINN  DIXIE  STORES  (6) 

4)50,2 

2 

13382.3 

2 

56.1 

18 

213,4 

8 

1.4 

1,2 

15.7 

35 
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PORATE  SCOREBOARD 


NY 


SALES 


PROFITS 


MARGINS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

SMIL 

% 

SMIL 

% 

SMIL 

% 

SMIL. 

% 

% 

% 

RETURN  ON 
COMMON 

EQUITY  PRICE- 


ENDING 
12-31 


RATIO 
2-6 


12 

MONTHS' 


PER 
SHARE 


EL 


lY  COMrUbllc 

1^/414.4 

-8 

0 

7768.6 

5 

31353.4 

13 

6.1 

5.3 

17.6 

18 

3.17 

L,  OIL  &  GAS 

:OMPOSITE 

117313.5 

-10 

463440.1 

-2 

6729.3 

1 

27914.3 

9 

5.7 

5.1 

17.6 

17 

3.40 

HESS 

2143.8" 

-6 

8340.0 

_7 

-61.4 

NM 

7.5 

-99 

NM 

5  2 

0  2 

N  M 

0  08 

8185.0 

-10 

31910.0 

„1 

789.0 

_9 

2720.0 

-4 

9  5 

9  5 

16  7 

1 5 

5  54 

318.9** 

5 

1176.3 

20 

45.5 

-11 

154.9 

28 

14.3 

15.8 

9.6 

20 

1.71 

IL 

342.5 

70 

1066.9 

38 

21.1 

128 

30.3 

-8 

5.2 

4.5 

5.0 

26 

1.00 

(3) 

3348.0 

1 

13352.0 

7 

52.0 

117 

221 .0 

73 

1  6 

0  7 

9  9 

18 

2  90 

RICHFIELD 

4500.0 

-12 

I 

382.0 

1889  0 

14 

8  5 

7  4 

217 

J.  o 

R  77 

ON  RESOURCES 

541.0 

-8 

2000.0 

-9 

36.0 

-74 

319.0 

-5 

6.7 

23.5 

12.9 

25 

1.79 

8386.0 

-15 

35009.0 

-7 

875.0 

89 

3255.0 

25 

10.4 

4.7 

19.1 

15 

5.03 

2224.7 

-28 

961 1. 1 

-19 

131.2 

-55 

392. 1 

-22 

5.9 

9.5 

118 

17 

3  49 

30813.0** 

-8 

1 ??ORq  0 

2 

2500  0 

Q 

1 3 

8  1 

7  4 

I  o 

■5  "57 

1202.2 

12 

4462.5 

9 

3.6 

-91 

125.4 

-18 

0.3 

3.6 

9.7 

15 

4.05 

•EE 

429.5 

-17 

1711.4 

-11 

45.2 

-24 

193.8 

-12 

10.5 

11.4 

13.5 

16 

4.04 

1079.9** 

5 

3847.5 

1 5 

3  9 

-91 

109  4 

-16 

0  4 

4  1 

1  D.D 

OA 

1  Q7 

1 633?  0** 

-29 

65709  0 

-19 

704  0 

4 

3272  0 

10 

9  Q 

i  D.O 

io 

3IL 

565.4** 

_2 

2137.8 

319 

-21 

132  4 

D.O 

7  n 

1  9  A 

1  7 

i  / 

AL  PETROLEUM 

1934.0 

-3 

8016.0 

0 

-178.0 

NM 

217.0 

-58 

NM 

5.8 

5.5 

57 

0.39 

RGY 

301.0** 

-16 

1197.0 

4 

41.0 

-35 

172.0 

6 

13.6 

17.6 

159.3 

15 

1.53 

698.0** 

15 

2654.3 

7 

61.0 

114 

180.3 

35 

8.7 

4.7 

15.8 

18 

3.75 

PETROLEUM 

3713.0 

-15 

15210.0 

-3 

209.0 

5 

959.0 

-25 

5.6 

4.6 

20.3 

12 

3.61 

■  Alt 

277.0 

-4 

1 194.0 

7 

-24.6 

NM 

-7.4 

NM 

NM 

NM 

-2,3 

NM 

-0.21 

2545.0*** 

-16 

10531.0 

-7 

29.0 

NM 

253.0 

NM 

1.1 

NM 

28,5 

15 

2.70 

12049.0** 

-6 

46667.0 

3 

623.0 

22 

2654,0 

32 

5.2 

4.0 

23,2 

11 

4.87 

3916.3 

42 

13281.6 

34 

41.1 

36 

212.7 

45 

1.0 

1.1 

11.1 

25 

1.37 

i  UlAMUliU  oHAMKULK 

3304.7* 

21 

10882.5 

7 

29.2 

NM 

159.7 

NM 

0.9 

NM 

9.1 

18 

1.94 

;iFIC  RESOURCES  GROUP 

480.4 

-15 

1905.7 

4 

74.2 

-35 

333.0 

4 

15.4 

20,2 

18.9 

17 

1.33 

1557.0** 

12 

6064.0 

14 

148.0 

NM 

669.0 

47 

9.5 

0,2 

28.9 

14 

2.55 

ATHCN  GROUP 

3895.0** 

-12 

15668.0 

-4 

38.0 

-77 

456.0 

-32 

1.0 

3.8 

12.5 

21 

1.58 

^ERGY 

1596.1 

92 

5756.2 

109 

12.4 

NM 

111.8 

397 

0.8 

NM 

9.3 

16 

2.03 

634. 1 

-43 

3306.6 

-2 

55.9 

-3 

240.5 

9 

10.6 

6.2 

53.9 

14 

2.46 

(OLEUM  SERVICES 

OMPOSITE 

10100.9 

25 

36413.3 

28 

1039.3 

37 

3439.0 

57 

10.3 

9.4 

17.6 

25 

2.02 

GHES  (3) 

1133.4 

37 

3992.1 

26 

79.4 

54 

137.0 

-30 

7.0 

6.2 

5.3 

48 

0.82 

ES  (3) 

415.4 

22 

1541.6 

40 

44.1 

121 

132.0 

157 

10.5 

5.9 

13.7 

20 

3.11 

514.3** 

24 

1806.1 

30 

47.3 

94 

140.5 

119 

9.2 

5.9 

22.5 

22 

2.51 

OFFSHORE  DRILLING 

272.3 

46 

956.1 

55 

79.3 

41 

278.6 

90 

29.1 

30.0 

18.1 

24 

1.93 

ARINE 

319.3 

45 

1057.1 

57 

58.8 

-47 

315.1 

75 

18.4 

50.1 

43.3 

14 

1.79 

roN 

2385.3** 

20 

8818.5 

19 

148.4 

38 

454.4 

51 

5.2 

5.4 

18.6 

28 

1.75 

IDUSTRIES  (3) 

302.8 

39 

1115.0 

44 

41.3 

105 

136.0 

80 

13.6 

9.3 

18.7 

19 

1.24 

ILIATES 

323.2** 

17 

1115.6 

26 

32.5 

12 

99.3 

18 

10.1 

10.5 

12.7 

22 

1,75 

■RGER 

2907.7 

16 

10647.6 

19 

372.7 

45 

1295.7 

52 

12.8 

10.1 

19.4 

31 

2,52 

ERNATIONAL 

425.9 

26 

1563.1 

35 

30.0 

51 

102.4 

59 

7.1 

5.9 

23.4 

22 

2,55 

»(9) 

280,7 

52 

1002.4 

52 

70.3 

71 

225.0 

111 

25.0 

22.3 

23.8 

12 

3.59 

mmi  OIL  (8) 

545.1 

97 

1703.1 

124 

2.4 

-10 

10.1 

52 

0.4 

1.0 

7.0 

35 

0.40 

ORD  ENTERRA 

275.6 

-3 

1084.0 

9 

32.7 

50 

112.9 

61 

11.9 

7.7 

12.3 

17 

2.14 

IVLTH  CARE 


Y  COMPOSITE 

78294.0 

14 

298214.6 

15 

6220.6 

7 

24084.6 

-3 

7.9 

8.5 

21.9 

38 

1.78 

i  DISTRIBUTION 

OMPOSITE 

24476.0 

23 

92715.2 

29 

446.5 

66 

1394.1 

10 

1.8 

1.4 

11.2 

37 

1.18 

RCE  HEALTH  (3) 

2254.6 

29 

8323.6 

38 

14.5 

23 

50.1 

10 

0,5 

0.7 

169.5 

29 

2.06 

JGS  (5) 

254.2 

13 

992.0 

15 

7.8 

22 

35.8 

27 

3,1 

2.8 

15.6 

25 

0.89 

lUNSWIG  (3) 

3159.0 

12 

12007.4 

16 

21.3 

17 

84.8 

12 

0,7 

0.6 

13.2 

28 

1.57 

HEALTH  (5) 

3130.5 

11 

11616.6 

15 

66.2 

50 

220.7 

62 

2,1 

1.5 

15.1 

39 

2.01 

JG  STORES  (11) 

3335.4 

9 

12738.2 

15 

110-8 

19 

37.3 

-89 

3,3 

3.0 

1.2 

NM 

0.14 

714.5 

7 

2958.3 

8 

10.0 

7 

58.0 

19 

1,4 

1.4 

10.4 

20 

1.49 

1(9) 

4570.8** 

34 

17479.9 

52 

42,0 

NM 

155.0 

NM 

0,9 

NM 

11.7 

33 

1.53 

283.0 

80 

895.7 

57 

16,3 

24 

55.7 

28 

5,8 

8.4 

7.4 

49 

0.59 

'(5) 

292.2 

0 

1067.9 

0 

2,8 

NM 

-4,3 

NM 

1,0 

NM 

-5.1 

NM 

-0.35 

iO) 

2885.7 

94 

10841.6 

89 

67,9 

82 

251,9 

55 

2,4 

2.5 

8.9 

15 

2.00 

1(4) 

3485.0 

14 

13794.0 

14 

87,0 

16 

448,0 

17 

2.5 

2.5 

18.5 

38 

0.92 

iS  &  RESEARCH 

OMPOSITE 

28910.6 

12 

108056.4 

11 

5077.4 

17 

17050.5 

1 

17.6 

16.9 

30.9 

39 

2.19 

BORATORIES 

3118.1 

4 

11883.5 

8 

565,7 

11 

2094,5 

11 

18.2 

17.0 

43.3 

25 

2.72 

HOME  PRODUCTS 

311.7 

-1 

1149.0 

-1 

45.5 

25 

128,3 

65 

14.5 

11.5 

15.2 

19 

1.95 

3511.4 

4 

14196.0 

1 

571.8 

12 

2043,1 

8 

15.8 

14.7 

27.4 

29 

3.11 

505.7 

2 

2401.0 

7 

179.7 

1 

644,3 

-5 

29.6 

30.0 

30.1 

23 

2.35 

CORPORATE  SCOREBOARD 


uunrunHic  ouuncDUHnu 

COMPANY 

SALES 

PROFITS 

MARGINS 

RETURN  ON 
COMMON 
EQUITY 
12  MONTHS 
ENDING 
12-31 

4TH 
QUARTER 
1997 
SMIL, 

CHANGE 
FROM 
1996 
% 

12 
MONTHS 
1997 
$MIL 

CHANGE 
FROM 
1996 

% 

4TH 
QUARTER 
1997 
SMIL 

CHANGE 
FROM 
1996 

% 

12 

MONTHS 
1997 
SMIL 

CHANGE 
FROM 
1996 

% 

4TH 
QUARTER 
1997 

% 

4TH 
QUARTER 
1996 

% 

PRICE- 
EARNING 
RATIO 
2-6 

BRISTOL-MYERS  SQUIBB 
CHIRON 

LILLY  (ELI) 

4441.0 
311.2 

2415.8 

12 

-1 

9 1 
c.  1 

17 

15701.0 
1162.1 
947  6 
8517.5 

11 
5 

D 

15 

802.0 
33.8 
41.5 

457,5 

12 
140 
456 

23 

3205.0 
50.8 

-385.1 

12 
-10 

NM 

18.1 
i  u.y 
16.1 
18.9 

18.1 

4.0 

3.5 
18.1 

45.3 
5.8 
5.4 

-8.8 

31 
71 
54 
NM 

MERCK  t 
PFIZER 

SCHERING-PLOUGH 
WARNER-LAMBERT 

6232.1 
3496.0 
1781.0 
2327.4 

15 
11 
26 
26 

23636.9 
12504.0 
6778.0 
8179.8 

19 
11 
20 
13 

1242.2 
558.0 
343,0 
235.7 

19 
11 
24 
38 

4614.1 
2213.0 
1444.0 
869.5 

19 
15 
19 
11 

19.9 
16.0 
19.3 
10.1 

19.3 
15.0 
19.5 
9.3 

35.0 
29.9 
53.4 
31.9 

31 
48 
38 
49 

(C)  HEALTH-CARE  SERVICES 

GROUP  COMPOSITE 

13003.9 

7 

51445.3 

9 

-475.4 

NM 

927.1 

-46 

NM 

1.1 

4.7 

45 

BEVERLY  ENTERPRISES 
COLUMBIA/HCA  HEALTHCARE 

HUMANA 

778.0 
4374.0 

302  6** 
2337.0** 

-7 
-9 
1 7 

29 

3217.1 
18819.0 
1 143  8 
7880.0 

-2 
0 
44 
15 

-8.0 
-749.0 
12.8 
48.0 

NM 
NM 
11 
118 

58.6 
182.0 

173.0 

13 
-88 

1  A 
i  D 

NM 

NM 
NM 
4.2 
2.1 

NM 
8.3 
4.5 
1.2 

5.5 
2.1 

0. 1 

11.9 

25 
90 

20 

MANOR  CARE  (7) 

QUEST  DIAGNOSTICS 
QUORUM  HEALTH  GROUP  (6) 

280.3 

365.4 
408.9 

8 

/  u 
-5 
20 

1393.5 

1  ■^TT  ^ 
lo  /  /  . 0 

1528.7 
1557.5 

18 

-5 
27 

25.4 
20.5 
-37.4 
24.4 

11 
123 
NM 

21 

129.0 

-22.3 
92.2 

83 

NM 
22 

9. 1 
5.2 
NM 
6.0 

8.8 
3.9 
NM 
5.9 

17.7 
10.2 
-4.0 
15.2 

18 
1 5 
NM 

22 

TENET  HEALTHCARE  (7) 
TRIGON  HEALTHCARE 
VENCOR 

2429.0 
517.7 
812.3 

15 

7 
22 

9348.5 
2053.6 
3116.0 

15 
7 
21 

138.0 
22.5 
27.2 

34 
-59 
NM 

-18.0 
95.1 
135.1 

NM 
-52 
181 

R  7 

0.  1 

4.3 
3.4 

11,4 
NM 

-0.5 
9.9 
14.2 

NM 
12 
14 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE 

11903.6 

8 

45997.8 

6 

1172.2 

8 

4712.8 

-4 

9.8 

9.9 

20.7 

36 

BARD  (C.  R.) 
BAUSCH  &  LOMB 
RAXTFR  INTFRNATinNAI 
BECTON,  DICKINSON  (3) 

311.3 
473.0 
1 632  0 
70l'6 

-1 
9 
g 

7 

1213.5 
1915,7 

D  i  OO.U 

2855.4 

2 
-1 

I  o 

3 

23.8 
7.4 
182.0 
54.3 

-10 
-53 
15 
1 1 

72.3 
49.4 

OUU.U 

305.3 

-22 
-41 

3 

7.6 
1.6 
1 1.2 
9.2 

8.4 
3.7 
10.6 
8.9 

12.6 
5.9 

TOO 

22.2 

26 
50 

Do 

28 

GUIDANT 

JOHNSON  &  JOHNSON 
MALLINCKRODT  (6) 
MEDTRONIC  (8) 

495.8 
5530.0 
556.2 
642.1** 

83 
2 

45 
7 

1328.2 
22529.0 
2120^4 
2527.5 

27 
5 
8 
9 

55.8 
530.0 

-4.7 
143.5 

75 
13 
NM 
12 

150.0 
3303.0 
-275.1 

554.2 

187 
14 

NM 
17 

13.5 
11,2 
NM 
22.4 

14.1 
10.1 
8.6 
21.5 

31.0 
27.  i 
-32^0 
29.1 

58 
29 
NM 
45 

OWENS  &  MINOR 
STRYKER 
U.S.  SURGICAL 

804.7 
254.4 
302.5 

7 
5 
7 

3115.8 
980.1 
1172.1 

3 
8 
5 

7.1 
37,0 
15.0 

49 
20 
-53 

24.3 
125.3 
94.1 

88 
20 
-14 

0.9 
14.5 
5.0 

0.6 
12.7 
11.2 

13.8 
20,5 
7.1 

25 
31 
23 

13  HOUSING  &  REAL  ESTATE 

INDUSTRY  COMPOSITE 

14749.6 

11 

54856.2 

8 

625.7 

-7 

2733.9 

48 

4.2 

5.1 

20.1 

18 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE 

8799.8 

10 

34911.3 

8 

414.4 

-13 

2078.1 

46 

4.7 

5.9 

26.8 

17 

AMERICAN  STANDARD 
JOHNS  MANVILLE 
LAFARGE 
OWENS  CORNING 

1539.0 
402.5 
473.1 

1243.0 

7 
-5 

6 
24 

5008.0 
1647.6 
1806.4 
4373.0 

4 
5 
10 
14 

45.0 
27.0 
59.2 
-102.0 

2 
NM 
15 
NM 

120.0 
130.5 
182.0 
62.0 

NM 
-31 
29 
NM 

3.0 
6-7 
12.5 
NM 

3.2 
0.0 
11.4 
7.0 

NM 
19.3 
14.8 

NM 

25 
14 
13 
24 

PPG  INDUSTRIES 

RPM  (7) 

SHERWIN-WILLIAMS 
TECUMSEH  PRODUCTS 

1846.0 
397.8 

1091.4 
379.1 

5 
25 
14 
-3 

7379.0 
1518.0 
4881.1 
1728.3 

2 
25 
18 
-3 

159.0 
21.4 
45.1 
15.3 

5 
15 
15 
-25 

714.0 
85,5 
250.5 
100,5 

-4 
14 
14 
-11 

8.5 
5.4 
4.1 
4.0 

8.7 
5.9 
4.1 
5.3 

28.5 
16,4 
16,7 
10.0 

16 
20 
19 
11 

USG 

VALSPAR  (2) 
VULCAN  MATERIALS 

721.0 
292.6 
414.3 

8 
23 
4 

2874.0 
1017.3 
1578.5 

11 
18 
7 

72.0 
20.2 
51.1 

454 
16 
7 

148.0 
55.9 
209.1 

887 
18 
11 

10.0 
5.9 
12.3 

1.9 
7.3 
12.0 

211  4 
22.3 
21.1 

18 
21 
15 

(3)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE  5949.8 

14 

19944.9 

8 

211.3 

7 

655.8 

54 

3.6 

3.8 

11.4 

20 

CENTEX  (9) 

FLEETWOOD  ENTERPRISES  (8) 
HOVNANIAN  ENTERPRISES  (2) 
KAUFMAN  &  BROAD  HOME  (1) 

983.1*- 
759.1 
315.2** 
546.9 

5 
3 
~8 
24 

3788.1 
2871.9 
784.1 
1875.3 

4 
-1 
-3 

5 

37.4 
28.1 
7.7 
27.9 

36 
9 

-38 
40 

129,8 
94,0 
-7.0 
58,2 

39 
14 
NM 
NM 

3.8 
3.7 
2.5 
4.3 

2.9 
3.4 
3.5 
3.8 

14.2 
18.9 
-3.9 
15.2 

16 
16 
NM 
18 

LENNAR  (1) 
M.D.C.  HOLDINGS 
OAKWOOD  HOMES  (3) 
PULTE 

455.1** 
271.8** 
254.7** 
845.1** 

38 
8 
23 
15 

1303.1 
969.6 
1117.5 
2524.0 

25 
5 

14 
6 

8.2 
8.2 
17.8 
17.3 

-59 
29 
17 

-31 

50,5 
24.2 
84.5 
49.8 

-2 
16 
22 
-21 

1.8 
3.0 
7.0 
2.0 

5.8 
2.5 
7.3 
3.4 

17.7 
10.5 
16.8 
6.1 

20 
14 
20 
20 

RYLAND  GROUP 

STARWOOD  HOTELS  &  RESORTS  TRUST 
TOLL  BROTHERS  (2) 
WEBB  (DEL)  (b) 

499.1 
300.8 
318.1** 
278.9** 

14 
84 
22 
-5 

1649.8 
933.5 
971.7 

1155.3 

4 

118 
28 
-1 

9.5 
13.3 
24.5 
11.3 

91 
85 
11 
4 

21.9 
41.6 
67.8 
40.3 

38 
51 
26 
NM 

1,9 
4,4 
7,7 
4.0 

1.1 
4.4 
8.5 
3.7 

5.5 
4.1 
17.5 
12.7 

20 
51 
15 
12 

14  LEISURE  TIME  INDUSTRIES  { 

INDUSTRY  COMPOSITE 

29208.9 

4 

104364.1 

6 

846.9 

-48 

5942.7 

-9 

2.9 

5.8 

11.4 

36  1 

(A)  EATING  PLACES 

GROUP  COMPOSITE 

5736.4 

8 

21814.8 

9 

445.4 

-2 

1791.4 

-4 

7.8 

8.6 

15.0 

25  1 

BRINKER  INTERNATIONAL  (6)  374.5 
CKE  RESTAURANTS  (11)  347.5 
CRACKER  BARREL  OLD  COUNTRY  STORE  (5)  312.8 
DARDEN  RESTAURANTS  (7)  745.3 

20 
114 
21 
0 

1466.2 
995.6 
1177.7 
3172.1 

22 
81 
20 
0 

13,4 
13.1 
23.7 
7.5 

15 
134 

25 
NM 

52.4 
40.4 
91.5 
-58.4 

3 

109 
40 
NM 

3.6 
3.8 
7.5 
1.0 

3.7 
3.4 
7.3 
NM 

11.5 
8.6 
13.2 
-6.4 

20  1 
45  1 
251 
NM  1 

\*^A  DiiciMTCc  \A/riri/  /  r/iADru  o  lono 


ORPORATE  SCOREBOARD 


OMPANY  SALES   PROFITS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE- 

MONTHS' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

PER 

SMIL 

% 

$MIL. 

% 

$MIL 

% 

$MIL 

% 

% 

% 

12-31 

2-6 

SHARE 

ODMAKER  (3) 

343.8** 

6 

1092.0 

3 

11.7 

29 

38.0 

56 

3.4 

2.8 

43.2 

19 

0.95 

}ST  MARRIOTT  SERVICES 

388.2 

-1 

1284.6 

1 

1.1 

22 

20.8 

45 

0.3 

0.2 

NM 

23 

0.57 

cDONALD'S 

2952.6 

5 

1 1408.8 

7 

410.9 

0 

1642.5 

4 

13.9 

14.5 

18.0 

21 

2.29 

lONEY'S  (2) 

271.9 

-3 

1217.7 

11 

-36.0 

NM 

-35.7 

NM 

NM 

4.1 

NM 

NM 

-0.74 

)  ENTERTAINMENT 

7051.9 

I 

g 

794.4 

2 

2183.9 

29 

1 1.3 

11.2 

11.4 

36 

2.47 

RCIIS  CIRCUS  ENTERPRISES  (11)  t 

315.0 

2 

1232.4 

-3 

27.2 

-22 

104.3 

-14 

8.6 

11.2 

9.3 

21 

1.11 

SNEY  (WALT)  (3) 

6339.0 

1 

22534.0 

6 

755.0 

1 

1972.0 

34 

11.9 

11.9 

11.4 

38 

2.87 

^RRAH'S  ENTERTAINMENT 

398.0 

7 

1619.2 

2 

12.1 

(MM 

107.5 

9 

3.1 

NM 

14.6 

21 

1.06 

)  HOTEL  &  MOTEL 

ROUP  COMPOSITE 

5215.0 

16 

17350.0 

23 

103.0 

-11 

585.0 

27 

2.0 

2.6 

12.2 

30 

1.46 

LI un  nu  1 CLO 

1339  0 

29 

53 1 6  0 

0  D 

— o.u 

N  M 

250  0 

50 

N  M 

0  6 

7  4 

30 

0  95 

IIRRIOTT  INTERNATIONAL 

3875.0 

12 

12034.0 

18 

108.0 

-2 

335.0 

9 

2.8 

3.2 

22.5 

29 

2.45 

))  OTHER  LEISURE 

ROUP  COMPOSITE 

11205.5 

-2 

39813.9 

-1 

-495.9 

NM 

1382.4 

-45 

NM 

2.5 

8.5 

51 

0.89 

/lERICAN  GREETINGS  (10) 

639.7 

-1 

2208.1 

5 

79.0 

6 

188.7 

19 

12.4 

11.5 

13.8 

18 

2.50 

lUNSWICK 

931.1 

16 

3657.4 

16 

32.7 

12 

151.2 

-19 

3.5 

3.6 

11.7 

21 

1.51 

IRNIVAL(I) 

524.4 

10 

2447.5 

11 

155.4 

35 

566.1 

18 

29.6 

24.2 

19.1 

25 

2.23 

STMAN  KODAK 

3779.0 

-12 

14538.0 

-9 

-744.0 

NM 

5.0 

NM 

NM 

NM 

0.1 

NM 

0.01 

kRLEY-DAVIDSON 

451.0 

17 

1774.9 

15 

43.4 

17 

174.1 

21 

9.6 

9.7 

22.1 

23 

1.13 

kSBRO 

1133.4 

2 

3188.6 

6 

18.9 

-81 

135.0 

-32 

1.7 

9.0 

7.3 

35 

1.02 

ATION 

569.8 

-2 

2201.8 

-3 

-157.8 

NM 

-180.1 

NM 

NM 

NM 

-25.4 

NM 

-4.54 

ITTEL 

1613.1 

13 

4834.6 

7 

195.1 

82 

289.8 

-22 

12.1 

7.5 

15.8 

44 

0.94 

JSICLAND  STORES 

676.2 

-3 

1768.3 

-3 

65.7 

NM 

14.0 

NM 

9.7 

NM 

74.4 

22 

0.41 

LARIS  INDUSTRIES 

280.3 

-6 

1048.3 

-12 

18.4 

9 

65.4 

5 

6.6 

5.7 

41.0 

12 

2.44 

ILAROID 

607.6 

-8 

2146.4 

-6 

-202.8 

NM 

-126.7 

NM 

NM 

2.0 

-25.2 

NM 

-2.81 

5  MANUFACTURING 


DUSTRY  COMPOSITE 

54908.9 

13 

194419.4 

10 

2758.6 

4 

11445.3 

6 

5.0 

5.5 

18.2 

20 

2.18 

,)  GENERAL  MANUFACTURING 

ROUP  COMPOSITE 

18349.7 

8 

69967.4 

9 

1129.7 

20 

5251.3 

23 

6.2 

5.6 

21.5 

20 

2.57 

ROQUIP-VICKERS 

522.8 

3 

2112.3 

4 

31.4 

28 

100.9 

-2 

5.0 

4.8 

19.8 

16 

3.51 

ITLER  MFG. 

254.4 

-6 

924.6 

6 

5.7 

-16 

34.4 

33 

2.6 

2.9 

22.1 

8 

4.43 

iRLISLE 

319.7 

15 

1250.5 

24 

15.7 

27 

70.7 

27 

5.2 

4.7 

20.3 

21 

2.28 

ILTEC  INDUSTRIES 

359.0 

20 

1314.9 

13 

26.3 

21 

94.9 

74 

7.3 

7.3 

NM 

17 

1.42 

IRNING 

1085.0** 

9 

4129.1 

12 

108.5 

19 

439.8 

28 

10.0 

9.1 

35.2 

19 

1.85 

IDE  (9) 

691.7 

2 

2246.7 

-6 

23.1 

-12 

15.0 

58 

3.3 

3.9 

4.7 

32 

0.72 

«ST  BRANDS  (5) 

309.3 

10 

1153.1 

6 

13.3 

-13 

43.0 

-37 

4.3 

5.5 

11.2 

24 

1.06 

RTUNE  BRANDS 

1186.4 

3 

4425.8 

4 

-25.8 

NM 

41,5 

-77 

NM 

5.4 

1.0 

25 

1.48 

lACE  (W.  R.) 

852.1 

0 

3312.8 

-4 

26.1 

NM 

248.6 

16 

3.1 

NM 

51.8 

24 

3.28 

XCEL 

254.5 

20 

936.9 

35 

12.3 

440 

73.5 

NM 

4.8 

1.1 

31.4 

15 

1.74 

LLENBRAND  INDUSTRIES  (1) 

475.0 

13 

1776.0 

5 

46.0 

18 

157.0 

12 

9.7 

9.2 

17.7 

24 

2.28 

.INOIS  TOOL  WORKS 

1348.9 

4 

5220.4 

4 

160.2 

19 

587.0 

21 

11.9 

10.4 

20.9 

24 

2.33 

HNSON  CONTROLS  (3) 

3056.3 

11 

11440.4 

15 

65.3 

19 

231.1 

-1 

2.1 

2.0 

13.3 

21 

2.53 

m  IV  INDUSTRIES  (10) 

564.1 

8 

2174.5 

4 

27.3 

NM 

108.4 

297 

4.8 

NM 

14.6 

13 

1.55 

NNESOTA  MINING  &  MFG. 

3713.0 

2 

15070.0 

5 

366.0 

-2 

2121.0 

40 

9.9 

10.4 

35.8 

17 

5.05 

.WELL 

914.1 

21 

3234.3 

13 

90.6 

12 

290.4 

13 

9.9 

10.7 

17.7 

23 

1.82 

.RKER  HANNIFIN  (6) 

1114.9 

15 

4350.3 

13 

71.3 

35 

319.9 

35 

6.4 

5.4 

20.0 

16 

2.85 

IBBERMAID 

574.3 

-7 

2399.7 

2 

31.8 

50 

142.5 

-5 

5.5 

3.2 

13.5 

27 

0.95 

WER  AUTOMOTIVE 

433,9 

262 

1235.8 

209 

17.0 

145 

48.7 

135 

3.9 

5.8 

9.4 

20 

2.28 

IPPERWARE 

320.1 

-14 

1229.3 

-10 

15.7 

-79 

82.0 

-53 

4.9 

20.1 

33.7 

20 

1.32 

)  MACHINE  &  HAND  TOOLS 

ROUP  COMPOSITE 

4450.4 

10 

15749.4 

6 

265.3 

26 

725.8 

-10 

6.0 

5.2 

13.0 

26 

1.82 

ACK  &  DECKER 

1518.4 

4 

4940.5 

1 

97.0 

7 

227.2 

43 

6.4 

5.2 

12.7 

21 

2.35 

NCINNATI  MILACRON 

496.4 

9 

1896.7 

10 

25.8 

34 

80.6 

22 

5.4 

4.4 

17.8 

14 

2.01 

iNAHER 

555.1 

14 

2051.0 

13 

43.2 

24 

154.8 

21 

7.7 

7.0 

17.8 

27 

2.57 

NNAMETAL  (6) 

370.0 

35 

1288.5 

16 

9.6 

-34 

69.4 

-4 

2.6 

5.3 

13.1 

20 

2.63 

1C0LN  ELECTRIC 

287.1 

4 

1159.1 

5 

20.2 

14 

85.4 

15 

7.0 

6.5 

19.5 

11 

3.45 

lAP-ON 

514.5** 

21 

1744.1 

13 

42.0 

15 

150.4 

14 

8.2 

8.6 

16.9 

16 

2.45 

ANLEY  WORKS 

598.8 

2 

2669.5 

0 

25.5 

NM 

-41.9 

NM 

3.8 

NM 

-6.9 

NM 

-0.47 

:)  SPECIAL  MACHINERY 

ROUP  COMPOSITE 

28094.1 

17 

92925.8 

13 

1269.6 

-10 

5000.5 

-3 

4.5 

5.9 

16.9 

20 

2.10 

ICO 

888.7 

29 

3224.4 

39 

50.0 

25 

170.8 

32 

5.5 

5.8 

17.3 

10 

2.74 

'PLIED  MATERIALS  (2) 

1280.4 

49 

4074.3 

-2 

180.1 

147 

498.5 

-17 

14.1 

8.5 

15.9 

27 

1.32 

IIGGS  &  STRATTON  (5) 

308.5 

3 

1334.1 

9 

10.3 

-38 

57.8 

-31 

3.3 

5.6 

18.7 

22 

2.04 

tSE 

1747.0** 

11 

6024,0 

11 

123.0 

21 

403.0 

15 

7.0 

6.5 

17.4 

12 

5.10 

^TERPILLAR 

5193.0 

16 

18925.0 

15 

451.0 

18 

1555.0 

22 

8.7 

8.5 

35.5 

12 

4.37 

IMMINS  ENGINE 

1559.0 

15 

5625,0 

7 

64.0 

55 

212.0 

33 

4.1 

3.0 

15.8 

10 

5.48 

;ere  (2) 

3444.1** 

18 

12791,4 

14 

211.3 

22 

960.1 

17 

6.1 

5.0 

23.2 

14 

3.78 

IVER 

1221.1 

17 

4547.7 

12 

100.3 

25 

405.4 

4 

8.2 

7.7 

24.9 

21 

1.59 

CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


4TH 
QUARTER 
1997 
SMIL 


CHANGE 
FROM 
1996 
% 


12 
MONTHS 
1997 
SMIL, 


CHANGE 
FROM 
1996 

% 


4TH  CHANGE 

QUARTER  FROM 
1997  1996 
$  MIL,  % 


12 
MONTHS 
1997 
SMIL 


CHANGE 
FROM 
1996 
% 


MARGINS 

4TH  4TH 

QUARTER  QUARTER 

1997  1996 

%  % 


RETURN  ON 

COMMON  12 1 

EQUITY  PRICE-  MONTF? 

12  MONTHS  EARNINGS  EARNIN 

ENDING  RATIO  PER 

12-31  2-6  SHAP 


DRESSER  INDUSTRIES  (2) 

2100.2 

15 

7419.1 

14 

109.6 

28 

318.0 

24 

5.2 

4.7 

18.4 

21 

is: 

FMC 

1072.4 

-2 

4259.0 

8 

-161.4 

NM 

-24.5 

NM 

NM 

2.8 

-2.5 

NM 

-0,6", 

HARNISCHFEGER  INDUSTRIES  (2) 

810,8 

13 

3118.2 

8 

41.1 

108 

152. S 

34 

5.1 

2.8 

20.0 

11 

3,2( 

INGERSOLL-RAND 

1932.5 

1 1 

1  lUo  .o 

D 

OOU.D 

D 

/I  Q 

D.O 

J,  D.  / 

19 

2,3, 

LAM  RESEARCH  (6) 

292.1 

13 

1060.3 

-17 

3.5 

8 

-5.4 

NM 

1.2 

1.3 

-8.5 

NM 

- 1,7' 

McDERMOTT  INTERNATIONAL  (9) 

901.7 

21 

3482.3 

5 

51.0 

117 

9.2 

NM 

5,7 

3.2 

-1.9 

NM 

-0  2< 

PENTAIR 

523.5 

23 

1839.1 

17 

29.5 

32 

91.6 

23 

5.5 

5.2 

15.6 

18 

STEWART  &  STEVENSON  SERVICES  ( U )  299.0 

1  1  7n  S3 

■3  E^ 
0.0 

a 
—0 

i  .c 

1  ^ 
I  .0 

oU 

0 

TIMKEN 

571.1 

9 

2617.6 

9 

47.6 

22 

171.4 

23 

7,1 

6.3 

16.5 

12 

2,6^ 

TYCO  INTERNATIONAL  (3) 

2687.5 

17 

NA 

NA 

240,8 

60 

NA 

NA 

9,0 

6.6 

NA 

NA 

N/ 

U.S.  FILTER  (9) 

829.4 

79 

2884.2 

1 18 

-374. 1 

NM 

-320. 1 

NM 

NM 

1.4 

-21,3 

NM 

-3.4; 

UNOVA 

332,1 

-5 

1426.2 

22 

-5.6 

NM 

-171.4 

NM 

NM 

4,0 

-29,1 

NM 

-3,1; 

(D)  TEXTILES 

GROUP  COMPOSITE 

4014.7 

7 

15776.8 

7 

93.9 

1 

467.6 

-23 

2.3 

2.5 

15.9 

22 

1.0: 

BURLINGTON  INDUSTRIES  (3) 

481.7 

1 

2095.9 

-2 

13.2 

41 

52.5 

47 

2,7 

2,0 

9.7 

15 

1,0; 

COLLINS  &  AIKMAN 

429.7 

37 

1629.3 

43 

9.0 

126 

-10.1 

NM 

2.1 

1,3 

NM 

NM 

-0,1! 

DEXTER 

294.6 

10 

1147.1 

4 

13.3 

15 

55.4 

15 

4,5 

4,3 

15  1 

17 

2,4: 

MOHAWK  INDUSTRIES 

516.1 

12 

1901.4 

7 

19.3 

54 

58.0 

39 

3.7 

2,7 

15.8 

20 

1  3C 

SHAW  INDUSTRIES 

928.9 

6 

3575.8 

12 

-32.4 

NM 

29.0 

-15 

NM 

NM 

4.5 

51 

0,2; 

SPRINGS  INDUSTRIES 

574.9 

7 

2226.1 

0 

15.2 

45 

69.0 

-22 

2.6 

2.0 

8.5 

16 

3,3' 

UNIFI  (6) 

343.1 

-18 

1543.8 

-6 

33.0 

15 

123.5 

23 

9.6 

6,9 

21,1 

20 

1,9{ 

WESTPOINT  STEVENS 

445.6 

12 

1657,5 

10 

23.1 

20 

69.3 

19 

5.2 

4,8 

NM 

22 

2,2; 

16  METALS  &  MINING 

INDUSTRY  COMPOSITE 

24324.3 

5 

97343.0 

6 

839.1 

94 

4223.1 

37 

3.5 

1.9 

12.2 

16 

1,8; 

(A)  ALUMINUM 

GROUP  COMPOSITE 

7123.7 

4 

o  o  O  T  O  A 

1 

269.3 

82 

1088.0 

21 

3.8 

2.2 

1 1.9 

20 

2.7  / 

ALUMAX 

781.1 

12 

2930.9 

-7 

47.2 

147 

33.7 

-87 

6.0 

2,7 

2.1 

50 

0,6( 

ALUMINUM  CO.  OF  AMERICA 

3298.6 

1 

13319.2 

2 

210.3 

55 

805.1 

56 

5.4 

4.2 

17.7 

17 

4,5'_ 

KAISER  ALUMINUM 

594.6 

10 

2373.2 

8 

14.2 

NM 

48.0 

485 

2.4 

NM 

35.3 

19 

0,5; 

MAXXAM 

682.4 

10 

2729.1 

7 

14.6 

NM 

65.2 

185 

2.1 

NM 

135.4 

7 

7,1' 

REYNOLDS  METALS 

1767.0 

2 

6881.0 

-1 

-17.0 

NM 

136.0 

31 

NM 

0.1 

5.0 

35 

1  8' 

(B)  STEEL 

GROUP  COMPOSITE 

11433.3 

8 

45119.3 

6 

509.4 

NM 

1809.1 

122 

4.5 

NM 

13.6 

12 

1.7C 

AK  STEEL  HOLDING 

620,5 

2 

2440.5 

6 

40,4 

32 

150.9 

3 

5,5 

5.0 

15.3 

8 

ARMCO 

436,4 

6 

1829.3 

6 

17,8 

35 

77.1 

197 

4.1 

3.2 

NM 

9 

0  55 

BETHLEHEM  STEEL 

1118.4 

-3 

4631.2 

-1 

41,7 

NM 

280.7 

NM 

3.7 

NM 

20.5 

5 

2,0; 

BIRMINGHAM  STEEL  (6) 

267.5 

27 

1090.4 

25 

2,8 

-53 

12.2 

868 

1.0 

2,8 

2.6 

42 

0,4( 

CARPENTER  TECHNOLOGY  (6) 

280.0 

34 

1065.0 

22 

18.7 

37 

74.0 

28 

5.7 

6.5 

16.0 

12 

3  6- 

COMMERCIAL  METALS  (4) 

550.5*' 

4 

2277.9 

1 

8.1 

-12 

37.5 

-15 

1.5 

1.7 

10.4 

13 

INLAND  STEEL  INDUSTRIES 

1233.2 

10 

5046.8 

10 

17.7 

NM 

119.3 

73 

1,4 

0.1 

12.1 

10 

LTV 

1147.0 

13 

4446.1 

8 

39,0 

13 

41.3 

-52 

3,4 

3.4 

2.4 

31 

NATIONAL  STEEL 

768.5 

0 

3139.7 

6 

48,7 

76 

213.5 

295 

5,3 

3.5 

27.3 

3 

NUCOR 

1037.3 

12 

4184.5 

15 

76,5 

-7 

294.5 

19 

7.4 

8.9 

16.3 

15 

3  3! 

ROUGE  INDUSTRIES 

331.5 

4 

1341.6 

3 

-4,5 

NM 

22.4 

-4 

NM 

NM 

5.1 

14 

TEXAS  INDUSTRIES  (7) 

286.3** 

20 

1085.3 

11 

23,4 

31 

85.8 

8 

8.2 

7.5 

17.2 

13 

USX-U.  S.  STEEL  GROUP 

1808.0 

2 

6871.0 

5 

152.0 

20 

452.0 

54 

8.4 

7.2 

26.8 

7 

WALTER  INDUSTRIES  (7) 

448.1 

13 

1586.9 

6 

12.6 

68 

46,1 

NM 

2.8 

1.9 

14.3 

22 

0,8' 

WEIRTON  STEEL 

324.5 

-5 

1397.2 

1 

3.1 

NM 

-17,7 

NM 

1.0 

NM 

-11.9 

NM 

-0,4: 

WHX 

255.4 

53 

642.1 

-48 

-10.6 

NM 

-173,8 

NM 

NM 

NM 

-38.5 

NM 

-8  8; 

WORTHINGTON  INDUSTRIES  (7) 

520.3 

14 

2043.8 

17 

21.9 

-3 

93,3 

-2 

4.2 

4.9 

12.7 

17 

0,';tC 

(C)  OTHER  METALS 

GROUP  COMPOSITE 

5767.3 

2 

23990.3 

14 

60.4 

-79 

1326.0 

-4 

1.0 

5.2 

11.0 

17 

1.5i 

ASARCO 

603.2 

-7 

2721.0 

0 

5.1 

-79 

143,4 

4 

0.9 

3.7 

8.5 

7 

COMMONWEALTH  INDUSTRIES 

260.2 

8 

1090.8 

48 

1.2 

-79 

9,1 

-38 

0.5 

2.3 

2.8 

18 

CYPRUS  AMAX  MINERALS 

757.0 

1 

3346.0 

18 

-97.0 

NM 

69,0 

-10 

NM 

NM 

2.0 

30 

U 

ENGELHARD 

1013.6** 

24 

3530.7 

14 

-54.1 

NM 

65,5 

-55 

NM 

5.2 

7.6 

39 

0.4( 

ESSEX  INTERNATIONAL 

392.1 

10 

1701.4 

28 

19.3 

52 

84,0 

124 

4.9 

3.3 

28.6 

13 

2,8; 

FREEPORT-McMORAN  COPPER  &  GOLD 

420,7 

-32 

2000.9 

5 

48.6 

-45 

245,1 

8 

11.5 

14.2 

64.1 

15 

l.Of 

GENERAL  CABLE 

285,2 

18 

1134.5 

9 

15.3 

33 

53.2 

35 

5.4 

4.7 

43.5 

18 

2.1; 

HARSCO  t 

430,9 

6 

1629.1 

4 

29.8 

28 

100.4 

20 

5.9 

5,7 

12.8 

20 

2.0^ 

NEWMONT  MINING 

412,2 

35 

1572.8 

42 

38.6 

80 

58,3 

-31 

9.4 

7,0 

4.3 

54 

0.4^ 

PHELPS  DODGE 

865,9 

-11 

3914,3 

3 

32.0 

-69 

408,5 

-12 

3.7 

10,5 

15.3 

10 

5.6; 

PRECISION  CASTPARTS  (9) 

326,4 

19 

1248,8 

48 

21.6 

41 

78,4 

55 

6.6 

5.6 

14.3 

15 

3.2S 

17  NONBANK  FINANCIAL 

INDUSTRY  COMPOSITE 

118400.0 

13 

450133.6 

13 

10481.2 

20 

43225.7 

28 

8.9 

8.3 

16.0 

19 

3.3£j 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE 

56439.3 

17 

214621.8 

18 

4994.1 

6 

21738.4 

15 

8.8 

9.8 

20.1 

20 

2.82 

AOVANTA 

285,3** 

18 

938,2 

10 

43.6 

-3 

71.6 

-59 

15.3 

18.7 

8.1 

21 

1.5C 

AMERICAN  EXPRESS 

4674,0** 

9 

17760,0 

8 

493.0 

-17 

1991.0 

5 

10.5 

13.8 

21.8 

21 

4.1; 

ASSOCIATES  FIRST  CAPITAL 

2184.3 

15 

8278.6 

17 

278.0 

19 

1031.7 

20 

12.7 

12.4 

16.5 

24 

2.9-,( 

BEAR  STEARNS  (6) 

1993.1 

28 

7090.7 

29 

160.2 

-9 

650.2 

13 

8.0 

11.3 

21.0 

10 

4.5: 
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that's  open  to  anything.  Revel  in  the  options.  The  ability  to 
travel  light.  The  freedom  to  have  a  CD-ROM,  fast  Ethernet 
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CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITY 

PRICE 

QUARTER 

FROM 

MONTHS 

,  FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

SMIL 

% 

SMIL 

% 

SMIL 

% 

SMIL 

% 

12-31 

2-6 

BENEFICIAL 

704.8 

7 

2955.7 

7 

-12.8 

NM 

253.7 

-10 

NM 

3,5 

14,7 

18 

CAPITAL  ONE  FINANCIAL 

519.6 

25 

1787.1 

26 

58.2 

45 

189.4 

22 

11.2 

9,7 

21,2 

23 

CIT  GROUP 

534.5 

9 

2072.5 

10 

71.0 

13 

310,1 

19 

13.3 

12,8 

12,7 

15 

COUNTRYWIDE  CREDIT  INDUSTRIES  (10) 

729.0 

31 

2007.9 

30 

80.2 

22 

328,2 

33 

11.0 

11,8 

17,0 

16 

DONALDSON,  LUFKIN  &  JENREHE 

1329.4 

40 

4640.5 

33 

101.4 

39 

408.3 

40 

7.6 

7,7 

22,5 

13 

EDWARDS  (A.G.)  (10) 

527.3 

30 

1932.9 

17 

72.4 

42 

255.6 

23 

13.7 

12,6 

18,2 

16 

EQUIFAX 

367.0 

11 

1366.1 

12 

38.6 

-19 

185.5 

21 

10.5 

14,3 

51,6 

25 

FANNIE  MAE 

7238.0" 

11 

27776.9 

11 

805.6 

13 

3068.6 

11 

11.1 

10,9 

24,5 

22 

FINOVA  GROUP 

269.7 

26 

975.0 

20 

38.8 

28 

139.1 

19 

14.4 

14,2 

14,2 

21 

FIRST  AMERICAN  FINANCIAL 

552.4" 

30 

1887.5 

18 

22.8 

93 

64.7 

21 

4.1 

2,8 

16,6 

14 

FRANKLIN  RESOURCES  (3) 

632.4" 

45 

2358.0 

46 

130.5 

36 

468.3 

39 

20,6 

22,0 

25,3 

13 

FREDDIE  MAC 

3795.0 

17 

14399.0 

19 

372.0 

16 

1395.0 

11 

9,8 

9  9 

19,4 

25 

GREEN  TREE  FINANCIAL 

468.5 

7 

1707.7 

34 

-17,3 

NM 

301.4 

63 

NM 

NM 

22,9 

11 

HOUSEHOLD  INTERNATIONAL 

1451.4 

9 

5453.1 

8 

217.6 

33 

686.6 

27 

15,0 

12,3 

15,6 

20 

LEHMAN  BROTHERS  HOLDINGS  (1) 

1023.0" 

-4 

3873.0 

12 

185.0 

46 

647.0 

56 

18, 1 

11,9 

15,1 

12 

MARSH  &  Mclennan 

1525.5 

44 

6008.6 

36 

-50.0 

NM 

399.4 

-13 

NM 

8.7 

12,0 

31 

MERRILL  LYNCH 

8123.0 

23 

31731.0 

27 

466.0 

5 

1906.0 

18 

5,7 

6.7 

25,3 

14 

MORGAN  STANLEY,  DEAN  WTTTER,  DISCOVER  (1)  3732.0" 

22 

14833.0 

24 

810.0 

79 

2586.0 

32 

21,7 

14.8 

21.0 

15 

PAINEWEBBER  GROUP 

1745.0" 

19 

6656.9 

17 

108.7 

19 

415.4 

14 

6,2 

6.2 

22,0 

13 

RAYMOND  JAMES  FINANCIAL  -3) 

252.3 

30 

951.9 

25 

22.7 

32 

104,5 

48 

9.0 

8.8 

24,7 

1 1 

SCHWAB  (CHARLES) 

768.4 

28 

2845.3 

25 

63.1 

6 

270,3 

16 

8,2 

9.9 

25,1 

38 

SLM  HOLDING 

884.7 

-3 

3784.7 

5 

133.7 

22 

511,2 

24 

15,1 

12.1 

75,8 

16 

TRAVELERS  GROUP 

9765.0 

14 

37608.6 

16 

375.7 

-35 

3103.7 

5 

3,9 

6.8 

17,0 

21 

UNITED  ASSET  MANAGEMENT 

264.8 

12 

941.6 

8 

-75.4 

NM 

-4.1 

NM 

NM 

14,6 

-0.9 

NM 

(B)  INSURANCE 

GROUP  COMPOSITE  57690.1 

9 

219093.1 

10 

4990.6 

29 

19985.4 

44 

8.7 

7.4 

13.5 

17 

AETNA 

4792.9" 

7 

18540.2 

22 

273.9 

NM 

901.1 

339 

5,7 

NM 

8,1 

14 

AFLAC 

1744.9 

-3 

6983.5 

-1 

96.0 

-28 

585.0 

48 

5,5 

7.5 

20,9 

15 

ALLSTATE 

6313.0 

4 

24949.0 

3 

871.0 

46 

3105.0 

50 

13,8 

9.8 

20,3 

13 

AMERICAN  BANKERS  INSURANCE  GROUP 

402.3 

9 

1621.4 

6 

30.0 

15 

114.9 

22 

7.5 

7.1 

15,8 

23 

AMERICAN  GENERAL 

2324.0" 

6 

8927.0 

2 

230.0 

142 

542.0 

-17 

9,9 

4.3 

7,5 

26 

AMERICAN  INTERNATIONAL  GROUP 

7189.7" 

6 

27916.5 

8 

884.6 

15 

3332.3 

15 

12,3 

11.3 

13,9 

24 

AON 

1520.8 

42 

5750.6 

48 

112.9 

144 

298.8 

2 

7,4 

4.3 

9,8 

34 

CIGNA 

5492.0" 

12 

20038.0 

6 

240.0 

-22 

1086.0 

3 

4,4 

6.3 

13,6 

12 

CINCINNATI  FINANCIAL 

482.4 

5 

1942.4 

7 

72.5 

15 

299.4 

34 

15,0 

13.7 

6,3 

24 

EQUITABLE 

2327.5 

3 

9666.1 

16 

70.2 

NM 

648.2 

215 

3,0 

NM 

12,2 

18 

FREMONT  GENERAL 

306.1 

57 

974.3 

22 

30.2 

29 

108.3 

24 

9,9 

12.0 

14.4 

16 

GENERAL  RE 

2031.2" 

-10 

8246.6 

-1 

246.7 

-1 

967.7 

8 

12,1 

11.0 

11,7 

18 

HARTFORD  FINANCIAL  SERVICES  GROUP 

3739.0 

12 

13305.0 

7 

255.0 

24 

1332.0 

NM 

6,8 

6.2 

22,9 

8 

HARTFORD  LIFE 

1544.0" 

20 

4699.0 

2 

87.0 

55 

306.0 

NM 

5,6 

4.3 

14,3 

20 

JEFFERSON-PILOT 

673.1 

23 

2578.3 

21 

86.8 

16 

394.4 

34 

12,9 

13.7 

14,2 

15 

LIBERTY  FINANCIAL 

319.0 

3 

1247.0 

9 

31.6 

9 

129.5 

29 

9.9 

9.4 

10,7 

12 

LINCOLN  NATIONAL 

1305.3" 

4 

4898.5 

3 

-137.7 

NM 

22.2 

-94 

NM 

7,5 

0,5 

NM 

OHIO  CASUALTY 

350.0 

-7 

1437.4 

-2 

40.8 

-25 

130.3 

34 

11.7 

14.5 

9,9 

12 

OLD  REPUBLIC  INTERNATIONAL 

515.1 

11 

1962.8 

9 

75.4 

21 

298.1 

27 

14.6 

13,5 

14,1 

13 

PROGRESSIVE 

1319.5" 

41 

4608.2 

32 

105.3 

15 

400.1 

28 

8.0 

9.8 

19,4 

21 

PROVIDENT 

989.0" 

7/1 

D'l- 

/  O 

9/1  7  "5 

7n 
/u 

7  7 

7  7 

O.  i 

RELIANCE  GROUP  HOLDINGS 

939.9 

17 

3442.6 

11 

41.7 

17 

174.5 

262 

4.4 

4.4 

19,5 

10 

SAFECO 

1542.9" 

52 

4770.3 

17 

79.5 

-25 

430.0 

-2 

5.2 

10.4 

9,4 

16 

ST.  PAUL 

1544.3 

-1 

6219.3 

8 

187.0 

1 5 

773.2 

39 

1  n  /I 

iU 

SUNAMERICA  (3)  t 

341.2" 

47 

1224.4 

38 

123.6 

54 

422.3 

46 

36.2 

34.5 

16,4 

21 

TIG  HOLDINGS 

445.0" 

-1 

1756.0 

-4 

-63.0 

NM 

52.0 

-34 

NM 

8.6 

4,1 

25 

TORCHMARK 

589.9 

7 

2319.4 

5 

95.3 

12 

347.6 

6 

16.2 

15,3 

16,9 

16 

TRANSAMERICA 

1499.0 

11 

5726.5 

8 

189.2 

66 

532.0 

6 

12.6 

8.5 

17,6 

14 

TRAVELERS  PROPERTY  CASUALTY 

2541.9 

6 

9910.9 

21 

360.4 

38 

1236.4 

216 

14.2 

11.0 

17,0 

13 

UlCI 

300.5 

53 

955.8 

31 

22.7 

20 

86.5 

25 

7.5 

9,6 

16,1 

17 

UNITRIN  t 

374.9 

-2 

1530.1 

0 

46.0 

16 

117.9 

-11 

12.3 

10,4 

7,9 

21 

UNUM 

1030.7 

0 

4004.1 

-1 

76.2 

59 

370.3 

56 

7.4 

4,7 

15,8 

19 

USF&G 

859.0" 

-5 

3404.0 

-3 

54.0 

-47 

194.0 

-26 

6.3 

11,3 

10,2 

15 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE 

4270.7 

7 

16418.5 

5 

496.5 

251 

1502.0 

63 

11.6 

3.5 

11.4 

24 

AHMANSON  (H.F) 

907,1 

-6 

3732,9 

-1 

99,5 

9 

413,8 

185 

11,0 

9,5 

15,9 

17 

GOLDEN  STATE  BANCORP  (6) 

311,2 

8 

1218.5 

8 

28,9 

25 

104,6 

148 

9,3 

8,0 

8,7 

23 

GOLDEN  WEST  FINANCIAL 

771.6 

13 

2913.8 

10 

93.5 

23 

354,1 

-4 

12,1 

11,1 

13,1 

14 

GREENPOINT  FINANCIAL 

258,3 

4 

1029,0 

0 

36,8 

8 

147,6 

11 

14,2 

13,7 

11,6 

19 

WASHINGTON  MUTUAL 

2022,5 

11 

7524,4 

7 

237,9 

NM 

481,8 

109 

11,8 

NM 

8,9 

37 

18  OFFICE  EQUIPMENT  &  COMPUTERS 


INDUSTRY  COMPOSITE 

108629.1 

10 

386038.2 

12 

7301.2 

12 

25710.5 

28 

6.7 

6.6 

19.7 

36 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

6875.5 

21 

23899.5 

18 

331.6 

49 

1056.8 

11 

4.8 

3.9 

20.4 

27 

COMPUCOM  SYSTEMS 

525  2 

-9 

1949.8 

-2 

12.9 

73 

35,2 

16 

2,5 

1.3 

19,0 

11 

DELUXE 

498,6 

-1 

1919,4 

-3 

33,3 

NM 

44,7 

-32 

6,7 

NM 

7,4 

63 

DIEBOLD 

341,3 

16 

1226,9 

19 

35,0 

24 

122,5 

26 

10,3 

9,6 

19,2 

30 

MICROAGE  (2) 

1321,9 

22 

4446,3 

20 

7,4 

17 

25,0 

77 

0,6 

0,6 

10,3 

9 
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Invest  in 


your 


future 


lome  to  the  Fair 


The  fair  of  fairs 


...the  HANNOVER  FAIR.  See  7,000  exhibitors 
from  69  countries  showcase  technological 
innovations  from  across  the  globe.  All  at  the 
world's  largest  industrial  fair. 


( 

Materials  Handling  and  Logistics  (CeMAT) 

) 

( 

Robotics  and  Automation 

) 

1 

( 

Surface  Treatment 

) 

1 

( 

Subcontracting  and  Industrial  Materials 

) 

^Production  Equipment  for  Electrical  Engineering 

V. 

and  Electronics 

( 

Energy  and  Environmental  Technology 

) 

1 

Technical  Building  Systems 

] 

V, 

and  Facility  Management 

i 

( 

Lighting  Technology  (World  Light  Show) 

) 

t 

( 

Research  and  Technology 

) 

Trends 
Innovations 
Solutions 


—  (V  http://www.hannovermesse.de 

ing  +49-511/288  8750 

'tor  ticket  and  travel  information:  Hannover  Fairs  USA.  Inc.  ■  103  Carnegie  Center  Princeton,  NJ  08540 
^87-1202  ■  Fax:  609-987-0092  ■  e-mail:  hannoverfair@hfusa.com 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


MARGINS 

4TH  CHANGE  12  CHANGE         4TH         CHANGE  12         CHANGE        4TH  4rH 

QUARTER         FROM  MONTHS       'FROM       QUARTER       FROM        MONTHS        FROM       QUARTER  QUARTER 

1997  1996  1997  1996  1997  1996  1997  1996         1997  1996 

$MiL  %  $MIL  %  $MIL  %  $MIL  %  %  % 


RETURN  ON 
COMMON 

EQUITY  PRICE-  ( 

12  MONTHS  EARNINGS  E 

ENDING  RATIO 

12-31  2-6 


MILLER  (HERMAN)  (7) 

415.1 

10 

1592.9 

16 

29.6 

66 

97,9 

57 

7  I 

4  7 

37  2 

PITNEY  BOWES 

1120.3 

5 

4100.5 

5 

147.2 

1 5 

526  0 

12 

13  1 

12  1 

^o.  i 

9R 
^0 

REYNOLDS  &  REYNOLDS  (3) 

369.7 

18 

144M 

22 

23.7 

-7 

57'5 

-41 

5'4 

8.1 

15.8 

31 

STANDARD  REGISTER 

261.9 

7 

965.7 

2 

18.7 

7 

66,9 

6 

7.1 

7.1 

13.7 

15 

TECH  DATA  (11) 

2021.5 

63 

6256.9 

49 

23.7 

41 

81.1 

68 

1.2 

1.4 

15.4 

24 

(B)  COMPUTERS  &  PERIPHERALS 

uKUUr  UUmrUol  1  H 

8 

259323.5 

8 

3747.1 

-18 

14206.8 

22 

5.1 

6.7 

19.0 

25 

APPLE  COMPUTER  (3) 

1578.0 

-25 

5530.0 

-26 

47.0 

NM 

-878.0 

NM 

3.0 

NM 

-80.3 

NM 

rnMPAn  rniuiDiiTPD 

7323.0 

23 

24584.0 

23 

567.0 

37 

1855.0 

41 

9.1 

8.2 

19.7 

29 

UHIH  utritKML  [dI 

0D3.0 

5 

1550.0 

15 

3,5 

-66 

49.0 

45 

1.0 

3.0 

9.3 

16 

DELL  COMPUTER  (11) 

3188.0 

58 

1 1002.0 

60 

247.0 

55 

847.0 

105 

7.7 

7.4 

70.2 

47 

DIGITAL  EQUIPMENT  (6) 

3324.5 

-1 

13062.2 

-4 

74.8 

135 

274.8 

NM 

2.3 

1.0 

7.0 

38 

EMC 

873.4 

33 

2937.9 

29 

156.2 

34 

538,5 

39 

19.0 

18.9 

24.6 

33 

GATEWAY  2000 

1976.8 

27 

5293.7 

25 

92,9 

5 

109.8 

-56 

4.7 

5  7 

118 

58 

HEWLETT-PACKARD  (2) 

11789.0 

16 

42895^0 

12 

805.0 

24 

3119'0 

21 

6.8 

6.4 

19'3 

21 

INTERNATIONAL  BUSINESS  MACHINES 

23723.0 

3 

78508.0 

3 

2093.0 

3 

6093.0 

12 

8.8 

8.7 

31.1 

15 

IOMEGA 

545.8 

38 

1740.0 

43 

35. 1 

77 

115  4 

101 

5  6 

5  1 

OA 

LEXMARK  INTERNATIONAL  GROUP 

735.5 

7 

2493.5 

5 

57.0 

26 

163.0 

28 

7^8 

5^6 

32.6 

18 

MICRON  ELECTRONICS  (4) 

558.9 

33 

2093.7 

20 

1.1 

-96 

63.5 

20 

0.2 

5.9 

17.4 

20 

NCR 

1992.0 

-2 

6589.0 

-5 

36.0 

414 

7.0 

NM 

1.8 

0.3 

0.5 

NM 

QUANTUM  (9) 

1519.9 

3 

6083.4 

22 

-32.2 

NM 

255.8 

NM 

NM 

3.5 

23.0 

11 

SEAGATE  TECHNOLOGY  (6) 

1673.3 

-30 

8047.9 

-5 

-183.2 

NM 

-107,3 

NM 

NM 

8.9 

-3.3 

NM 

SEQUENT  COMPUTER  SYSTEMS 

258.5 

41 

833.9 

40 

19.1 

660 

38,7 

398 

7.4 

1.4 

6.7 

21 

SILICON  GRAPHICS  (6) 

850.8 

3 

3690.4 

14 

-31.5 

NM 

25,9 

NM 

NM 

NM 

1.4 

NM 

STORAGE  TECHNOLOGY 

663.9 

7 

2144.7 

5 

83.7 

23 

231,8 

36 

12.6 

10.9 

16.0 

16 

SUN  MICROSYSTEMS  (6) 

2450.2 

18 

9205.6 

18 

149.4 

-16 

718.6 

27 

5.1 

8.5 

23.7 

26 

UNISYS 

1898.6 

5 

6636.0 

4 

-965.7 

NM 

-853.6 

NM 

NM 

3,1 

NM 

NM 

WESTERN  DIGITAL  (6) 

969.6 

-13 

4235.8 

19 

-145.2 

NM 

88,0 

-41 

NM 

5,7 

16.3 

22 

XEROX 

5412.0 

7 

18166.0 

5 

525.0 

23 

1452.0 

20 

9.7 

8,4 

29.6 

22 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

28082.8 

16 

102815.1 

19 

3222.5 

89 

10446.9 

39 

11.5 

7.0 

20.9 

49 

ADAPTEC  (9) 

254.2 

1 

1068.8 

24 

36. 1 

-13 

205.3 

102 

14.2 

16,5 

23.6 

13 

AFFILIATED  COMPUTER  SERVICES  (5) 

285.2 

27 

880.4 

34 

5.6 

-52 

39,9 

1 1 

2.0 

5.2 

8.8 

31 

AMERICA  ONLINE 

592.0 

45 

2039.5 

45 

20.8 

NM 

23.4 

NM 

3.5 

NM 

9.9 

NM 

ASCEND  COMMUNICATIONS 

292.5 

2 

1 167.4 

31 

47.5 

-26 

-124.4 

NM 

16.3 

22.4 

-12.8 

NM 

AUTOMATIC  DATA  PROCESSING  (6) 

1148.0" 

15 

4392.4 

12 

147.4 

16 

545.4 

13 

12.8 

12.8 

20.2 

34 

BAY  NETWORKS  (6) 

644.9 

25 

2302.1 

10 

59.5 

NM 

-17.0 

NM 

9.2 

NM 

-1.2 

NM 

CABLETRON  SYSTEMS  (10) 

331.8 

-8 

1446.4 

9 

19.9 

-71 

196.6 

27 

6.0 

18.7 

15.9 

10 

CADENCE  DESIGN  SYSTEMS 

283.0 

33 

915.9 

24 

60.9 

NM 

181.7 

526 

21.5 

NM 

25.0 

35 

CERIDIAN 

282.5 

12 

1074.8 

14 

76.1 

107 

35.4 

-74 

26.9 

14.6 

12.9 

NM 

CISCO  SYSTEMS  (5) 

1868.7 

30 

6874.1 

45 

335.5 

86 

1204.3 

32 

18.0 

12.6 

25.1 

58 

COMDISCO  (3) 

744.0** 

18 

2930.0 

16 

36.0 

20 

137.0 

17 

4.8 

4.7 

16.6 

25 

COMPUSA  (5) 

1456.7 

22 

5069.9 

19 

34, 1 

44 

113,1 

55 

2,3 

2.0 

24.7 

27 

COMPUTER  ASSOCIATES  INTERNATIONAL  (9)  1239  0 

18 

4456.9 

13 

339,9 

NM 

1 103.5 

274 

27,4 

NM 

58.2 

29 

COMPUTER  SCIENCES  (9) 

1654.1 

17 

6266.9 

17 

59.1 

20 

256.0 

95 

4.2 

4.0 

14.1 

27 

COMPUWARE  (9) 

309.6 

45 

1034.1 

38 

54.5 

69 

153.2 

1 13 

17.5 

15.1 

26.7 

48 

ELECTRONIC  ARTS  (9) 

391,2 

35 

848  6 

34 

58  6 

51 

67  6 

40 

15  0 

13  3 

12  9 

32 

ELECTRONIC  DATA  SYSTEMS 

4228,2 

6 

15235.6 

6 

283.4 

4 

730.6 

69 

6.7 

6.8 

14.5 

28 

FIRST  DATA 

1379,7** 

2 

5234.5 

6 

54.9 

-76 

356.7 

-44 

4.0 

16.6 

10.8 

39 

FISERV 

269,5 

16 

974,4 

1 1 

24.2 

19 

90.8 

14 

9.0 

8.8 

13.3 

31 

GALILEO  INTERNATIONAL 

313,6 

10 

1351.5 

10 

22.3 

54 

157.5 

35 

7.1 

5.1 

24.2 

23 

GTECH  HOLDINGS  (10) 

264,8 

14 

983.0 

16 

23.9 

25 

86.5 

22 

9.0 

8.2 

21.9 

14 

INACOM 

1069,1 

16 

3896.3 

26 

10.3 

64 

29.5 

57 

1.0 

0.7 

9.1 

13 

INTERGRAPH 

300,9 

2 

1124.3 

3 

-20.7 

NM 

-70.2 

NM 

NM 

NM 

-19.0 

NM 

MICROSOFT  (5) 

3585.0 

34 

13098.0 

39 

1133.0 

53 

3895,0 

57 

31.6 

27.7 

34.0 

54 

NOVELL  (2) 

269.3 

-30 

1007.3 

-27 

7.2 

-88 

-78,3 

NM 

2.7 

15.4 

-5.0 

NM 

ORACLE  (7) 

1613.7 

23 

6303.2 

30 

187.3 

4 

725.0 

3 

11.6 

13.7 

27.2 

37 

PEOPLESOFT 

260,5 

76 

815.7 

81 

39.5 

NM 

108.3 

202 

15.1 

1,2 

25.9 

92 

SABRE  GROUP  HOLDINGS 

440,0 

17 

1783.1 

10 

18,0 

-18 

200,0 

7 

4,1 

5,8 

26.5 

20 

3COM  (7) 

1220.3 

-14 

4437.8 

13 

15,1 

-87 

45.1 

-88 

1,2 

8.1 

8.0 

57 

VANSTAR  (8) 

741.7 

36 

2498.1 

23 

9.3 

-16 

25.0 

21 

1.3 

2.0 

13.6 

23 

WANG  LABORATORIES  (6) 

338.9 

-1 

1304.4 

17 

12.4 

-18 

14.3 

-60 

3.7 

4.4 

0.0 

83 

19  PAPER  &  FOREST  PRODUCTS 

INDUSTRY  COMPOSITE 

25226.8 

2 

99542.3 

0 

-530.8 

NM 

1174.7 

-67 

NM 

2.5 

3.2 

91 

(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

4103.2 

2 

16474.7 

-1 

-99.4 

NM 

-100.5 

NM 

NM 

NM 

1.5 

NM 

GEORGIA-PACIFIC  GROUP 

3221,0 

2 

12968.0 

1 

-104,0 

NM 

-86,0 

NM 

NM 

NM 

NA 

NM 

LOUISIANA-PACIFIC 

595.1 

5 

2402.5 

-3 

-21.3 

NM 

-101.8 

NM 

NM 

NM 

-7.9 

NM 

RAYONIER 

287,1 

-5 

1104.2 

-6 

25.9 

NM 

87.3 

NM 

9.0 

NM 

14,0 

14 

(B)  PAPER 

GROUP  COMPOSITE 

21123.6 

2 

83067.6 

0 

-431.4 

NM 

1275.2 

-66 

NM 

3.5 

3.5 

76 

BOISE  CASCADE 

1444.9 

14 

5493.8 

8 

7.2 

238 

-30.4 

NM 

0.5 

0.2 

-4.3 

NM 

BOWATER 

401.0 

8 

1484.5 

-14 

30,1 

62 

53.7 

-74 

7.5 

5.0 

4.5 

42 

CHAMPION  INTERNATIONAL 

1482.9 

4 

5735.5 

-2 

-520,2 

NM 

-548.5 

NM 

NM 

0.7 

-17.1 

NM 

130  RIISINFc,q  WFFK  /  f.'.'.ftr.H  P    1  QQS 


COM 


Introducing  Network 
Computing  from  Oracle. 

Int-thcient,  incompatible  systems  and 
spiralling  computing  costs  are  sinking 
too  many  companies.  The  time  has 
come  for  network  computing.  In  this 
friendly,  low-maintenance  computing 
architecture,  the  information  and  appli- 
cations that  used  to  be  on  your  desktop 
are  now  contained  on  a  professionally 
managed  network.  The  time  and 
money  spent  owning  and  managmg 
network  computing  is  a  fraction  of  the 
cost  oi  a  desktop  computing  environ- 
ment. You  can  use  your  existint; 
hardware  and  software  now  and  add 
significantly  less  expensive  network 
computing  hardware  as  you  need  it.  And 
you  can  look  forward  to  a  reduc- 
tion in  computer  costs,  across  the 
board.  So.. .with  your  computing  well 
managed,  precisely  controlled,  and 
With  ever\'one  upgraded  and  tipdated 
instantly,  you  have  the  opportunity  to 
respond  rapidly  and  intelligently  to 
change.  To  implement  new  business 
procedures  once,  over  the  network.  To 
dri\e  yoLir  organisation  s  reach  into 
markets  and  distribution  channels  you 
never  had  the  time  to  consider  before. 
Network  computing  —  a  style  of 
computing  that  supports  your  business 
not  sinks  it.  It  s  time  to  enjoy  comput- 
ing the  way  it  was  meant  to  be  —  easy, 
accessible,  powerful,  inexpensive. 
F/m/ out  mort'.  Visit  uc.tndde.cnm 
or  u///  1-800-653-0821.  ext.  /_')59. 

ORACLe* 

Enabling  the  Information  Age' 


^AWH  Or^U-  (..r,».r..i.,„.  All  r,«h„  reserve...  ()n.d.  an.)  ,;,„h,|„^  ,|,c  l„l...„,a„..,.  A«c 
artre«,McTOhradi-mark.,ofOracl^iCoip.OTuon. 


CORPORATE  SCOREBOARD 


COMPANY  SALES  PROFITS 


MARGINS 

RETURN  ON 
COMMON 
EQUIT7 
12  MONTHS 
ENDING 
12-31 

4TH 
QUARTER 
1997 
SMIL 

CHANGE 
FROM 
1996 

% 

12 

MONTHS  ' 
1997 
$MIL 

CHANGE 
FROM 
1996 

% 

4TH 
QUARTER 
199? 
$MIL 

CHANGE 
FROM 
1996 

% 

12 
MONTHS 
1997 
SMIL, 

CHANGE 
FROM 
1996 

% 

4TH 
QUARTER 
1997 

% 

4TH 
QUARTER 

IQQA 

% 

PRICE- 
EARNINGS 
RATIO 

2-6 

CONSOLIDATED  PAPERS 
FORT  JAMES 
INTERNATIONAL  PAPER 
KIMBERLY-CLARK 

509.7 
1761.5 
5100.0 
3089.4 

40 
-1 
-1 
-7 

1679.3 
7259.0 
20115.0 
12546.6 

9 
-6 
0 

-5 

35.8 
-211.1 
132.0 
-147,0 

-4 
NM 
NM 
NM 

118,0 
104.5 
^151-0 
884.0 

-34 
-68 
NM 
-37 

7.0 
NM 
2.6 
NM 

10.2 
5.6 
NM 

10.4 

9.0 
26.4 
-1.7 
20.7 

22 
NW 

MEAD 
POTLATCH 
UNION  CAMP 

1243.8 
379.8 
1187,1 

8 
0 
10 

5077.4 
1568.9 
4476.8 

8 
1 

12 

31.8 
5.7 
33.3 

9 

-70 
NM 

150.1 
36.1 
81.1 

-21 
-41 

-5 

2,6 
1.5 
2,8 

2.5 
5.0 
NM 

5.5 

3,8 
3.9 

2i 

3t. 
51 

WESTVACO  (2) 
WEYERHAEUSER 
WILLAMETTE  INDUSTRIES 

783.1 
2870,0 
870.4 

1 

4 

4 

2982,3 
11210,0 
3438,7 

-2 
1 
0 

51.7 
98.0 
21.2 

-7 
0 

-22 

152.7 
342.0 
73.0 

-23 
-26 
-52 

6.6 
3.4 
2.4 

7.1 
3.5 
3.3 

7.1 
7.4 
3,7 

21 
30 
54 

20  PUBLISHING  &  BROADCASTING 

INDUSTRY  COMPOSITE 

14241.0 

10 

50879.4 

15 

241.6 

-81 

2040.2 

-9 

1.7 

9.9 

4.9 

94 

BELO  (A.  H.) 
CBS 

DOW  JONES 
GANNETT 

364,8 
1471.0 

689.5 
1318.8 

64 
45 
3 
10 

1248,4 
5363,0 
2561,9 
4729.5 

51 
29 
3 
7 

24.1 
-10.0 
-889.3 
230.4 

-21 
NM 
NM 

-20 

83.0 
-131.0 
-802,1 
712,7 

-5 
NM 
NM 

14 

6.6 
NM 
NM 
17.5 

13.7 
NM 
8.9 

24.2 

6.3 
-2.2 
-47.7 
21.7 

38 
NM 
NM 

25 

KNIGHT-RIDDER 
McGRAW-HILL 
NEW  YORK  TIMES 
PRIMEDIA 

815.6 
900.8 

768.4 
397.6 

29 
8 
7 
5 

2876.8 
3534.1 
2866.4 
1487.6 

21 
15 
9 
8 

86,5 
67.0 
79.3 

-0.9 

5 

-78 
50 
NM 

396.5 
290.7 
262.3 
-157.4 

114 
-41 
210 
NM 

10.6 
7.4 

10.3 
NM 

12.9 
37.1 
7.3 
15.1 

23.5 
20.6 
16.2 
NM 

14 

25 
25 
NM 

READER'S  DIGEST  ASSOCIATION  (6) 
SCHOLASTIC  (7) 
SCRIPPS  (E.W.) 
TIME  WARNER 

812.5 
354.8 
359.6 
3836,0 

-7 
4 

11 
4 

2694.3 
986.9 
1242.0 
13294.0 

-9 
-1 
11 
32 

54,3 
26,0 
50,5 
247,0 

-35 
-32 
-12 
319 

12.7 
-11.3 
157.7 
301.0 

-75 
NM 
21 
NM 

6.7 
7.3 
14.1 
6.4 

9.6 
11,2 
17,8 

1.6 

3.6 
-3.6 
15.3 
-0,2 

NM 
NM 
26 
NM 

TIMES  MIRROR 
TRIBUNE 

WASHINGTON  POST 

918,4 
710.8 
622,4 

5 
17 
4 

3318.5 
2719.8 
1956.3 

-2 
13 
6 

72,2 
113,4 
91,0 

-8 
39 
39 

250,3 
393,6 
281.6 

21 
39 
28 

7.9 

16,0 
17.4 

9.0 
13.5 
13.0 

197,7 
26.1 
20.4 

26 
22 
19 

21  SERVICE  INDUSTRIES 

INDUSTRY  COMPOSITE 

41740.9 

18 

153741 3 

23 

698  5 

13 

OH  JO.  i 

24 

1  R 
X  .o 

(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  COMPOSITE  8436.3 

7 

31961.0 

17 

280.0 

19 

610.8 

77 

3.3 

3.0 

8.4 

26 

BROWNING-FERRIS  INDUSTRIES  (3) 
EG&G 
FLUOR  (2) 
FOSTER  WHEELER 

1344.7 
386.8 

4002.7 
985.3 

-10 
5 
20 
-20 

5632.6 
1460.8 
14298.5 
4011.0 

-4 
2 

30 
0 

86,8 
20,6 
88,0 
2,3 

21 
44 
12 
-77 

298.6 
30.6 
146.2 
-10.5 

NM 
-44 
-45 
NM 

6.5 
5.3 
2.2 
0.2 

4,8 
3,9 
2,4 
0.8 

11,2 
9,7 
8,4 

-1.7 

22 
38 
24 
NM 

JACOBS  ENGINEERING  GROUP  (3) 
McDERMOn  (J.  RAY)  (9) 
MORRISON  KNUDSEN  (1) 
STONE  &  WEBSTER 

506.4 
452.7 
439.3** 
318.5 

17 
43 
5 
3 

1853.3 
1704.9 
1677.3 
1322.5 

5 
25 
154 
14 

12.8 
51.0 
9.4 
9.1 

18 
31 
67 
82 

48.8 
31.5 
32.0 
33.5 

17 
53 
NM 
NM 

2.5 
11.3 
2.1 
2.8 

2.5 
12.3 
1.3 
1,6 

15.1 
0.5 
9.6 
9-7 

15 
81 
18 
15 

(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

21322.8 

25 

77808.2 

30 

263.1 

NM 

1094.0 

4 

1.2 

NM 

7.1 

37 

AIRGAS  (9)  367.8 
ALLEGIANCE                                    1136  6 
APPLIED  INDUSTRIAL  TECHNOLOGIES  (6)     368  6 
AVNET(6)  1460.7 

24 
4 
34 
10 

1368.5 
4350.8 
1316.4 
5636.6 

26 
-1 
15 
6 

11.8 
24.9 
7.7 
52.1 

8 
NM 
29 
14 

35.6 
90.9 
27.9 
189.0 

-20 
NM 
11 
2 

3.2 
2.2 
2,1 
3,6 

3.7 
NM 
2.2 
3.4 

9.0 
9.6 
10.2 
12.6 

31 
22 
20 
14 

BOISE  CASCADE  OFFICE  PRODUCTS 

BRIGHTPOINT 

CELLSTAR  (1) 

CRANE 

718.5 
373,2 
406  5 
515  9 

29 
76 
39 
11 

2596.7 
1035.6 
1482.8 
2036.8 

31 
76 
55 
10 

17.7 
9.3 
17.3 
29.5 

23 
105 
110 

18 

56.9 
25.5 
53.6 
112,8 

3 
131 
NM 
22 

2.5 
2.5 
4.3 
5.7 

2.6 
2,1 
2,8 
5,4 

11.5 
12.8 
33.3 
21.2 

21 
37 
15 
18 

ENRON 

GRAINGER  (W.W.) 
HUGHES  SUPPLY  (11) 
KAMAN 

5872  0 
1032,9 
486.3 
272.4** 

45 
14 
20 
14 

20273.0 
4136.6 
1734.5 
1044.8 

53 
17 
19 
10 

169.0 
63.2 
13.1 
61.1 

28 
12 
26 
757 

105.0 
231.8 
40.6 
70.5 

-82 
11 
34 

199 

2.9 
6.1 
2.7 
22.4 

3.3 
6.3 
2.6 
3.0 

1.8 
17.5 
12.4 
38.4 

NM 
22 
15 
6 

MARSHALL  INDUSTRIES  17) 

NATIONAL-OILWELL 

NGC 

PHYSICIAN  SALES  &  SERVICE  f9) 

351.2 
299.9 
3764.5 
257.2 

23 
49 
27 
30 

1304.6 
1005.6 
13378.4 
866.9 

14 
32 
84 
24 

9.4 
21.1 
-149.5 
5.2 

1 

NM 
NM 
18 

40.2 
51.3 
-87.7 
11.0 

-5 
408 
NM 
-15 

2.7 
7.0 
NM 
2.0 

3.3 
NM 
1.6 
2.2 

10.3 
20,6 
-8.0 
4,7 

13 
32 
NM 
67 

PIONEER-STANDARD  ELECTRONICS  (9) 
RYERSON  TULL 
UNISOURCE  WORLDWIDE  (3) 
UNITED  STATIONERS 

424.1 
583.0 
1869.1 
662.2 

10 
20 
8 
10 

1643.2 
2789.4 
7249.0 
2558.1 

10 
17 
3 
11 

8.4 
15.8 
-100.6 
-23.6 

50 
49 
NM 
NM 

30.1 
62.8 
-62.1 
8.2 

26 
-1 
NM 
-74 

2.0 
2.3 
NM 
NM 

1.5 
1.9 
1.2 
1.6 

12,7 
15,3 
-6,3 
3,0 

12 
9 
NM 
NM 

(C)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

2556.7 

5 

9057.2 

4 

89.5 

-33 

336.1 

804 

3.5 

5.5 

13.7 

23 

ADVO  (3) 
BANTA 

DONNELLEY  (R.R.)&SONS 
WORLD  COLOR  PRESS 

262.1 
352,6 
1402,0 
540,0 

3 
22 

0 
12 

1023,5 
1202.5 
4850.0 
1981.2 

4 
11 
-4 
21 

8.4 
15.1 

45.2 
20.9 

36 
1 

-53 
30 

29.0 
43.3 
206.5 
57.2 

177 
-15 
NM 
21 

3.2 
4.3 
3.2 
3.9 

2.4 
5.2 
6.9 
3.3 

NM 
10,6 
12,5 
12,7 

19 
19 
26 
19 

(D)  OTHER  SERVICES 

GROUP  COMPOSITE 

9425.1 

19 

34914.9 

20 

65.9 

-85 

1397.2 

4 

0.7 

5.5 

18.0 

34 

ABM  INDUSTRIES  C  ) 
ACCUSTAFF 

BORG-WARNER  SECURITY 

358.  r* 

675.1 

396.2 

24 
43 
-11 

1252.5 
2424.8 
1548.0 

15 
50 
-10 

9,1 
28,0 
6,2 

31 
NM 
0 

27.2 
102.0 
19.0 

-16 
227 
37 

2.5 
4.1 
1.6 

2.4 
NM 
1.4 

14,2 
12,5 
29,2 

26 
29 
22 
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^J^and.  It's  tlu'  DNA  ol  Iccliiiolo^y. 
F'Voin  sand  coiiK's  silicon,  <nid  Ironi  silicon  comes 
ihc  Ic'chnologic.il  world  as  wc  know  il. 

At  Synihios,  wc  bnild  sloiac.t'  and  l/< )  prodnc  Is  llial  || 
span  the  cnlitc  silicon  food  chani,  Imni  chips  lo  hoards 
to  entire  storage  systems.  So  we  imdersl.nid  like  nohody 
else  how  to  hoth  liuild  and  integrate    a  technology 
synergy  that  translates  into  l)etter  leatnres,  |ierlorinance 
,ind  reliability,  lop  to  hottom. 
ja.jT    p*<;?>\         Perhaps  that's  why  yon'll 
lind  Symhios  technology 
in  everything  Irom  global 


from  silicon  to  systems 


Our  full  range  of  storage  and  I/O 
■oclucts  create  a  technology  synergy 

that  IS  unmatched  in  the  industry      banking  systems  to  removable 
Storage  devices,  and  why  our  c  uslomei s  inc hide  some 
of  the  biggest  technology  companies  on  the  pl.met. 

lb  lind  out  more  aboiil  Symbios,  or  .iboul  our 
groundbreaking  technologies.  ( iall  I  cSOO  xri6-3()9.^, 
)r  visit  www.sy mbios.eom. 


SVIYIBIOS 
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CORPORATE  SCOREBOARD 


COMPANY  SALES   PROFITS  

MADrikic  RETURN  ON 
MARGINS  rnMiinw 


4TH 

CHANGE 

12 

CHANGE 

4TH 

CHANGE 

12 

CHANGE 

4TH 

4TH 

EQUITV 

PRICE- 

QUARTER 

FROM 

MONTHS  ' 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNINGS 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

ENDING 

RATIO 

$MIL 

% 

SMIL 

SMIL 

% 

SMIL. 

% 

12-31 

2-6 

CASEY'S  GENERAL  STORES  (8) 

318.8* 

1 1 

1 179.0 

14 

10.8 

21 

30.6 

10 

3.4 

3.1 

12.1 

24 

CENDANT  1 i 

1424.7 

29 

5314.7 

36 

-345.3 

NM 

55.4 

-87 

NM 

14.3 

21.7 

NM 

HANOLEMAN  - 

315.3 

-9 

1133.3 

-4 

8.3 

22 

8.6 

NM 

2.6 

2.0 

3.0 

25 

INTERIM  SERVICES 

412.9 

35 

1608.3 

40 

12.0 

20 

42.5 

85 

2.9 

3.3 

9.0 

24 

KELLY  SERVICES 

1011.2 

14 

3852.9 

17 

23.5 

1 1 

80.8 

1 1 

2.3 

2.4 

14.9 

16 

NORRELL  2 

368.2 

32 

1300.0 

28 

-0.4 

NM 

24.5 

-3 

NM 

2.6 

11.8 

23 

NOVACARE  EMPLOYEE  SERVICES  (6) 

302.8 

NA 

952.8 

NA 

1.1 

NA 

2.7 

NA 

0.4 

NA 

NA 

NA 

OLSTEN 

1084.5" 

17 

4113.0 

22 

23.3 

41 

93.0 

70 

2.1 

1.8 

11.2 

13 

PinSTON  BRINK'S  GROUP 

301.2 

24 

1101.4 

21 

21.2 

18 

73.6 

23 

7.0 

7.4 

19.4 

21 

ROBERT  HALF  INTERNATIONAL 

368.5 

42 

1302.9 

45 

26.9 

52 

93.7 

53 

7,3 

5.8 

23.8 

44 

SERVICE  CORP  INTERNATIONAL 

644.0 

6 

2468.4 

8 

91.9 

25 

374.6 

41 

14.3 

12.1 

14.3 

25 

SERVICEMASTER 

1043.5 

19 

3961.5 

15 

130.8 

103 

329.1 

34 

12.5 

7.4 

62.7 

17 

VOLT  INFORMATION  SCIENCES  2} 

400.3 

28 

1401.5 

-1 

18.5 

75 

40.0 

75 

4.6 

3.4 

22.5 

19 

22  TELECOMMUNICATIONS 

INDUSTRY  COMPOSITE 

69658.0 

7 

261114.5 

7 

6051.0 

-11 

21452.6 

-17 

8.7 

10.4 

18.1 

26 

GROUP  COMPOSITE 

34288.2 

7 

126531.1 

8 

2124.5 

-25 

7030.2 

-28 

6.2 

8.8 

12.4 

39 

ADC  TELECOMMUNICATIONS  i2) 

335.2 

31 

1164.5 

41 

36.8 

31 

108.8 

24 

11.0 

11.0 

14.5 

25 

AIRTOUCH  COMMUNICATIONS  t 

941.0 

31 

3594.0 

60 

111.0 

316 

448.0 

125 

11.8 

3.7 

9.0 

56 

AT&T 

12828,0 

0 

51319.0 

2 

1323.0 

5 

4472.0 

-20 

10.3 

9.7 

20.7 

23 

CENTURY  TELEPHONE  ENTERPRISES  t 

273.6 

41 

901.5 

20 

98.2 

226 

256.0 

98 

35.9 

15.5 

20,6 

14 

DSC  COMMUNICATIONS 

445.1 

14 

1575.5 

14 

-37.6 

NM 

48.9 

NM 

NM 

4.5 

4.0 

48 

EXCEL  COMMUNICATIONS 

467.1 

30 

1454.4 

8 

-17.5 

NM 

87.9 

-39 

NM 

8.7 

11.7 

22 

LUCENT  TECHNOLOGIES  '3) 

8724.0 

10 

27146.0 

14 

792.0 

-8 

474.0 

-56 

9.1 

10.8 

14.0 

NM 

MCI  COMMUNICATIONS 

5108.0 

7 

19653.0 

6 

-391.0 

NM 

2.0 

NM 

NM 

6.4 

0.0 

NM 

PAGING  NETWORK 

256.1 

14 

961.0 

17 

-42.7 

NM 

-141.4 

NM 

NM 

NM 

NM 

NM 

SCIENTIFIC-ATLANTA  (6) 

294.5 

4 

1213.4 

11 

14.8 

8 

67.4 

220 

5.0 

4.9 

12.0 

18 

SPRINT 

3849.0 

8 

14873.9 

7 

194.9 

-21 

952.5 

-20 

5.1 

6.9 

10.5 

27 

TELEPHONE  &  DATA  SYSTEMS  t 

412.3 

29 

1471.5 

25 

-35.0 

NM 

-9.5 

NM 

NM 

3.8 

-0.6 

NM 

TELLABS 

354.3 

30 

1203.5 

39 

77.5 

31 

263.7 

124 

21.9 

21.8 

28.3 

37 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

35369.8 

7 

134583.4 

6 

3926.5 

-1 

14422.4 

-11 

11.1 

11.9 

23.3 

20 

ALLTEL 

848.6 

5 

3263.6 

2 

110.2 

14 

507.9 

74 

13.0 

12.0 

23.0 

16 

AMERITECH 

4147.0 

7 

15998.0 

7 

610.0 

7 

2296.0 

8 

14.7 

14.7 

27.6 

20 

BELL  ATLANTIC 

7695.7 

4 

30193.9 

4 

940.0 

28 

2454.9 

-22 

12.2 

10.0 

19.6 

29 

BELLSOUTH 

5600.0 

11 

20561.0 

8 

738.0 

17 

3270.0 

14 

13.2 

12.5 

21.6 

18 

CINCINNATI  BELL 

461.0 

7 

1756.8 

12 

30.4 

-41 

193.6 

5 

6.6 

11.9 

33.4 

23 

FRONTIER 

593.2 

2 

2352.9 

-9 

-14.4 

NM 

54.6 

-75 

NM 

1.7 

5.3 

81 

GTE 

6347.0 

10 

23260.0 

9 

702.0 

-10 

2794.0 

0 

11.1 

13.6 

36.2 

19 

SBC  COMMUNICATIONS 

6633.0 

7 

24856.0 

6 

588  0 

-18 

1474.0 

-54 

8.9 

11.6 

15.5 

49 

SOUTHERN  NEW  ENGLAND  TELECOMMS 

7 

2022.3 

52.3 

18 

197.5 

2 

9.9 

9.0 

34.9 

22 

U  S  WEST  COMMUNICATIONS  GROUP 

-3 

10319.0 

170  0 

-45 

1180.0 

-3 

6.8 

12.0 

28.1 

20 

23  TRANSPORTATION 

INDUSTRY  COMPOSITE 

46805.5 

10 

183678.1 

10 

1846.7 

11 

9955.0 

30 

3.9 

3.9 

16.7 

16 

(A)  AIRLINES 

GROUP  COMPOSITE 

20590.5 

8 

83277.7 

7 

1213.9 

86 

5366.6 

61 

5.9 

3.4 

33.7 

10 

ALASKA  AIR  GROUP 

422-8 

18 

1739.4 

9 

15.1 

NM 

72.4 

91 

3.6 

NM 

15.2 

14 

AMERICA  WEST  HOLDINGS 

472.9 

8 

1875.0 

8 

20.1 

66 

75.0 

680 

4.2 

2.7 

11.0 

14 

AMR 

4636.0 

7 

18570.0 

5 

208.0 

-44 

985.0 

-11 

4.5 

8.6 

16.4 

12 

CONTINENTAL  AIRLINES 

1839.0 

18 

7213.0 

13 

73.0 

55 

389.0 

20 

4.0 

3.0 

47.5 

10 

DELTA  AIR  LINES  (6) 

3433.0 

7 

13946.0 

8 

190.0 

52 

934.0 

275 

5.5 

3.9 

28.6 

10 

NORTHWEST  AIRLINES 

2491.3 

6 

10225.8 

4 

114.7 

341 

605.8 

13 

4.6 

1.1 

NM 

11 

SOUTHWEST  AIRLINES 

975.6 

17 

3816.8 

12 

80.6 

186 

317,8 

53 

8.3 

3.4 

16.7 

20 

UAL 

4235.0 

7 

17378.0 

6 

33.0 

65 

963.0 

61 

0.8 

0.5 

37.6 

9 

US  AIRWAYS  GROUP 

2085.0 

2 

8513.8 

5 

479.4 

NM 

1024,7 

289 

23.0 

1.3 

366.6 

6 

(B)  RAILROADS 

GROUP  COMPOSITE 

8831.3 

0 

35394.3 

9 

402.8 

-58 

2907.9 

-14 

4.6 

10.8 

10.5 

20 

BURLINGTON  NORTHERN  SANTA  FE 

2187.0 

5 

8413.0 

3 

217.0 

-11 

885.0 

0 

9,9 

11.7 

13.0 

16 

CSX 

2727.0 

1 

10621.0 

1 

215.0 

-15 

799.0 

-7 

7.9 

9.4 

13.9 

16 

KANSAS  CITY  SOUTHERN  INDUSTRIES  t 

294.3'* 

33 

1058.3 

25 

-116.2 

NM 

-14.1 

NM 

NM 

14.7 

-1.8 

NM 

NORFOLK  SOUTHERN 

1062.0" 

4 

4223.0 

3 

239.0 

21 

806.0 

7 

22.5 

19.3 

13.9 

15 

UNION  PACIFIC 

2561.0 

-9 

11079.0 

26 

-152.0 

NM 

432.0 

-41 

NM 

8.2 

5.1 

36 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

13560.5 

23 

50648.6 

19 

159.9 

136 

1400.5 

51 

1.2 

0.6 

10.8 

27 

AIRBORNE  FREIGHT 

755.5 

16 

2912.4 

17 

30.8 

187 

120.1 

338 

4.1 

1.6 

18.8 

15 

AVIS  RENT  A  CAR 

520.5 

16 

2046.2 

10 

0.5 

-78 

27.5 

-31 

0.1 

0.5 

6.1 

40 

CNF  TRANSPORTATION 

1194.2 

21 

4266.8 

17 

29.3 

50 

120.9 

51 

2.5 

2.0 

19.5 

22 

FDX  (7) 

3299.2 

16 

12571.4 

16 

107.0 

3 

445.8 

45 

3.2 

3.6 

13.9 

17 
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KPORATE  SCOREBOARD 


mwntoiwa  COMMON  12 

4TH           CHANGE            12          CHANGE         4TH         CHANGE          12         CHANGE        4TH        4TH         EQUITY  PRICE^  MONTHS' 

QUARTER         FROM          MONTHS        FROM       QUARTER       FROM        MONTHS        FROM       QUARTER  QUARTER  12  MONTHS  EARNINGS  EARNINGS 

1997            1996            1997           1996          1997          1996          1997          1996         1997       1996         ENDING  RATIO  PER 

$MIL,             %             $MIL            %           SMIL,           %           SMIL           %            %          %           12-31  2-6  SHARE 


[7)                                           343.6  12  1250.1  16  6.9  -26  -6.0  NM  2.0  3.0  -2,5  NM  -0,17 

441.7**  9  1701.9  20  -140.3  NM  -50.9  NM  NM  4.7  -6.9  NM  -2.55 

934.5  5  3891.3  6  34.6  -4  201.6  27  3.7  4,0  18.1  23  1.86 

ROUP                                        271.6  5  1064.5  41  2.8  16  9.5  35  1.0  0.9  8.8  18  1.46 


]RT  NEWS  SHIPBUILDING  512.0  18  1788.0  -4  16,0  433  44.0  -20  3.1  0.7  16.6  22  1.23 

•QN  BURLINGTON  GROUP  448.6  11  1664.8  12  13.2  25  32.3  -4  2.9  2.6  10.0  16  1.62 

Lie  INDUSTRIES  2928.2  83  10305.6  69  -28.8  NM  200.2  NM  NM  NM  6.5  54  0.45 

SYSTEM  1268.4  5  4893.9  -1  49.2  NM  160.2  NM  3.9  NM  13.5  17  2.05 

Y  INDUSTRIES  (9)  642.4  11  2291.7  0  38.8  76  95.3  -14  6.0  3.8  11.1  21  2,19 


BUCKING  &  SHIPPING 

P  COMPOSITE  3823.2  7      14357.5         8        70.1       NM       280.0      NM        1.8      NM       11.0       18  1.38 


NDER&  BALDWIN  335.3**  1  1275.4  3  20.0  16  81.4  25  6.0  5.2  11.4  16  1.80 

SAS  BEST  400.1  0  1643.7  2  4.9  NM  21.0  NM  1.2  NM  11,5  12  0.84 

lUOATEO  FREI6HTWAYS  571.6  3  2299.1  7  -1.6  NM  20.4  NM  NM  NM  8.8  18  0.89 

(J.  B.)  TRANSPORT  SERVICES  415.2  9  1554.3  5  7.0  31  11.4  -49  1.7  1.4  3.3  81  0.31 


/AY  EXPRESS  828.7  6         2670.9        13         13.2         24  36.9       69         1.6       1.4        15.3        13  1,80 

IGHTWAYS  435.2  27         1565.2        18         14.7         85  56.6       80         3.4       2.3        14.9        16  2,19 

N  837.1  7         3348.9  9         11.9        NM  52.4      NM         1.4       NM        11.8        15  1.83 


JTILITIES  &  POWER  

>TRY  COMPOSITE  73349.1         27    262635.6       20    3018.7      -21    17988.6       -8        4.1       6.6       10.1       18  1.87 


^CTRIC,  WATER  &  COGENERATION 

P  COMPOSITE  61394.7         28    223012.6       20    2339.4      -26    15754.1     -10        3.8      6.6         9.9       18  1.86 


531.0  87  1411.0  69  56.0  56  188.0  50  10.5  12.7  13.0  39  1.11 

HENY  ENERGY                              616,6  7  2369.5  2  79.5  56  290.6  33  12.9  8.9  12.6  14  2.30 

;N                                            731.9  -2  3326.5  0  49.6  107  399.1  7  6.8  3.2  13.3  13  2.82 

CAN  ELECTRIC  POWER                  1703,1  18  6161.3  5  127.7  -10  638.2  1  7.5  9.8  13.4  15  3.28 


riC  ENERGY  272.0  20  1102.0  12  -5.1  NM  85.0  21  NM  1.4  9.2  15  1.42 

10RE  GAS  &  ELECTRIC  812.6  11  3307.6  5  24.3  NM  282.8  -9  3.0  NM  8.9  18  1.72 

N  EDISON  407.3  4  1776.2  7  8.3  -1  144.6  2  2.0  2.2  12.1  14  2.71 

ERGY  628.0**  229  2270.9  294  -52.9  NM  51.8  -44  NM  11.1  34.5  33  0.77 


INA  POWER  l  LIGHT  735.1  6  3024.1  1  83.9  3  388.3  -1  11.4  11.7  13.5  15  2.55 

AL  8.  SOUTH  WEST  1330.0  8  5268.0  2  26.0  -55  331.0  5  2.0  4.7  9.1  17  1.55 

;P  382.7  129  976.5  59  -17.9  NM  12.9  -59  NM  1.9  2.8  64  0.71 

iY  1102.2  25  4352.8  34  113.5  54  375.2  5  10.3  8.4  14.5  15  2.28 


HERGY  1436.0  21  4787.0  10  70.0  37  294.0  10  4.9  4.3  14,5  15  2.58 

3NWEALTH  ENERGY  SYSTEM  281.9  7  1042.1  3  17.7  32  49.9  -16  6.3  5.1  11.5  15  2.27 

LIDATED  EDISON  1720.1  5  7121.3  2  143.6  20  712.8  3  8.4  7,4  11,7  15  2,95 

RVA  POWER  &  LIGHT  356.0  26  1423.5  21  22.5  4  105.7  -9  5.2  7,5  10.5  13  1.55 


ION  RESOURCES                         1887.0  58  7435.3  54  108,7  45  434,7  -14  5.8  5.2  7.9  19  2.15 

367.0  6  1332.9  1  35.4  8  182.3  5  9.7  9.5  14.6  15  1.20 

298.5  1  1219.2  -1  48.6  20  199.1  11  16.3  13.5  13.3  13  2.57 

ERGY                                        973.9  10  3764,5  3  132.4  64  429.0  32  13.5  9.1  11.9  13  2.88 


NERGY                                    4589.7  22  16308.9  33  184.5  -4  974.4  -9  4.0  5.1  11.9  22  2.51 

1  INTERNATIONAL                        2329.4  5  9235.0  8  149.3  16  742.5  -3  6.4  5.9  12.1  15  1.73 

626.5  14  2217.0  11  82.9  47  258.2  9  13.2  10.3  16.3  12  2.20 

NERGY                                      973.3  59  2823.9  14  77.4  1  333.7  1  8.0  12.5  11.8  15  1.94 


A  PROGRESS                               848.3  9  3315.6  5  -51.2  NM  55.7  -78  NM  6.0  2.9  69  0.55 

BUP                                        1477.7  3  5369.0  6  94.7  4  537.5  5  6.4  6.3  12.7  16  3.57 

1032.4  10  4143.4  4  95,8  28  347,5  14  9.3  8.0  10,6  14  2.77 

lAN  ELECTRIC  INOUSTWES              377.4  2  1464.0  4  24.4  8  92.7  9  6.5  6.1  10.8  15  2,75 


ON  INDUSTRIES  2772.3  206  6873.4  68  -3.9  NM  423.4  -1  NM  4.5  8.4  16  1.65 

NERGY  1099.5  0  4253.8  19  26.9  116  102.4  -6  2.5  1.1  11.8  16  1.47 

iLAND  LIGHTING  779.5  5  3147.7  0  56.8  -11  334.0  6  7.3  8.6  11.3  13  2.33 

ERICAN  ENERGY  HOLDINGS  521.5  -3  1922.3  3  30.9  -7  141.6  -8  5.9  6.2  10.1  15  1.42 


NA  POWER  291.9  -1  1023.5  5  51.4  10  128.6  8  17.6  15.8  12.7  13  2.28 

iNTURY  ENERGIES  883.9  9  3342.5  8  88.9  41  273.2  -4  10.1  7.8  12.5  18  2.50 

■IGLANO  ELECTRIC  SYSTEM  658.2  10  2502.6  6  60.1  22  227.4  5  9.1  8.3  12.7  12  3.39 

)RK  STATE  ELECTWC  &  GAS  578.7  9  2130.0  3  48.0  1  184.6  4  8.3  8.9  9.8  14  2.57 


INDUSTRIES  807.1  39  2585.5  30  58.1  8  199.5  8  7.2  9.2  15,1  17  3,06 

:AST  UTILITIES  979.0  5  3834.8  1  -29.8  NM  -105.4  NM  NM  NM  -6.4  NM  -1.05 

:RN  STATES  POWER  599.5  -1  2733.8  3  65.4  -18  237.3  -14  9.4  11.2  9.5  17  3.21 

WESTERN  PUBLIC  SERVICE  283.1  102  918.1  167  8.9  21  25.3  13  3.1  5.2  14.3  17  1.31 


£RGY                                       373.3  20  1472.3  6  12,2  57  132.6  -1  3.3  2.3  13.2  15  3.23 

ORP                                       2005,5  91  6278,0  65  0.1  NM  225.4  -48  0.0  10.7  5.0  36  0.58 

NERGY                                    1144.0  13  4517.9  8  -57.0  NM  336.8  -35  NM  11,7  6.7  14  1.44 

4888.6  81  15399.9  50  102.2  -31  749,1  -1  2.1  5.5  7.9  17  1.75 


LE  WEST  CAPITAL  443.8  10  1995.0  10  22.0  NM  248.7  9  4.9  NM  11.6  15  2.76 

W  ELECTRIC  POWER  390.4  -6  1863.5  -7  -27.3  NM  181,8  -23  NM  2.7  8.5  18  1.38 

ESOURCES  799.2  8  3048.7  5  79.3  -1  319.3  -11  9.9  10.8  10.6  12  1.80 

SERVICE  CO.  OF  NEW  MEXICO  311.7  34  1135.3  29  16.2  28  81.0  12  5.2  5.4  10.0  12  1.92 
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COMPANY 


SALES 


PROFITS 


MARGINS 


4TM 

PR>C£- 

QUARTER 

,  '-3 

JDOlii' 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

It.  muni  no 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

19% 

ENDING 

RATIO 

S  MIL 

SMIL 

SMIL 

w 

12-31 

2-6 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

l/'io.O 

r 

; 

155.0 

18 

574.0 

_3 

8.9 

8.4 

10.8 

13 

ROCHESTER  GAS  &  ELECTRIC 

271.0 

-1 

1036.5 

-2 

14.0 

-37 

95'4 

-2 

5^2 

s'l 

ll'l 

14 

SCANA 

388.0 

6 

1523.0 

1 

61.9 

57 

230.7 

5 

16.0 

10.8 

12.5 

14 

ouu  1  n  Lr\ni 

3307  0 

99 

■^n 

jU 

—  io 

D.O 

TOT 
iU.  i 

1 7 

TECO  ENERGY 

456.5 

- 

1862.3 

5 

42.7 

-15 

212.0 

-3 

9.4 

11.4 

14.7 

16 

UNICOM 

1555.0 

1 

7083.0 

2 

-536.2 

NM 

-178.8 

NM 

NM 

6.7 

-2.8 

NM 

UTILICORP  UNITED 

3:50.1 

52 

8926.3 

106 

31.0 

11 

134.1 

27 

1.0 

1.8 

11.3 

14 

—  Q  /  .  1 

7"^ 

9'^  9 

Jo 

^.o 

c;  1 

D-  i 

1  yl  *7 

11 

WISCONSIN  ENERGY 

1789.5 

1 

2.6 

-95 

51.9 

-72 

0.5 

11,9 

3.2 

52 

(B)  GAS.  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 

11954.5 

22 

39623.1 

25 

679.3 

1 

2234.5 

11 

5.7 

6.8 

il.8 

19 

AGL RESOURCES  : 

-113 

~ 

i3i:-3 

3 

28,2 

-8 

s:  - 

7.0 

8,1 

11.7 

16 

AQUILA  GAS  PIPELINE 

278.5 

5 

1013.9 

27 

4.7 

-51 

25.2 

-22 

1.7 

3,6 

11.5 

12 

COLUMBIA  ENERGY  GROUP 

1720.2 

54 

5053.5 

51 

75.6 

11 

273.3 

23 

4.4 

6.1 

15.3 

15 

EL  PASO  NATURAL  GAS 

1577.0 

47 

5538.0 

87 

57.0 

135 

211.0 

455 

3.6 

2.3 

9.8 

20 

K  N  ENERGY 

782,7 

55 

2145.1 

49 

28.5 

20 

11. b 

21 

3.6 

5.0 

13.7 

21 

KEYSPAN  ENERGY  :3' 

^51.9 

1483.4 

0 

55,5 

26 

126,5 

3 

12.5 

10.0 

12.5 

14 

MCN  ENERGY  GROUP 

:5 

2207.9 

:i 

50.2 

20 

142,3 

26 

7.1 

6.9 

12.7 

:9 

NATIONAL  FUEL  GAS  3 

371  -C 

2 

1273.3 

36.8 

-5 

112,9 

2 

9.9 

10.6 

12.4 

15 

wirnp 
ni  1  u  u  K 

-c. 

Q 
O 

Id. 

D 

D.25 

K  O 

o.y 

1  "7  K 

16 

ONEOK  - 

314.2 

25 

1227.3 

12.5 

3 

59.6 

5 

4.0 

4.9 

5.3 

17 

PACIFIC  ENTERPRISES 

743.0 

-4 

2738.0 

7 

42,0 

-16 

191.0 

-9 

5.7 

6.4 

13.0 

16 

PEOPLES  ENERGY  i 

385.2 

1272.4 

0 

35,5 

-0 

96.5 

-8 

9.2 

9.7 

13.5 

14 

SONAT 

1263.6 

31 

4174.6 

37 

59,9 

-11 

175.9 

-13 

4.7 

7.0 

11.0 

21 

UGI  ; 

471.2 

-11 

1583.6 

-5 

25,5 

-11 

51.8 

0 

5.4 

5.4 

13.0 

20 

WASHINGTON  GAS  LIGHT  .3) 

367.5 

7 

1078.3 

4 

38,1 

2 

82.7 

3 

10.4 

10.8 

13.8 

15 

WICOR 

277.0 

-1 

1021.0 

1 

17,4 

19 

49.5 

6 

6.3 

5.2 

13.0 

17 

WILLIAMS 

1266.6 

32 

4409.6 

25 

71,5 

-33 

350.5 

-3 

5.6 

11.1 

10,1 

28 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  categ:-..        .'.riich  it  is  listed 


AhbOu  Latxjratones  12b 
ABM  iniiustr.K  21d 
AccuStafi  21(1 
Adapt=c  13c 
ADCTelecoi;im.22a 
Advanced  Micro  Sd 
Advanta  17a 
ADVO  21c 

Aeroqui!)-Vickers  15a 

A£S24a 

Aetna  17b 

Affiliated  Computer  Svcs.  18c 

AFLACITh 

AGCO  15c 

AGL  Rrscurcss  24b 

Atimanson  (H.F.)  17c 

Ajr  Products  S  Chemicals  4 

Ajrbome  Freight  23c 

.^irgas  21b 

AirTc;iCh  CcmmunicatKHis  22a 
AJ(St=£i  Holding  16b 
Aiaslia  Ajf  Grcup  23a 
AJberto-Cui.r;  Ed 
AlbertsonslOc 
AJcoa  16a 

Ateiaridef  t,        -  23d 
Allegherr,-  Energy  24a 
Allegherr/  Teiedyne  5 
Alcgiartce  21b 
Allergan  12b 
Alliant  Techs'j^tsms  1 
AliiedSignai  5 
Allstate  17b 
Alltei  22b 
Alumai  16a 
Anierada  Hess  11a 
i-r-,--,-  243 


American  Eiecir.c  243 
American  Ejjress  17a 
Amencan  General  17b 
Amencan  Greetings  14d 
Amencan  Home  12b 
Amencan  Intl.  Group  17b 
Amencan  Standard  13a 


--encan  Stofss  10c 

33 

'o-iem Safta Fe 23b 

A-enSource  Keatt^  12a 

B,:-:ng:c,-  Resources  11a 

i-'^e-itsch  22b 

•2d 

Butler  Mfg.  15a 

ines  Dept.  Stores  8 

;  e8 

i^ger  12b 

-:  !2d 

A^x:11a 

12d 

;;:  18c 

.W?  9d 

-i  18c 

:a::;4 

WR  23a 

BBiT  3c 

Cadence  Design  Systems  18c 

Ara'QgDe.icesSd 

Bear  Steams  17a 

A-jerscns  10a 

Beckman  lnst"j^e""s  9c 

-  -  IJa 

;-r-5bSer-Su3Ch  6c 

Beaon.  Oicr-sc-  12d 

:10b 

;cn17b 

See  Bath  &  Be-,cr,:  6b 

-  %' 

Apache  11a 

:=  Atlantic  22b 

Apple  Computef  18b 

:e  Scatfi  22b 

Asplied  Industnal  Tech  21b 

li  -  (A.  H  1  20 

-zi.  led  Watenals  15c 

Bens  7b 

AjLila  Gas  Pipeline  24b 

Benef-cia!  17a 

24a 

Artor  Drugs  12a 

Bergen  Brunswg  12a 

16b 

Ajch  Coal  11a 

Best  Bu-i  6b 

:tt8 

Atoj  Chemica!  4 

-.       y  lOlj 

Ariiansas  Best  23d 

.  -  -    :     "  ■      .     *  •  j 

Amico  16b 

A-Tstrc-g  Wo.rtd  6b 

-  :- 12c 

:e;  20 

n  ind'jsir^  2b 

\-~  16b 

Z~j\\  Computer  Centers  8 

Aiarco  16c 

•lb 

Oe  Star  21b 

Ascend  Communications  18c 

;  T  Ciub  8 

Ce-cant21d 

Ashland  11a 

•.•15b 

Cemei13b 

Associates  ':'st  Capital  17a 

Cenirai  i  South  Vieri  24a 

AT&T  22a 

Boise  Cascade  19b 

'li^.'Xi  Telephone  22a 

Atlanti:  Ene-g,  24a 

Base  CascacB  Office  Prils.  21  b 

:'-f?^i8c 

Atlantic  R:crifieid  11a 

Bc'defs  Group  8 

■  19b 

Automatic  Data  18c 

5:-g-/iamer  Automotive  2b 

•en  3a 

AutoZone  8 

5:rg-Wamer  Securrt/  21d 

Aveiy  Denmsoa  7b 

Bsrion  Edison  24a 

„r::cr  12b 

Avis  Rent  A  Car  23c 

BoAater19b 

Chrjsier  2a 

Avnet21b 

Bradless  8 

Cigna  17b 

Avon  Products  6d 

Briggs  S  Straiten  15c 

Cilcorp  24a 

AYX9d 

BngMpcim21b 

Cincinnati  Bell  22b 

Brinker  International  14a 

Cincinnati  Financial  17b 

Bristoi-W)€rs  Soiiibb  12b 

Cincinnati  Milacron  15b 

5i.e- Ingres  lib 

Brum  Group  6a 

CIHe(gy24a 

Bal.  7a 

Brom-Fotman  Be 

Circtirt  Crty  Group  6b 

Baltimore  G&E  24a 

Bn7*iiing-Fefris  21a 

Circus  Cmnis  14b 

Banc  One  3b 

B-j-:s10c 

;-:S,i-e-s18c 

Bandag  2c 

:-.-  =  ,•.  :•  14d 

: '  : :.;  •"a 

Ban'.,  of  Ne.'i  Vert.  3a 

:•,  ;-8 

:  •  3a 

Ban-A.'^ie-i^ca  3d 

'  8 

>£?es;3jre-ts143 

Ba^.E:5::-3a 

;.s-es  15d 

:c'ci  6d 

CMS  Energy  24a 
CNF  Transportation  23c 
Coastal  11a 
Coca-Cola  8c 
Coca-Cola  Enterpnses  6c 
Cole  National  8 
Colgate-Palinolr.e  6d 
Collins  A  A:>^3n  15d 
■ . ...    .  ...  -  ,jj 

24b 


Dana  2b 
lD2-="e-15b 


TS  14a 


:--e21b 


;  3c 


i£-£irel5c 


123 


-erals  16c 


l:-;-i-slOb 
l2s:-s-C^em:ca:4 
Eastman  tear,  14d 
I  Eatjn  9a 
E--2b 

1;;:     ---i^  :-al  24a 
I:..-;;  -  1  17a 
i  £;i3  21a 

I  El  Paso  Natural  Gas  24b 


Electronic  Arts  18c 
Electronic  Data  Si'ste 
EMCIBb 

Emetson  Electric  9c 
Enplhard  1 6c 
Enova  24a 
Enmn  21b 
Equifax  17a 
Equitable  17b 
Essex  Intl.  16c 
Ettiyl4 

Excel  Communicatic^ 
EndelSa 
ExMjn  11a 


Family  Dollar  Stores  8 
Fannie  Mae  17a 
FOX  23c 

Federal-Mogul  2b 
Federated  Dept  Stores  t 
Fefm4 

Frtth  Third  Bancorp  3b 
Fina  11a 
Fingertiut  8 
Rnova  Group  17a 
First  American  3c 
First  Amencan  Fim  17i 
Rist  Brands  15a 
First  Cfiicago  NBD  3b 
Rrst  Data  18c 
Rrst  Maryland  Bancorp 
First  of  America  Banj 
First  Security  3d 
Rrst  Tennessee  Nat  3i 
First  Union  3c 
Rrstar3b 
RrstEnergj  24a 
FlsentSc 

Fleet  Rnancial  Gnxip  3 
HeetynodEiTts.  13b 
Florida  Progress  24a 
Fkmets  Industnes  10b 
Ruof  21a 
FMCISc 
Foodmaker  14a 
FordMoto<2a 
Fort  James  19b 
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Fortune  Brands  15a 
Foster  Wheeler  21a 
FPL  Group  24a 
Franklin  Resources  17a 
Freddie  Mac  17a 
Freeporl^McMoRan  C&G  16c 
Fremont  General  17b 
Fritz  23c 
Frontier  22b 
Fuller (H  B)4 
Furniture  Brands  6b 


Galileo  IntI  18c 
Gannett  20 
Gap  8 

Gateway  2000  18b 
GATX  23c 
GenCorp  2b 
Genentech  12b 
General  Cable  16c 
General  Dynamics  1 
General  Electric  5 
General  Mills  10b 
General  Motors  2a 
General  Nutrition  10c 
General  Re  17b 
General  Signal  9a 
Genesis  Health  12c 
Geon  4 

Georgia-Pacific  Group  19a 
Giant  Food  10c 
Gillette  6d 
Global  DirectMail  8 
Global  Marine  lib 
Golden  State  Bancorp  17c 
Golden  West  17c 
Good  Guys  6b 
Goodyear  Tire  S  Rubber  2c 
GPU  24a 
Grace  (WR)15a 
Grainger  (W  W)  21b 
Grand  Union  10c 
Great  AAP  10c 
Great  Lakes  Chemical  4 
Green  Tree  Financial  17a 
GreenPoint  Financial  17c 
GTE  22b 

Gtech  Holdings  18c 
Guidant  12(1 
Gulfstream  Aerospace  1 


Halliburton  lib 
Handleman  21d 
Hanna  (M.A)4 
Hannaford  Brothers  10c 
Harcourt  General  5 
Harley-Dauidson  14d 
Haiman  International  6b 
Hainischfeger  15c 
Hatrah's  Entertainment  14b 
Harris  9b 
Harsco  16c 

Hartford  Fmancial  Services  17b 
Hartford  Life  17b 
Hasbro  14d 
Hawaiian  Electric  24a 
Hayes  Lemmerz  IntI  2b 
Heilig-Meyers  6b 
Heinz  (H  I.)  10b 
Hercules  4 
Hershey  Foods  10b 
Hertz  23c 

Hewlett-Packard  18b 
Hexcel  15a 
Hillenbrand  15a 
Hills  Stores  8 
Hilton  Hotels  14c 
Home  Depot  8 
HomeBase  8 
Honeywell  9c 
Hormel  Foods  10b 
Host  Marriott  Services  143 
Household  IntI  17a 
Houston  Industries  243 


Hovnanian  Ents.  13b 
Howmet  International  1 
Hub  Group  23c 
Hubbell  9a 

Hughes  Electronics  9b 
Hughes  Supply  21b 
Humana 12c 
Hunt  (J  B.)  23d 
Huntington  Bancshares  3b 


IBM  18b 
IBP  10b 

IKON  Office  Solutions  5 
Illinois  Tool  Works  15a 
Imation  14d 
IMC  Global  4 
Imperial  Holly  10b 
InaCom  18c 
Ingersoll-Rand  15c 
Ingles  Markets  lOc 
Inland  Steel  16b 
Intel  9d 
Intergraph  18c 
Interim  Services  21d 
Interstate  Bakeries  10b 
Intimate  Brands  8 
International  Flavors  4 
IntI  Multifoods  10a 
International  Paper  19b 
Iomega  18b 
in  Industries  5 


labil  Circuit  9d 
Jacobs  Engineering  21a 
Jefferson  Smurtit  7b 
Jefferson-Pilot  17b 
Johns  Manville  13a 
Johnson  i  Johnson  12d 
Johnson  Controls  15a 
Jones  Apparel  Group  6a 
JP  Foodservice  10a 


K  N  Energy  24b 
Kaiser  Aluminum  16a 
Kaman  21b 

Kansas  City  Southern  23b 
Kaufman  &  Broad  13b 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21d 
Kennametal  15b 
Keii-McGee  Ua 
KeyCorp  3b 
KeySpan  Energy  24b 
Kimball  IntL  6b 
Kimberly-Clark  19b 
KLA-Tencor  9c 
Kmart  8 

Knight-Ridder  20 
Kohl's  8 
Kroger  10c 


La  Z  Boy  6b 
Lafarge  13a 
Lam  Research  15c 
Lancaster  Colony  10b 
Lands'  End  8 
Lauder (Estee)  6d 
Lear  2b 

Leggelt  &  Piatt  6b 

Leiiman  Brothers  Holdings  17a 

Lennar  13b 

Lexmark  IntI  Group  18b 
LGXE  Energy  24a 
Liberty  Financial  17b 
Lilly  (Ell)  12b 
Limited  8 

Lincoln  Electric  15b 
Lincoln  National  17b 
Linens  N  Things  6b 
Litton  Industries  9b 
Lockheed  Martin  1 
Long  Island  Lighting  24a 
Longs  Drug  Stores  12a 


Louisiana-Pacilic  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 
Lubrizol  4 

Lucent  Technologies  223 
Lyondell  4 


MagneTek  9a 
Mallinckiodt  12d 
Manor  Care  12c 
Mapco  11a 

Mark  IV  Industries  15a 

Marriott  IntI  14c 

Marsh  &  McLennan  17a 

Marshall  &  llsley  3b 

Marshall  Industries  21b 

Mattel  14d 

Maxxam  16a 

May  Department  Stores  8 

Maytag  6b 

MBNA  3a 

McCormick  10b 

McDermort  (J-  Ray)  21 3 

McDeimott  IntI  15c 

McDonald's  14a 

McGraw-Hill  20 

MCI  Communications  22a 

McKesson  123 

MCN  Energy  Group  24b 

M.DC,  Holdings  13b 

Mead  19b 

Medtronic  12d 

Mellon  Bank  33 

MEMC  Electronic  Materials  9d 

Mercantile  Bancorp  3b 

Mercantile  Stores  8 

Merck  12h 

Meritor  Automotive  2b 
Mertill  Lynch  17a 
Meyer  (Fred)  8 
Michaels  Stores  8 
MicroAge  18a 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 

MidAmencan  Energy  Holdings  24a 
Millennium  Chemicals  4 
Miller  (Herman)  18a 
Minnesota  Mining  15a 
Mobil  1l3 
Modme  Mfg.  2b 
Mohawk  Industries  15d 
Molex  9d 
Monsanto  4 
Montana  Power  24a 
Morgan  (J  P)3a 
Morgan  Stanley,  Dean  Witter  173 
Morrison  Knudsen  21 3 
Morton  International  4 
Motorola  9b 
Murphy  Oil  1l3 
Musicland  Stores  14d 


Nabisco  Holdings  10b 
Nabors  Industries  lib 
Naico  Cliemical  4 
National  Fuel  Gas  24b 
National  Semicond  9d 
National  Service  9a 
National  Steel  16b 
Nalional-0ilwell21b 
NationsBank  3c 
Navistar  International  2a 
NCR  18b 

Neiman  Marcus  Group  8 
New  Century  Energies  24a 
New  England  Electric  24a 
New  York  State  E&G  243 
New  York  Times  20 
Newell  15a 
Newmont  Mining  16c 
Newport  News  Shipbuilding  23c 
NGC21b 
Nicor  24b 


Nike  6a 

Nine  West  Group  6a 
Nipsco  Industries  243 
Noble  Affiliates  lib 
Nordstrom  8 
Norfolk  Southern  23b 
Norrell21d 

Northeast  Utilities  24a 
Northern  States  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  233 
Northwestern  PS  243 
Norwest  3b 
NovaCare  12c 

NovaCare  Employee  Svcs-  21  d 
Novell  18c 
Nucor  16b 


Oakwood  Homes  13b 
Occidental  Pet  ll3 
OfficeMax  8 
CGE  Energy  243 
Ohio  Casualty  17b 
Old  Kent  Financial  3b 
Old  Republic  IntI  17b 
0lin4 
Olsten  21d 
Omnicare  12a 
Oneok  24b 
Oracle  18c 
Oryx  Energy  1 13 
Owens  S  Minor  12d 
Owens  Corning  13a 
Owens-lllinois  7a 


Paccar  2a 

Pacific  Century  Finl.  3d 
Pacific  Enterprises  24b 
PacitiCorp  243 
Paging  Network  223 
PaineWebber  Group  173 
Parker  Hannifin  153 
Payless  Cashways  8 
Payless  ShoeSource  8 
PECO  Energy  243 
Penn  Traffic  10c 
Penney  (J  C  )  8 
Pennzoil  1l3 
Pentair  15c 
Peoples  Energy  24b 
PeopleSoft  18c 
Pep  Boys  8 
PepsiCo  6c 
Performance  Food  10a 
Perkin-Eliner  9c 
Petsmart  8 
Pfizer  12b 
PG8,E  24a 
Phar-Mor  12a 
Phelps  Dodge  16c 
Philip  Morris  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
Physician  Sales  &Svc  21b 
Pier  1  Imports  6b 
Pilgrim's  Pride  10b 
Pinnacle  West  24a 
Pioneer-Standard  21b 
Pitney  Bowes  183 
Pittston  Brink  s  Group  21d 
Pittston  Burlington  Group  23c 
PNC  Bank  33 
Polaris  Industries  14d 
Polaroid  14d 
Polo  Ralph  Lauren  63 
Popular  3c 
Potlatch  19b 
Potomac  Electric  24a 
PPAL  Resources  24a 
PPG  Industries  133 
Praxair  4 

Precision  Castparts  16c 
Premark  Intl.  5 


Primedia  20 
Procter  &  Gamble  6d 
Proffitt's  8 
Progressive  17b 
Provident  17b . 
PS  Co  of  New  Mexico  243 
Public  Service  Ent,  243 
Pulte  13b 


Quaker  Oats  10b 

Quaker  State  1l3 

Qualcomm  9b 

Quality  Food  Centers  10c 

Quantum  18b 

Quest  Diagnostics  12c 

Quorum  Health  Group  12c 


Ralston  Purina  10b 
Raychem  33 

Raymond  James  Finl  17a 
Rayonier  193 
Raytheon  9b 
Read-Rite  9d 
Reader's  Digest  20 
Reebok  International  6a 
Regions  Financial  3c 
Reliance  Group  17b 
Republic  Industries  23c 
Republic  New  York  3a 
Revlon  6d 

Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Express  23d 
Robert  Half  International  21  d 
Rochester  G&E  24a 
Rock-Tenn  7b 
Rockwell  International  9a 
Rohm  «,  Haas  4 
Ross  Stores  8 
Rouge  Industries  16b 
RPM  13a 
Rubbermaid  15a 
Ruddick  10c 
Russell  6a 
Ryder  System  23c 
Ryerson  Toll  21b 
Ryland  Group  13b 


SABRE  Group  Holdings  18c 
Safeco  17b 
Safeway  10c 
Saks  Holdings  8 
Sara  Lee  10b 
SBC  Communications  22b 
Scana  24a 
Schering-Plough  12b 
Schlumberger  lib 
Scholastic  20 
Schulman  (A )  4 
Schwab  (Charles)  17a 
SCI  Systems  9d 
Scientific-Atlanta  22a 
Scripps  (E  W)20 
Seagate  Technology  18b 
Sears,  Roebuck  8 
Sequent  Computer  18b 
Service  Corp  IntI  21  d 
Service  Merchandise  8 
ServiceMaster  21  d 
Shaw  Industries  15d 
Sherwin-Williams  13a 
Shoney's  143 
ShopKo  Stores  8 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
SLM  Holding  173 
Smart  i  Final  103 
Smith  International  lib 
Smithfield  Foods  10b 
Snap  on  15b 
Solectron  9d 


Solutia  4 
Sonat  24b 
Sonoco  Products  7b 
Southern  243 

Southern  New  Eng.  Tel  22b 
Southland  10c 
SouthTrust  3c 
Southwest  Airlines  23a 
Sports  Authority  8 
Springs  Industries  15d 
Sprint  22a 
St  Paul  17b 
Stage  Stores  8 
Standard  Commercial  6e 
Standard  Products  2b 
Standard  Regislei  183 
Stanley  Works  15b 
Staples  8 
Star  Banc  3b 
Starbucks  10b 

Starwood  Hotels  &  Resorts  13b 
State  Street  33 
Stewart  &  Stevenson  15c 
Stone  &  Webster  21a 
Stone  Container  7b 
Storage  Technology  18b 
Stryker  12d 
Summit  Bancorp  3a 
Sun  11a 

Sun  Microsystems  13b 
SunAmerica  17b 
Sunbeam  6b 
Sundstrand  1 
SunTrust  Banks  3c 
Supermarkets  Gen  10c 
Supervalu  10a 
Sysco  10a 


Talbots  8 
Tech  Data  18a 
Teco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 

Telephone  &  Data  Sys  22a 
Tellabs  223 
Temple-Inland  7b 
Tenet  Healthcare  12c 
Tenneco  5 
Tciadyne  9c 
Terra  Inds  4 
Texaco  1 13 
Texas  Industries  16b 
Texas  Instruments  9d 
Textron  5 
Tbiokol  1 

Thomas  &  Betts  9d 
3Com  18c 
Tidewater  lib 
TIG  Holdings  17b 
Time  Warner  20 
Times  Mirror  20 
Tim  ken  15c 
TJX  8 

Toll  Brothers  13b 
Torchmark  17b 
Tosco  11a 

Tower  Automotive  15a 
Toys  -R'  Us  8 
Tracer  9b 
Transamerica  17b 
TransMontaigne  Oil  1  lb 
Travelers  Group  173 
Travelers  Property  Casualty  17b 
Tribune  20 

Trigon  Healthcare  12c 
Trinity  Industries  23c 
TRW  5 

Tupperware  153 
Tyco  Intl  1 5c 
Tyson  Foods  10b 


U  S  Bancorp  3b 
U  S  Filter  15c 
U  S  Industries  5 
US,  Office  Products! 
U  S  Surgical  12d 
UAL  233 


UCAR  International  9a 
UGI  24b 
UlCI  17b 

Ultramar  Diamond  Shamra 
Unicom  24a 
Unifi  15d 
Union  Camp  19b 
Union  Carbide  4 
Union  Pacific  23b 
Union  Pacific  Resources 
Union  Planters  3c 
UmonBanCal  3d 
Unisource  Worldwide  21 
Unisys  18b 
United  Asset  Mgmt,  17i 
United  Stationers  21b 
United  Technologies  1 
Unitrin  17b 
Universal  6e 
Unocal  11a 
Unova  15c 
UNUM  17b 

US  Airways  Group  23a 
U  S  West  CommunicatK 
USF&G  17b 
USFreightways  23d 
USG  133 
UST  6e 

USX-Marathon  11a 
USX-U  S.  Steel  16b 
UtiliCorp  Unded  243 


Valero  Energy  11a 
Valhi  5 
Valspar  13a 
Value  City  8 
Vanstar  18c 
Varian  Associates  9b 
Vastar  Resources  11a 
Vencor  12c 
Venture  Stores  8 
VF  63 
Viad  5 

Viking  Office  Products  f 
Vishay  Intertechnology 
Volt  Info  Sciences  21d 
Vulcan  Materials  13a 


Wabash  National  2b 
Wachovia  3c 
Wal-Mart  Stores  8 
Walgreen  12a 
Walter  Industries  16b 
Wang  Laboratories  18c 
Warner-Lambert  12b 
Washington  Gas  Light  i 
Washington  Mutual  17( 
Washington  Post  20 
Washington  Water  Pow{ 
Weatherford  Entetra  1 1 
Webb  (Del)  13b 
Weirton  Steel  16b 
Weis  Markets  lOc 
Wells  Fargo  3d 
Western  Digital  18b 
WestPoint  Stevens  15d 
Westvaco  1 3b 
Weyerhaeuser  19b 
Whirtpool  6b 
Whitman  5 
Whole  Foods  Market  10 
WHX  16b 
Wicor  24b 
Willamette  Industries  1 
Williams  24b 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
Witco  4 
Woolworth  8 
World  Color  Press  21c 
Worthington  Inds  16b 
Wrigley  (Wm)Jr,  10b 


Xerox  18b 
Yellow  23d 
Zale8 
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So,  the  diera 

aiedits  your  project 

for  higher  productivit}^ 

a  better  corporate  image 

and  hdping  to  double  sales. 


WTiat  do  you  want  -  an  award?; 


Enter  the  Annual  Business  Week/Ardiitecttiral  Record  Awards. 


^(hil(xtiiral  sokiliotis  lluil  l)uil(l  a  (liciil's  lioltom 
'  deserve  jiisl  ihiil  -  an  award  ol  international 
i(lini>.  The  /\niuial  Business  \  VcH'k.  .Arc  liilcx  lural 
ord  Awards,  sponsored  1)\  Tin-  ,\tneri(,in  Inslilule 
Architects,  honors  the-  <u  hie\ cinenl  ol  Inisiness 
lis  through  arcliiteclure  and  tlistinguished 
laboralion  between  cHents  and  arc  hilei  Is. 
iidges  include  major  inisiness  leaders  and 
owned  architec  ts.  Categories  inc  lude  interiors,  nc-\\ 


construction  or  renovation  [projects  with  hiiclgels 
ranging  Iroin  under  SI  million  to  Si")  million  |ilus. 
.Award  rcx  i[iienls  are  fcMlured  in  holh  lUisiiu'ss  Week  and 
Anliikdimil  Kicoid,  rc\id  b\  more  than  six  million  ol  the 
most  influential  [)c-o[)lc-  in  business  and  design. 

Get  w  hat  nou  desenc.  lor  Registration  infonnation,  c  all 
888-242-4240.  Outside  the  VS.,  call  202-682-5203.  Or 
go  to  wvvvv.aiaonline.com.  Register  by  March  16,  1998. 
Submissions  must  be  postmarkcxi  b\'  Afiril  17,  1998. 


BusinessWeek 


ARCHITECTURAL 

RECORD 


THE  AMERICM  INSTITUTE  OF  .\RCHITECTS 


NESS  WEEK 


\  \  \  I   \  L    1^  OKI 


()  \ 


A  N  C  I  \  I.    ()  F  P  I  (]  E  F 


TION  WITH 


SPONSORED    IN  A 


AMERICAN  INTERNATIONAL  GROUP,  INC. 
GATEWAY  2000 
IBM  CREDIT  CORPORATION 
KPMG  PEAT  MARWICK  LLP 
MILLIMAN  &  ROBERTSON,  INC. 
SAS  INSTITUTE  INC. 

and   with   the  support  of 


Acura 

Thunderbird  School  of  International  Management 


BusinessWeek 

EXECUTIVE     P  R  O  G  R  A  Mi&f 


More  than  100 
■inancial  Officers, 
luding  those  from 
iwing  companies, 
part  in  last  year's 
less  Week  Forum. 


Aliianz  Life  Insurance 
Amdahl 

Avon  Products,  Inc. 

Chubb  Life  Insurance 

Colgate-Palmolive  Company 

J.  Crew  Group,  Inc. 

The  Dow  Chemical  Company 

EG&G  Inc. 

FritD-Lay,  Inc. 


Fruit  of  the  Loom 
Intel  Corporation 
Land-O-Lakes,  Inc. 
Kinko's  Inc. 
Lear  Corporation 
Mass  Mutual  Life  Insi 
Owens-Corning 
Quaker  Chemical  Cor| 


Today's  CFOs  must  be  more  than  leaders,  mor< 
They  must  be  the  engineers  of  exceptional 

business  Week's  annual  gathering  of  CFOs,  senior  i 
erica's  corporate  elite  will  gather  privately  to  share 
extraordinary  results  in  today's  competitive 
)r  three  days,  they'll  exchange  ideas,  challenge  cor 
debate  the  crucial  issues  that  confront  t 

Join  us. 

Your  company's  performance  is  at  the  top  o 


O  Leadersiup 


T  O 


REGISTER 


Business  Weeks  7th  Annual  Forum  of  Chief  Financial  Officers 

or  for  more  information,  contact 


Julie  Terranova 
Registration  Manager 
Phone:  888-239-6S7S 
Fax:  212-512-6281 
E-mail:  jten  anova@businessvveek.com 
isit  The  Fomm  of  CFOs'  website  at  http://execprog.businessvveek.com/cfo98 


A  Dwisiim  of  The  McGraw-Hill  Companies 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


DOES  YOUR  WILL 

STILL  HAVE  WHAT  IT  TAKES? 


For  most  people, 
late  planninj^  is 
"one  of  these 
days"  task.  That's  un- 
derstandable consider- 
ing it  is  time  consum- 
ing, compHcated,  and 
involves  lots  of  tax 
law.  Besides,  it  forces 
you  to  confront  an 
unpleasant  inevitabili- 
ty, the  last  and  most 
serious  taxable  event 
in  your  lifelong  rela- 
tionship with  the  In- 
ternal Revenue  Ser- 
vice: Death. 

But  while  you're  ; 
stalling,  events  in 
the  here-and-now  are 
making  estate  plan- 
ning more  important 
than  ever.  The  Tax- 
payer Relief  Act  of 
1997  made  sweeping 
changes  in  the  laws 
governing  e.state  and 
gift  taxes.  For  ex- 
ample, the  new  rules 
hike  the  amount  you 
can  pass  on  to  heirs  ' 
free  from  federal  in- 
heritance tax.  This 
year  promises  more 
skirmishing  as  Presi- 
dent ClinU>n's  desire  to 
squeeze  revenues  out  of 
some  popular  planning  de- 
v'mts  collides  with  a  doi'  pu.sh 
to  cut  the  estate  tax  (table). 
Throw  in  some  recent  iKS 
rulings,  and  lawyers  and  fi- 
nancial advisers  agree  that 
now's  the  time  to  give  your 
estate  plans  a  checkup. 


Start  with  the  basics.  Es- 
tate planning  is  a  struggle  to 
ensure  that  your  assets  go  to 
the  recipients  of  your  choice 
while  leaving  a.s  little  a.s  pos- 
sible to  the  heir  you  didn't 
choose — the  ir^.s.  For  most 
couples,  the  two  main  tax 


shields  are  the  unified  credit, 
which  excludes  the  first 
$025,000  in  an  estate's  prop- 
erty from  federal  tax  for 
deaths  in  1998,  and  the  mari- 
tal deduction,  which  lets  un- 
limited assets  pass  to  a 
sjjouse  tax-free.  A  couple's 


ESTATE  PLANNINGi 


"Everybody  who  owns 
a  business  will  have  to  take  a  look  at"  one 
valuable  new  special  exclusion 


wills  are  usually  diMit 
the  assets  of  the  fir.-i 
to  die  are  split  by  a  I  - 
Children  or  other  in  i 
as  much  as  can  be  |  >;t- 
tax-free  under  tin 
while  the  survivim 
gets  the  rest.  Thu-. 
who  dies  in  1998  wit  li 
lion  in  assets  woul<! 
.$625,000  to  his  chiMi  . 
$1,:^,75,000  to  his  wife 
But  the  1997  law  pi 
unified  credit,  which  \r. 
excluded  $600,000,  on 
calator.  By  2006,  it  v.  ill 
an  estate's  finst  $1  iml 
assets  from  tax.  So  \  "i 
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,ke  sure  your  will  takes 
itage  of  the  increase.  "If 
38  a  fixed  doUai-  amount, 
a  red  flag,"  says  Mark 
an,  an  Atlanta-based 
er  at  kpmg  Peat  Mar- 
But  couples  whose  net 
,  is  $600,000  to  $1.2  mil- 
lould  be  cai'eful.  If  theii" 
use  the  nsing  credit  to 
mine  how  assets  are 


If  the  home  constitutes  a 
large  share  of  the  estate, 
joint  ownership  means  that 
ultimately  less  of  the  estate 
will  be  sheltered.  The  new 
regs  offer  an  escape:  A  sur- 
viving wife,  say,  can  "dis- 
claim" her  late  husband's 
share  of  joint  property.  That 
share  can  then  be  sheltered 
by  the  husband's  unified  cred- 


How  The  1997  Tax  Law 
Affects  Your  Estate... 


►  The  amount  of  estate  or  gifts  free  from  tax  rose  to 
$625,000  this  year  and  will  hit  $1  million  by  2006.  Be 
sure  that  your  will  automatically  adjusts  the  amount 


property  pass  on  without 
probate,  ai'e  popular-  in  states 
with  community  property 
and  burdensome  probate 
rules.  Now,  they  may  catch 
on  elsewhere. 

The  law  isn't  kind  to  all 
estate-planning  vehicles.  It 
cracks  down  on  charitable- 
remainder  trusts,  which  let 
a  donor  enjoy  the  income 
from  property  that 
eventually  will  be 
passed  on  to  a  char- 
ity. One  big  appeal 
is  that  CRTS  let  the 
donor  collect  income 
from  stocks  or  other 
property  that  has 


of  assets  you  leave  to  heirs  other  than  your  spouse .       appreciated  m  value 

  without  paying  cap- 

►  If  you  own  a  small  business  or  farm,  you'll  need  to     ital-gains  taxes, 
study  a  new  break  exempting  up  to  $1.3  million  from        The  trouble  is, 
estate  tax.  But  qualifying  for  it  may  be  tough.  tax  planners  were 

selling  clients  on 
CRTS  that  produced 
plenty  of  tax  sav- 
ings and  lifetime  in- 
come but  not  much 
of  a  charitable  gift. 
The  new  law  says 
trusts  won't  cjualify 
for  tax  deductions 
unless  the  desig- 
nated charity  ends 
up  with  at  least 
10%  of  the  trust's 
initial  value.  That 
inle  essentially  bars 
donors  who  are 
younger  than  45 — 
and  even  some  old- 
er donors — from 
setting  up  new 
CRTS,  says  Evelyn 
Capassakis  of  ac- 
countant Coopers  & 
Lybrand.  Owners  of 
existing  CRTs  must  also  be 
careful:  If  they  add  funds  to 
their  trusts,  the  plans  will 
become  subject  to  the  new 
standard  and  may  lose  their 
favored  status. 

Small  business  was  a  ma- 
jor force  pushing  estate-tax 
cuts  in  last  year's  budget  bat- 
tle. But  even  six  months  af- 
ter the  law  passed,  it's  un- 
clear whether  the  main  break 
aimed  at  smaller  firms — an 
extra  exclusion  that  lets  a 
family-owned  business  pro- 
tect up  to  $1.3  million  in  as- 
sets fi-om  estate  taxes — is  a 
boon  or  a  bust.  The  extra  ex- 


►  New  rules  crack  down  on  charitable-remainder 
trusts.  Don't  contribute  to  an  existing  trust  or  set 
one  up  unless  you  plan  to  leave  a  lot  of  the  assets  to 
charity. 

...And  What  May  Be  In 
Store  For  1998 

►  The  Clinton  Administration  wants  to  bar  the 
discounts  that  parents  can  currently  claim  on  prop- 
erty other  than  an  active  business  passed  to  heirs 
through  family  limited  partnerships.  It  wants  to  treat 
funds  put  into  life-insurance  trusts  as  taxable  gifts. 
And  it  would  prevent  you  from  claiming  a  deep  dis- 
count on  the  value  of  your  home  if  you  give  it  to  your 
children  but  continue  to  live  in  it. 

►  Republicans  are  pushing  bills  to  cut  or  eliminate 
"death  taxes."  They're  likely  to  fight  Clinton's  propos- 
als, aided  by  the  housing  and  insurance  industries. 
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the  fii'st  spouse  to  die 
leave  too  much  to  chil- 
ind  not  enough  to  sup- 
;he  spouse.  These  cou- 
night  want  to  place  a 
Umit  on  the  first 
s's  bequest  to  children, 
if  that  means  passing 
r.e  tax  savings, 
klle-class  couples  get  an 
onal  break  from  new 
Rations.  Many  of  them 
been  accidentally  un- 
ning  their  estate  plans 
ilding  property — espe- 
homes — in  joint  owner- 
That's  convenient  for 
luple  but  bad  for  heirs. 


it.  "Lawyers  who've  been 
hammering  on  clients  not  to 
keep  joint  property  can 
breathe  a  sigh  of  relief,"  says 
Pam  Schneider,  partner  at 
Pliiladelpliia  law  fiiTn  Diinker, 
Biddle,  &  Reath. 

The  '97  law  also  gives  a 
boost  to  revocable  trusts, 
which  some  attorneys  say 
are  better  than  wills  for  es- 
tate planning.  The  bill  re- 
moves the  stricter  IRS  limits 
on  deducting  charitable  gifts 
made  through  such  trusts, 
putting  them  on  a  par  with 
gifts  granted  under  a  will. 
Revocable  trusts,  which  let 


elusion  can  be  worth  a  lot:  A 
$2  million  estate  could  save 
almost  $304,000  in  taxes.  But 
to  use  the  exclusion,  it  has 
to  clear  high  hurdles.  A  busi- 
ness owner's  estate  can't 
qualify  unless  the  business' 
value  makes  up  at  least  half 
of  the  estate,  as  calculated 
under  a  complex  new  forniu- 
la.  That  could  nale  out  many 
older  business  owners  who 
have  diversified  or  built  up 
liquid  assets  in  preparation 
for  retirement. 
LONG  HAUL.  Even  if  an  es- 
tate qualifies,  heirs  have  a 
tough  decision  to  make:  Un- 
less a  family  member  or,  in 
some  cases,  a  longtime  em- 
ployee runs  the  business  for 
the  next  10  years,  the  iRS 
will  reclaim  the  tax  break, 
vrith  interest,  fi'om  the  heirs. 
"Let's  say  the  daughter 
agrees  to  run  Dad's  busi- 
ness— but  she  quits  after  five 
years,"  says  attorney  Schnei- 
der. "The  widow  is  left  with 
a  tax  bill  that  could  be  more 
than  the  business  is  worth." 

The  choice  of  whether  to 
claim  the  special  exclusion  is 
left  to  the  business  owner's 
executor.  But  owners  should 
decide  whether  they  want  to 
pursue  the  option  now  and 
stnicture  their  succession  to 
meet  the  inles.  "Everybody 
who  owns  a  business  will 
have  to  look  at  it,"  says  Len 
Mertz,  a  cattle  rancher  and 
CPA  in  San  Angelo,  Tex.  "But 
darned  few  of  them  are  going 
to  get  to  use  it." 

Whatever  its  flaws,  the 
small-business  exclusion 
"places  a  mai'ker  of  Congress' 
intention  to  relieve  family 
businesses  of  the  death  tax," 
says  James  Wickett,  a  tax 
specialist  for  the  National 
Federation  of  Independent 
Business.  Indeed,  1997  may 
have  just  been  the  opening 
skiiTnish  in  a  series  of  annual 
tug  of  wars  over  the  estate 
tax.  Pi-esident  Clinton,  for  one, 
is  tiying  to  crack  down  on  es- 
tate plans  that  his  Ti-easury 
Dept.  sees  as  abusive.  The 
Administration's  budget  tar- 
gets family  hmited  partner- 
ships, which  parents  use  to 
mark  down  the  value  of  as- 
sets passed  on  as  gifts  or  be- 


Personal  Business 


An^i'-M  ■syA-,  Ti\iv:u  a-«rate 
.-,irr,;i<!.r  ''ij.-/iOXint:--  wheri  par- 
er;t.-  j^'  ve  tteir  h/ytrjes-.  to  hen-s; 

%r--,  oft'ir)  u.-,*^  to  pass  ori 
-itrj^e  Hfe-irju-.urstnc'i  p^r/oiit^. 

Farrjily  partnersPiips  ai>- 
pear  rr,o:-t  ---laJriferable.  A  par- 
■iTit  can  p;iiC*.  >:ay,  rm'llioTi 
i'tj  ,-:Vy;k  in  a  partner:- hip  and 
gjv^r  t^;]-]  child  a  limited  pan- 
ner-hip  ■I'larf;.  But  nirice  the 
children  can't  exerd-se  con- 
trol over  the  .-;tx>ck,  their 


sfiitre;-.  are  ai.scounte^i  oy  a.-, 
much  a>:  40%  for  gift  or  e^ 
tate  taxe:-;.  Such  plari.-;  hiir.-e 
exploded  in  popilarity,  t/i  thie 
IR.-;'  di-:pleaiiure.  PTarmers  de- 
fend the  deal-:  arid  t?ife  dis- 
count.-; as  valid — but  admit 
that  partrier:-;hipr;  hiave  been 
abii^i.  ''Greed  rriay  kill  off 
.r/jTfiethirig  that  didn't  deserve 
to  be  killed,"  said  Har.-ey 
Berger  of  accoijnt^nt;-  Grant 
TTjomt»n.  A>;  a  remolt,  any- 
one w)-jo'.-;  coriKideririg  settirig 
tq:<  a  ferrily  partrjershrp  rrd^rt 
want  to  speed  iqj  thife  process, 


to  erisare  triat  tae  pa/:j<:age  is 
in  place  if  Corigress  chariges 
the  law. 

Arrayed  against  CHnton's 
propos:als  are  powerful  lol> 
bies — including  the  housing 
and  irisurance  indtu^trits.  Ajvi 
rriany  RepubHcan.s  wotild 
rather  cut  or  eliminate  the 
est^ate  t^x  than  crack  down 
on  tax  dodges.  Senate  ''KjP 
VvTiip  Don  N'ickles  of  Okla- 
homa proposes  to  replace  thie 
tax's  17  brackets  with  two, 
cutting  thie  top  rate  firjm  55% 
now  to  'iO%,  applied  to  es- 


tates of  410  mHiion  or 
Don't  count  on  losir 
IR.-;  as  your  siknt  hei 
however.  Republican.^ 
many  tax-cuttirig  idea^i 
of  all  of  them,  attackir 
es:tate  tax,  which  Ls  ps 
the  wealthie.st  2%  of  / 
caris,  probably  ranks  1 
on  the  populist  scale.  B 
legislatrve  turmoil  guar 
that  estate  planning 
remain  in  the  new.s — £ 
the  forefront  of  your 
cial  concerns — for  yes 
come.         AftA^  J/cJ 


AWIITIES: 
KEEPING  THE 
TAXMA\A\VAV 

Variable  annuities 
have  flouri.slied  as 
tax-deferred  savings 
vehicles  despite 

their  .steep  fee-;  and  high  in- 
come-tax rates  wtien  you 
begin  tx,  rftake  withdrawate- 
But  t?jey  have  another 
drawbadc  tl-iat's  les-t  well 
known:  They're  an  estate- 
planning  nigtitrriare.  If  you 
die  beffjre  spen^iing  your 
antfuit/s  proceeds,  and  yo . 
estat<;  is  greater  ti-tan  the 
^;25//X>  that's  exempt  from 
inheritance  tax^«,  your 
heirs — otl'ier  than  your 
spoai>e — can  get  a  hmge  tax 
bin.  After  fifederal  arjd  s?tate 
inheritar*ce  levies  and  in- 
coroe  taxes     the  gaing,  afc 
rniich  as  75%  r/f  ywr  ac- 
Wirrt':-;  ar>,-^,s  rr^ay  vanj>;L 
A  variable  anrmity  is  es- 
sentially a  grwp  of  mutual 
ftDvis  wra|4/?d  ar^mrj/J  an  ir>- 
8uran/>;  c^rAract  thiat  gujo"- 
ante**  the  return  of  yr/or 
'/rigjnai  jnvestfr>ent  if  the 
fet/xic  rrjark^,  falls.  The  in- 
heritioice  problem  is  f;5ai»- 
mg  c^.mcem  be<^mi.%  83% 
of  variable  annuity  owners 
are  over  age  55,  arid 
they're  mttmii  on  big  baJ- 
^ice»  mSnUifl  by  stock 


r 


g^nB,  If  thejr're  not  careful, 
their  heirs  could  get  nocked. 

One  annuity  bimftr,  Sun- 
America,  want>;  to  addresas 
tlie  j^fToblem  by  (fffering  a 
r»ew  pliai  ffjr  converting  an- 
noitjes  to  life  nixamrt<:e.  Life 
poKcies  can  be  exdudf^d  frwj 
estate  t;axeH  throiigh  a  trust, 
y^/u  •■sm  '^lirhiAy  cash  f;ut  of 
an  ar/rnjity  arjd  buy  lif ie  in- 
surance, but  it's  expfeS'iKive: 
You  have  to  pay  e»1y-with- 


taxe.s.  rkinAmerica  is  irx*kirig 
for  ways  to  lower  the  con- 
version caste,  and  hopes  to 
annoijnce  a  new  pr'jduct  in 
March. 

Until  more  tax-frieridly 
prodtucts  hit  the  maricet, 
how  do  ywj  prevent  Uncle 
Sam  frwi  Ixfinif  the  biggest 
l^ien/rficiary     your  annurt// 
"Uf>e  it  up,  Iiave  a  good 
time — but  whatever  you  do, 


Spend  the  money  while 
you  can,  or  your  heirs  may 
pay  through  th^^^  nose 


don't  die  with  it,"  saj's 
Fleaning,  director  of  j>ei 
al  finaricial  .services  at 
ers  &  Lybrand.  lastead 
mab'rtg  occasional  'Aith 
drawals,  for  example,  y 
can  "annuitize"  your  aci 
after  age  59-X.  That  '^ai 
annuity  gives  you  rnont 
income  for  life.  You  jas 
have  to  hope  you  live  li 
enough  to  collect  n^K.-re 
your  fyjntributir^ns  and 
ings,  since,  as  with  any 
rarity,  if  you  die  with  a 
ant*  in  the  account,  tb* 
irLSurer  keeps  the  mon- 
GIVEAWAY.  Another  opt 
tX)  save  your  stocks  aru 
tual  funds  for  your  hei 
:spend  your  annuity  pr< 
first.  You'd  have  to  pa 
come  taxes  on  the  an 
gains,  vs.  the  lower  3) 
28%  capital  gairis  rate 
stocks  and  fimds  held 
year.  But  when  stocks 
funds  pass  into  your  ei 
they're  liteppefl  up  in 
to  the  market  price,  ai 
ca^ntu]  gainfe  t^xes  are 
on  the  l/uilt-up  profits 
You  can  als^v  donaU 
annuity  to  charity  ins 
of  leavin^^  it  in  your 
Charities  are  exempt 
estate  and  inc^^me  ta: 
PliiK,  you  get  a  tax  b 
fw  the  annuity's  vah 
naJly,  yf/u  can  alway* 
in  the  annuity  and  gi 
away  the  dough  whil 
you're  alive.  If  you'n 
lower  tax  bracket  th. 
yf/ur  heirs,  at  least  y 
be  trimming  Uncle 
take.  AZ-^i* 


ILL  GROOVY 

TER  ALL  THESE  YEARS 


important  is  the 
of  your  car?  If 
gn  turns  you  on, 
:swagen's  New 

i  is  the  ultimate.  Like 
riginal  Bug,  the  1998 
■  is  a  study 
imetry.  Its 
sd  fenders,  curved  sil- 
te,  and  oversize  oval 
imps  and  taillights  are 
lly  different  from  any- 
else  on  the  road.  At 
$16,500  for  a  typically 
3ed  Bug,  vw  .should 
10  problem  meeting  its 
arget  of  50,000  annual 
Dealers  ah-eady  are  in- 
!d  with  orders  for  the 
fiich  is  made  in  Mexico 
;oes  on  sale  in  late 

iR  POWER.  Like  its 
ible  predecessor,  the 
iug  wears  its  quirky 
lality  well.  What  other 
mes  equipped  with  a 
ieal  bud  vase  on  the 
wd?  In  the  Bug,  it 
This  is  a  cuddly  car 
to  conjure  up  dreamy 
ies  of  the  flower  power 
1960s.  Its  message: 
m  still  be  gi'oovy  and 
ven  with  house  pay- 
kids,  and  a  9- 
job.  But 

need 
than 


AUTOS 


once  you're  on  the  road. 
While  the  car  turned  heads 
during  a  recent  test-drive 
around  Atlanta,  I  found  the 
New  Beetle  adequate  but 
hardly  spectaculai'. 

The  Bug's  interior  delights 
and  disappoints.  The  instiTi- 
ment  panel 
sports  a  single 
round  pod  with  a  huge 
speedometer  flanked  by  a 
tiny,  hard-to-read  fuel  gauge 
and  tachometer.  The  top  of 
the  dash  is  a  deep,  flat  ex- 
panse of  black  plastic,  making 
the  windshield  seem  as  far 
away  as  in  a  minivan,  while 
the  brightly  colored  interior 
windowsills  appear  prone  to 
chips  and  scratches. 

The  seats  are  firm  and 
comfortable,  and  provide 
plenty  of  leg-  and  headroom 
for  the  driver  and  front-seat 
passenger.  A  switch  flips  the 
seats  down  and  foi-ward,  al- 
lowing easy  entrance  to  the 
rear.  But  legi'oom  is  skimpy 
in  the  back,  and  if 
you're  six  feet 
tall,  your  head 
will  bump  the 
roof  when  the 
Bug  hits  a  pot- 
hole. Even  so,  the 
ride     is  much 


THE  NEW  BUG 

$16,500 

Like  its  venerable 
predecessor,  this 
Beetle  is  stronger 
on  style  than 
speed-but 
it'll  make 
vou  smile 


smoothei'  than  the  old  Bug's. 
The  hatchback  trunk  can  ac- 
commodate only  a  couple  of 
small  suitcases,  though  the 
rear  seat  handily  folds  down 
for  extra  storage. 

Air-conditioning,  a  six- 
speaker  stereo,  front  and  side 
air  bags,  and  an  antitheft  sys- 
tem are  all  standard.  Options 
include  antilock  brakes,  pow- 
er sunroof,  leather  seats,  and 
a  foui-speed  automatic  trans- 
mission. The  power-assisted 
steering  is  light  and  respon- 
sive, and  the  four-wheel  disk 
brakes  giip  well. 

The  Beetle's  performance 
is  similar  to  that  of  the  vw 
Golf,  on  which  it's  based. 
You'll  initially  have  a  choice 
of  two  water-cooled  engines, 
located  up  front,  instead  of 
the  old  Bug's  air-cooled  pow- 
er plants  in  the  back.  The 
base  2.0-liter  unit  puts  out 
115  horsepower  but  little  low- 
end  power,  so  accelerating  is 
di-aggy.  A  1.9-liter  tm-bodiesel 
is  available  as  an  option,  but 
performance-hungry  buyers 
may  want  to  wait  for  a  1.8- 
liter  turbo  due  this  fall — that 
engine  kicks  out  a  far  more 
satisfying  150  horsepower. 
The  four-speed  automatic 
transmission  ($875  extra) 
feels  sluggish, 
particularly  accel- 
erating uphill. 
The  five-speed 
manual  seems  the 
better  choice.  De- 
spite all  the  glass 
in  the  swooping 
side  windows, 
wind  noise  is 
pleasingly  absent, 
even  at  80  mph. 

In    a  market 
flooded  with  ba- 
nal designs  and  look-ahke 
models,  the  New  Beetle 
stands  out  from  other  sub- 
.$20,000  autos.  Spare  me 
the    love   beads  and 
peace  signs,  but  the 
car  does  hit  an  emo- 
tional note.  Driving  it 
isn't  nearly  as  much 
fun  as,  say,  a  Mazda 
Miata.    But    if  you 
yearn   for   car  that 
makes  you  smile,  there 
is  a  lot  to  love  in  the 
new  Bug.   Bill  Vlasic 


FUND  WATCH 


■  SMALL  STAR.  In  Morn- 
ingstar's  11th  annual 
selection  of  mutual-fund 
managers  of  the  year,  the 
well-known  Mario  Gabelli 
won  top  honors.  Tlic  big 
surprise  was 
a  runner-up: 
John  Bogle  Jr. 
and  his  n/i 
Numeric 
Investors 
funds.  Morn- 
ingstar  sin- 
gled out  the 
obscure  fund 
family,  with  total  assets 
of  just  $360  million, 
because  "when  it  comes 
to  commitment  to  share- 
holders, few  can  match 
Bogle,"  son  of  Vanguard 
Group's  senior  chairman. 

Morningstar  was 
impressed  that  n/i  caps 
expense  ratios  at  1%  of 
assets,  below  the  average 
1.4%.  It  also  liked  n/i's 
conviction  that  small  is 
beautiful,  demonstrated 
last  year  when  it  closed 
its  Growth  and  Micro 
Cap  funds  as  assets 
neared  $100  million. 
"Fund  companies  are 
effective  when  they're 
small  because  they're 
agile,"  says  n/i  founder 
Langdon  Wheeler. 

Instead  of  doing  the 
usual  company  and  indus- 
try research,  n/i  (800 
686-3742)  uses  computer 
models  to  exploit  stock- 
price  inefficiencies.  From 
their  May,  1996,  inception 
to  the  end  of  1997,  n/i's 
Growth  fund  returned  an 
annual  average  of  16.7% 
and  its  Micro  Cap  fund, 
30.8%.  Two  N/I  funds 
remain  open:  Growth  & 
Value  and  Larger  Cap 
Value,  n/i's  high-turnover 
style  may  be  best  for 
tax-deferred  accounts 
that  can  avoid  short- 
term  capital  gains 
levies.    Robert  Barker 

For  an  expanded  version,  go  to 
www.businessweek.com/today. 
htm  or  AOL,  keyword:  BW  Daily. 
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Hf  VONil  iifii'S  /iilflhaciicf 


Cluet  iiitorination  officers  of  large  corporations 
are  overseeing  the  creation  of  a  new  world,  online 
and  within  dieir  companies.  Coqjorate  spending  on 
information  technology  is  rocketing  to  unheard  of 
levels  as  every  organization  stakes  its  claim  on  a 
virtual  storefront  and  rushes  to  turn  powerful  new 
processing  technologies  and  software  inventions 
into  demonstrable  competitive  advantage.  But  how 
do  you  do  that?  One  way  to  find  direction  is  to 
talk  with  your  peers.  Now  in  its  third  year,  The 
Business  Week  Conference  on  The  DIGITAL 
Economy  has  become  a  prime  meeting  place  for 
corporate  technology  leaders. 

These  pages  offer  an  eye  inside  corporate  computing's 
most  exclusive  gadiering.  You  can  put  an  ear  into 
this  tent  too:  visit  http://www.  businessweek.com/ 
execprog/digital  and  listen  in  via  RealAudio. 


THE  INTERNET: 
WHAT  HAPPENS  NEXT 
IS  UP  TO  YOU 

"intei net  computing  can 
cliange  the  way  we  work  and 
live.  But  there  is  a  risk,  that  tlie 
Internet  may  make  things 
worse  instead  of  better.  As 
business  leaders,  the  decisions 
that  we  make  during  die  next 
lew  years  will  dramatically 
affect  the  long  term  evolution 
ot  the  Internet.  We  can  use 
tiie  Internet  to  increase  com- 
munication, or  increase  cen- 
sorship: to  educate  people, 
or  to  mani])ulate  them;  to 
broaden  people's  lives,  or  to 
narrow  their  points  of  view; 


to  unite  ])eople  on  a  global 
scale,  or  to  divide  them.  We 
are  the  generation  whose 
decisions  will  set  the  direction 
of  the  emerging  digital  age. 
It  is  our  responsibility  to 
ensure  that  the  Internet  and 
the  digital  economy  truly 
enhance  and  improve  the 
way  that  we  live  and  work. 
Or,  to  paraphrase  John  F. 
Kennedy,  ask  not  what  the 
digital  economy  can  do  for 
you.  Ask  what  you  can  do  for 
the  digital  economy-" 

Lewis  E.  Piatt, 

chairman,  president, 
and  CEO, 

Hewlett-Packard  Company 


"Digital  economy? 
Digital  marketplace] 
The  truth  is,  it's  beo 
ing  a  digital  habitat: 
A  full-fledged  humai 
environment  where 
will  all  live  and  grow-j 

Lewis  E.  Piatt, 

chairman,  president,  and  CE 
Hewlett-Packard  Company 


CHEAP  IN  AMERICA,! 
EXPENSIVE  ELSEWHj 

"The  red  challenge  in  c 
networks  is  the  cost  of  tl 
environment  in  North  A 
and  extending  it  to  our  (| 
in  the  rest  of  the  world, 
spend  miUions  there  for 
only  thousands  here.  Sol,, 
up  with  an  organizatioiipl 
mation  haves  and  have-jjJ 

John  A.  Roth,  president  anH 
Nortel  (Northern  Telecom)  S 
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THE     DIGITAL  ECONOMY 


PROCESSOR  POWER 
TO  DOUBLE  EVERY  YEAR 

"There  are  no  technology  lim- 
itations in  the  short  term  that 
will  slow  us  down  from  deliv- 
ering roughly  twice  as  much 
processing  power  per  year  for 
the  next  10  or  15  years.  You 
can  count  on  your  fingertips 
what  that  will  mean  to  you  in 
of  capability.  I  am  a  big  fan  of  putting  lots  of  processing 
r  in  the  home.  I  think  you'll  see  a  lot  of  $1,000  and  $1,500 
hat  are  really  very  capable  personal  computers.  By  1999, 
fill  probably  see  more  PCs  than  TVs  being  sold  in  the 
.  We  have  already  reached  that  milestone  here  in  the  US." 

R.  Barrett,  president  and  COO,  Intel  Corporation 


TOWARD  MORE 
INTELLIGENT  NETWORKS 

"The  Internet  is  driving  a 
broadcast  model  where 
everything  gets  sent  to  every- 
body and  the  customer's 
equipment  chooses  the 
pieces  im])ortant  to  them. 
This  is  happening  because 
of  the  very  high-speed 
circuits  being  put  in  place. 
More  and  more  of  the  intelli- 
gence on  the  network  will  be 
pushed  toward  the  edges,  in 
some  cases  onto  the  premis- 
es of  the  business  customers 
themselves.  Traditional  tele- 
phony finds  it  very  difficult 
to  deal  with  diis.  That  is 
why  a  com]jany  like 
WorldCom  believes  they  can 
be  the  Microsoft  or  the  Intel 
of  the  communications  busi- 


Bruce  R.  Bond, 

president  and  CEO, 
ANS  Communications 


SE,  MAY  I  HELP 
PLEASE? 

high-speed  telecom- 
;ations  technology  is 
ing  very  expensive 
ling  with  relatively 
ensive  transmission, 
s  occurs,  competition 
5  telecommunications 
lers  will  no  longer  be 
moving  bits  from  one 
to  another,  but  rather 
service.  You  will  see 
iecommunications 
iers  doing  more  of  the 
ealing  with  a  lot  of 
mplexity  that  is  today 
2d  by  companies  on 
)wn  corporate  pre- 

This  shift  in  provider 
ior  will  occur  over  the 
;w  years,  in  parallel 
n  enormous  shift  in 
>logy." 

m  T.  O'Shea, 

'resident,  business 
nications  systems 
a  networking  systems. 
Technologies 


THE  SAME 
RESULTS  FOR 
HALF  THE  MONEY? 

"Ask  a  CIO  if  they  feel  they 
are  getting  value  for  their 
billions  of  tlollars  worth  of 
IT  spending,  and  most  will 
]jr(jbably  answer  no.  If  you 
ask  most  CEOs  whether  their 
investments  are  making  their 
company  strategy  happen, 
making  their  company  pros- 
per, I  think  they'll  say  'prob- 
ably not.'  There  is  clearly 
a  set  of  applications  that 
have  impact.  But  one  could 
ask  whether  we  could  get  the 
same  results  spending  half 
as  much  money.  The  answer 
is,  we  probably  could." 

Allan  Z.  Loren, 

executive  vice-president  and  CIO, 
American  Express  Company 


AMAZON.COM: 
HOW  IT 
ALL  BEGAN 

"In  early  '94  I  came  across 
this  startling  figiue:  'Web 
usage  growing  2300%  per 
year.'  I  thought  I  would  try 
to  find  a  business  plan  that 
made  sense  in  the  context  of 
that  growth.  I  went  through 
one  process  that  led  me  to 
e-commerce  and  retaifing. 
Then  I  asked  the  question, 
'What  is  the  first,  best  prod- 
uct to  sell  onlitie?' Through 
a  very  deliberate  forced 
ranking  (jf  about  20  different 
products,  I  finally  picked 
books." 

Jeff  Bezos, 

founder  and  CEO, 
Amazon.com,  Inc. 


BUILT-IN  INTELLIGENCE 
COMES  TO  THE 
UBIQUITOUS  WEB 

"Eveiywhere  we  lo(jk, 
networks  matter.  Customers 
around  the  world  are  deploy- 
uig  networks  to  transform 
eveiy  aspect  of  tlieir  business. 
We  believe  that  the  network  is 
quickly  becoming  the  centeqiiece  of  every  computing  endeavor. 
The  challenge  of  the  ftiture  will  be  to  build  increasingly  intelli- 
gent, interconnected  networks  that  enable  enterprises  to  conduct 
completely  new  classes  of  activities  and  deploy  entirely  new 
kinds  of  applications." 

Dr.  Eric  Schmidt, 

chairman  and  CEO,  Novell,  Inc. 
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ATEN-FOLD  INCREASE 
IN  SYSTEMS  SPENDING 

"Wlien  KPMG  Peat 
Manvick  combines  with 
Ernst  &  Young,  we  will  be 
IfiO.OOO  j)ersons  o])erating 
ill  our  ]  50  countries,  impart- 
ing and  gaining  knowledge 
from  up  to  one  third  of  the 
worUl  s  Icatliiig  i)usiiiesses.  But  we  are  only  as  good  as  each 
indivitiual.  That  is  why  it  is  essential  that  eveiy  individual 
share  and  gain  knowledge  from  their  peers  across  the  whole 
organization.  It  we  fail  to  achieve  this  we  will  be  unable  to 
aggregate  our  best  practices.  Over  a  three-year  period,  our 
costs  for  the  technologies  to  accomplish  this  will  exceed  $250 
million.  That  is  a  ten-fold  increase  over  three  or  four  years 
ago.  but  it's  worth  it." 

Roger  S.  Siboni,  deputy  chairman  and  COO,  KPMG  Peat  Maiwick  LLP 


CUSTOMERS  ARE 
CHOOSING  NOT 
TO  SPEAK  WITH  A 
HUMAN  BEING 

"At  Cisco,  the  majority  of  our 
customers  now  prefer  to  con- 
tact US  over  the  hiternet,  never 
speaking  to  a  human  being. 
For  the  first  time  the  customer 
satisfaction  level  of  talking  to 
the  system  actually  exceedetl 
that  of  talking  to  a  Cisco 
employee.  We  reached  that 
milestone  last  month,  after 
four  years.  Our  average  Inter- 
net application  has  resulted 
in  over  a  100%  increase  in 
productivity.  That  saves  us 
about  $250  million  a  year  on 
an  expense  base  of  $2  billion." 

John  T.  Chambers, 

president  and  CEO, 
Cisco  Systems,  Inc. 


THOSE  CHAT 
ROOMS  WIELD 
ENORMOUS  POWER 

"We  used  to  have  at  least  a 
chance  to  control  the  news 
about  our  companies,  and 
how  people  jjerceived  us. 
1  hat  s  disappearing.  Go 
on  the  web  and  look  at  the 
rumor  chat  ro(jms,  the  user 
grou])  sessions  about  your 
products.  Watch  the  minute- 
to-niinute  shift  in  ])eojjlc  s 
opinions  al)oiit  vour  cf)m- 
])any.  They  have  access  to 
media  stories,  to  SEC  filings, 
to  other  customers.  Today's 
spin  control  is  like  changing 
a  tire  while  the  car  is  mov- 
ing. Of  course,  the  leveling 
factor  is  that  this  also  hap- 
pens to  yoiu"  com|)etition. 

Carol  Bartz,  CEO  and 

chairman,  Autodesk,  Inc. 


THE  LOST  GOLD  MINES 
OF  INFORMATION 

"  Package  applications  like 
ours  do  a  pretty  good  job 
receiving  and  holding  data, 
but  today  that's  not  good 
enough.  Sitting  on  your  disk 
drives  is  an  absolute  gold 
mine  of  information  that  you 
have  gathered,  but  not  really 
used.  That  information  can 
now  be  sliced  and  diced 
and  made  valuable  to  whole 
new  classes  of  executives, 
including  senior  manage- 
ment. But  the  application 
vendors  are  behind  the 
curve  on  this.  If  we  are  to 
be  important  strategic  part- 
ners to  our  customers,  we 
have  to  continue  to  provide 
the  senior  executive  true  in- 
formation systems,  not  just 
transactional  systems." 

William  Lawson,  president. 
CEO,  and  founding  partner 
Lawson  Software 


ARE  YOU  APPLYING 
MOORE'S  LAW  TO 
YOUR  BUSINESS 
PROCESSES? 

"We  are  now  beginning 
to  apply  Moore's  Law  into 
the  processes  of  organiza- 
tions. You  can  expect  your 
processes  to  be  radically 
enabled  every  18  months. 
The  more  we  adapt  our 
processes  to  the  Moore"s 
Law  gains  in  processing 
power  and  the  potential 
of  the  Internet,  the  more 
our  business  processes 
will  speed  up.  But  most 
corporations  cannot  even 
discuss  this  yet.  It's  not 
on  their  strategy  table 
for  conversation.'" 

Richard  Schroth,  senior  fellow, 
The  Aresty  Institute  of  Executive 
Education,  The  Wharton  School 


HIGH  TECHNOLOGY  IS 
NOT  ENOUGH 

"We  are  a  technology  com- 
pany. That  is  our  heritage.  We 
used  to  measure  how  good  we 
were  by  how  many  patents  we 
had.  Today,  we  have  to  be 
willing  to  oj)en  uj3  and  share 
those  intellectual  projjerty 
rights,  because  in  the  digital  econoni)'  the  (.liffeieiitiatioii  iiia\ 
no  longer  be  whether  my  areal  density  is  higher  than  the  next 
disk's,  but  whether  I  have  a  comjjlete  solution  to  your  sjjeciflc 
problem.  That  will  come  not  so  much  from  the  technologii.il 
criteria  of  an  individual  component  as  from  how  we  package 
and  put  it  together  into  the  solution  you  need.  That  is  wheie 
differentiation  will  be." 

David  E.Weiss,  chairman,  president,  and  CEO,  StorageTek 
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ioother  Pavement  for  the  Information  Highway 


cii  you  are  trying  to  serve  clients  who  need  assistance  f  rom  every  part  of  your  organization, 
cii  you  have  to  connect  with  other  parts  of  the  world,  standards  become  a  huge  preoccu- 
p  1).  It  is  very  draining.  It  takes  up  a  lot  of  psychological  energy  and  it  is  a  gigantic  pain  in 
leck.  This  is  why  Microsoft  is  so  powerful.  We  all  tiy  to  go  with  a  family  or  suite  of  things 
iiat  supposed  to  work  together." 

i  Marshall,  managing  director,  technology,  Bankers  Trust  Company 


■  e  best  thing  for  standards  and  for  the  future  of  interoperability  is  to  have  strong  players 
Microsoft.  I  know  that's  not  a  terribly  popular  thing  to  say,  but  honestly  there  are  three 
,   lartis  in  the  world:  Microsoft,  Microsoft,  and  Microsoft.  Look  at  the  other  efforts  at 
!  Jardization:  Tliey  have  been  pathetic.  But  I  can  get  everybody  at  my  company  working 
ther  if  I  use  the  de  facto  industry  standard  software." 

■nac  O'Reilly,  vice-president,  information  systems,  Wang  Laboratories,  Inc. 

mdards  are  one  of  those  things  that  everybody  wants  but  that  everybody  has  to  learn  to  live 
e  or  less  without,  realistically.  There  are  a  few  cases  where  diere  is  such  enormous  market 
linance  that  there  is  a  de  facto  standard.  But  then  you  get  into  business  arrangements  where 
\ 've  got  five  other  partners  and  they  don't  use  the  same  thing,  so  you  are  always  going  to 
2  to  manage  your  way  around  the  fact  that  standards  just  don't  exist." 
lafd  L.  Paul,  vice-president,  tecl^nology  and  environmental  affairs,  Chevron  Corporation 


PER  DRUCKER:'CFOs 
no  CONQUER  ClOs' 

)U  call  yourselves  chief 
)rmation  officers,  but  you 
not.  You  are  chief  data 
cers.  If  there  is  a  chief 
jrmation  officer  in  your 
npany,  it  is  the  chief 
:ountant.  I've  been  saying 
my  friends  in  your  busi- 
es for  years,  you  owe  it  to 
urselves  to  pay  attention  to 
lat  is  going  on  in  accoimt- 
5  and  to  understand  it. 
n  or  1 5  years  from  now 
ur  company  will  not  have 
o  information  officers, 
lere  will  be  only  one.  The 
counting  people  are  ahead 
you  in  understanding  this." 

■.  Peter  Drucker 


SECRETS  FROM 
THE  LEADER  OF 
ONE  OF  THE  MOST 
VISITED  SITES  ON 
THE  WEB* 

There  are  four  comjjo- 
nents  to  l)uilding  a  success- 
ful Internet  community. 
Tlie  first  is  common  interest. 
That  is  what  draws  people  together,  whether  at  the  personal 
or  the  commercial  level.  The  second  and  most  important 
component  is  the  amalgam  of  contribution,  effort,  and 
participation.  This  is  the  litmus  test  of  any  community: 
The  amount  of  work  the  members  are  willing  to  put  into  it. 
Third  is  feedback  and  interactvitity.  There  has  to  be  a  way 
for  members  to  know  that  through  their  effort  they  are 
indeed  reaching  others  of  similar  interest.  And  fourth  is  a 
viable  economic  infrastructure,  a  complementary  economic 
relationship  among  the  members  and  the  community 
organizer.  One  method  we  have  used  for  this  last  piece  is 
to  figure  out  what  people  want  for  free,  and  then  do  more 
of  that  and  charge." 

*GioCitH's.com  is  #7  after  yahoo.com,  luiscapc.rom,  niictosoft. colli, 
excite. com,  injoscek.com,  and  tuil.com. 

David  Bohnett, 

founder  and  CEO, 
GeoCities 


EXECUTIVE  OPINION 
ON  TECHNOLOGY 
MANAGEMENT  ISSUES 

Two  hundred  twenty-five 
senior  technology  executives 
at  the  Bminess  Week 
Conference  on  The  Digital 
Economy  offered  tlieir  views 
on  information  technology 
management  issues  via  a  live 
polling  system  provided  by 
Meridia  Interactive. 
For  more  complete  confer- 
ence poll  results,  visit 
the  Business  Week  website  at 
vvww.businessweek.com/ 
execprog/digital. 

CIO  POLL  RESULTS 

Our  spending  on  information 
technology  in  2000,  as  com- 
pared to  1 997: 

Triple  or  more:  10% 
Double-to-triple:  21% 
50%- 1 00%  increase:  24% 
Less  than  50%  increase:  29% 
Flat:  ir/o 
Decline:  5% 

I  am  planning  nny  company's 
information  systems  spending: 

Three  years  out:  21% 

Two  years  out:  32% 

One  year  out:  34% 

Six  months  out:  6% 

Just  doing  It:  7% 

My  CEO  enthusiastically 
pursues  new  opportunities 
made  possible  by  advances 
in  information  technology. 

Yes,  enthusiastically:  55% 

Pursuing,  not  enthusiastic:  20% 
Little  progress,  lip 

service,  no  real  budget:  20% 

No  movement  at  all:  5% 

As  CIO,  I  am  part  of  my  CEO's 
top  level  strategy-setting  team. 

Yes:  51% 
Consulted,  but  no 
'seat-at-the-table:'  29% 

No:  20% 

We  have  a  clearly  delineated 
Internet  strategy. 


Yes: 
No: 


39% 
61% 
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RODUCTION  INDEX 


Change  from  last  week:  -0.4% 
Change  from  last  year;  6.4% 


PRODUCTION  INDEX 

Feb.  7  =132  6 
1992=100 


Feb  June  Oct  Fi 

1997  1997  1997  IS 

The  index  is  a  4-week  moving  average 

:  production  index  continued  its  slide,  as  did  the  unaveraged  index  which 
ped  0.4%,  from  133.1  to  132.5  in  the  week  ended  Feb.  7.  After  seasonal 
ustment,  auto  production  was  down  11.3%  and  trucks  4.3%.  Output  was 
vn  at  all  three  big  auto  makers — Ford  posted  a  2.3%  decline,  GM  was  down 
1%,  and  Chrysler  fell  8.2%.  Steel,  lumber,  and  rail  freight  were  also  down, 
reases  were  posted  for  the  production  of  coal,  oil,  and  electric  power. 

production  index  copyfignt  1998  by  The  McGraw-Hill  Companies 


ADING  INDICATORS 


'OCK  PRICES  (2/13)  s&p  500 

LATEST 
WEEK 

1020.90 

WEEK 
AGO 

1012.46 

YEARLY 
%  CHG 

26.3 

IRPORATE  BOND  YIELD.  Aaa  (2/13) 

6,69% 

6.69% 

-7.9 

DUSTRIAL  MATERIALS  PRICES  (2/13) 

95.7 

96.0 

-11.4 

INEY  SUPPLY,  M2  2/2)  b  i hons 

$4,080.5  $4,070.6r 

6.0 

ITIAL  CLAIMS.  UNEMPLOYMENT  (2/7)  thous 

303 

305r 

-1.6 

)RTGAGE  APPLICATIONS.  PURCHASE  (2/13) 

222.5 

249.4 

33.0 

)RTGAGE  APPLICATIONS.  REFINANCE  (2/13) 

1,685.7 

2,028.7 

319.9 

'Urces:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (Index:  1990=100), 
Jeral  Reserve.  Labor  Dept  ,  Mortgage  Bankers  Assn   (Index:  March  16.  1990=100) 

KTEREST  RATES 

DERAL  FUNDS  (2/17) 

LATEST 
WEEK 

6.00% 

WEEK 
AGO 

5.44% 

YEAR 
AGO 

5.55% 

IMMERCIAL  PAPER  (2/17)  3  month 

5.45 

5.42 

5.38 

.RTIFICATES  OF  DEPOSIT  (2/18)  3  month 

5.53 

5.55 

5.34 

XED  MORTGAGE  (2/13)  30  year 

7.20 

7.16 

7.85 

lJUSTABLE  MORTGAGE  (2/13)  one  year 

5.76 

5.70 

5.81 

IIME  (2/13) 

8.50 

8.50 

8.25 

lUrces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (2/14)  thous.  of  net  tons 

LATEST 
WEEK 

2,232 

WEEK 
AGO 

2,167# 

YEABLY 
%  CHG 

7.8 

AUTOS  (2/14)  units 

115,570 

112,288r# 

-7.9 

TRUCKS  (2/14)  units 

142,352 

135,236r# 

12.5 

ELECTRIC  POWER  (2/14)  millions  of  kilowatt-hrs 

NA 

64,943# 

NA 

CRUDE-OIL  REFINING  (2/14)  thous  of  bbl  /day 

NA 

14,154# 

NA 

COAL  (2/7)  thous.  of  net  tons 

21,027# 

20,564 

-5.4 

LUMBER  (2/7)  millions  of  ft. 

471. 1# 

477.8 

-5.2 

RAIL  FREIGHT  (2/7)  bilhons  of  ton-miles 

26. 5# 

26.8 

-1.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (2/18)  $/troy  oz. 

LATEST 
WEEK 

298.150 

WEEK 
AGO 

298.450 

YEARLY 
%CHG 

-13.9 

STEEL  SCRAP  (2/10)  #1  heavy,  $/ton 

140.50 

140.50 

-4.1 

COPPER  (2/13)  (Z/lb. 

79.4 

80.2 

-28.8 

ALUMINUM  (2/13)  (z/ib 

72.0 

72.8 

-3.7 

COTTON  (2/13)  strict  low  middling  1-1/15  in.,  e/ 

b.  64.41 

63.65 

-8.0 

OIL  (2/17)  $/bbl. 

15.41 

16.18 

-30.4 

CRB  FOODSTUFFS  (2/17)  1967=100 

224.01 

225.34 

-6.0 

CRB  RAW  INDUSTRIALS  (2/17)  1967=100 

299.21 

295.52 

-13.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metali 
market,  NYMEX.  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (2/18) 

UTEST 
WEEK 

126.29 

WEEK 
AGO 

123.67 

YEAR 
AGO 

124.39 

GERMAN  MARK  (2/18) 

1.82 

1.82 

1.70 

BRITISH  POUND  (2/18) 

1.64 

1.63 

1.61 

FRENCH  FRANC  (2/18) 

6,10 

6  10 

5.74 

ITALIAN  LIRA  (2/18) 

1796.0 

1795.5 

1690.4 

CANADIAN  DOLLAR  (2/18) 

1.43 

1.44 

1.36 

MEXICAN  PESO  (2/18) 

8.531 

8.435 

7.777 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/18) 

109.6 

108.9 

105.0 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan 


law  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
uipment    l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


3ERAL  BUDGET 

nday,  Feb.  23,  2  p.m. est  ►  The  Treasury 
Dt.  will  probably  announce  a  surplus  of 
2  billion  in  January,  says  the  median  fore- 
.t  of  economists  surveyed  by  Standard  & 
)r's  MMS,  a  unit  of  The  McGraw-Hill  Com- 
lies.  That's  bigger  than  the  $13.4  billion 
idfall  of  January,  1997.  The  Clinton 
ministration  has  predicted  a  $10  billion 
plus  for  fiscal  1998. 

MPHREY-HAWKINS  TESTIMONY 

esday,  Feb.  24  ►  Federal  Reserve  Chair- 
in  Alan  Greenspan  will  give  his  semian- 
al  testimony  on  monetary  policy  and  the 
onomic  outlook  before  the  House  of 
presentatives.  He  is  scheduled  to  repeat 


his  testimony  before  the  Senate  on 
Feb.  25, 

CONSUMER  PRICE  INDEX 

Tuesday,  Feb.  24,  8:30  a.m. est  ►  Consumer 
prices  of  all  goods  and  services  probably 
increased  by  just  0.1%  in  January,  says  the 
MMS  forecast,  the  same  as  in  December. 
Excluding  food  and  energy,  core  prices  likely 
rose  0.2%,  also  as  in  December.  Beginning 
with  this  report,  the  Labor  Dept.  will  intro- 
duce a  new  geographic-area  sample,  revised 
categories,  and  updated  expenditure  weights. 

CONSUMER  CONFIDENCE 

Tuesday,  Feb.  24,  10  a.m.EST  ►  The  Confer- 
ence Board's  index  of  consumer  confidence 


likely  rebounded  to  129.5  in  February,  after 
falling  nine  points  in  January,  to  127.3. 

DURABLE  GOODS  ORDERS 

Thursday  Feb.  26,  S.-3(9  a.m. est  ►  New 
orders  for  durable  goods  probably  increased 
1%  in  January,  after  a  drop  in  transportation 
equipment  bookings  led  a  6.1%  plunge  in 
December  orders. 

GROSS  DOMESTIC  PRODUCT 

Friday  Feb.  27,  8:30  a.m.EST  ►  The  mms 
median  forecast  expects  only  a  small  revision 
in  economic  growth  in  the  fourth  quarter. 
Real  GDP  likely  grew  at  a  4.1%  annual  rate, 
instead  of  the  4.3%  pace  reported  by  the 
Commerce  Dept.  a  month  ago. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 


r 


I  Monday 

^  Iq  uniir  rnmnanu  in  I 


Is  your  company  in  need  of  a 
fix?  Call  in  Renee  Fellman,  a 
turnaround  expert  who  has 
helped  many  small  and 
midsize  companies  snap 
back.  She'll  be  online  to  help 
with  your  problems.  Feb.  23 

8  p.m.  ET  in  the 

BW  Enterprise  Chat  Room 

Thursday 

The  Year  2000  problem  will 
cost  you — and  the  U.S. 
economy — a  lot  more  than 
you  may  think.  BW  Economics 
Editor  Michael  J.  Mandel 
leads  a  discussion  of  this 
disturbing  Cover  Story. 
Feb.  26 

9  p.m.  ET  in  BW  Onhne's 
Conference  Room 


AOL  keyword:  BWTalk 


Transcripts  ot  all  conferences 
are  available  for  downloading 
from  ihe  BW  Online  area  on  AOL 
  soon  after  each  event^ 

Ak 

For  a  tree  trial  diskette  ^ 
including  50  tree  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  ane  not  included. 


ABB  Asea  Brown  Boveri  92 
AIG(AIG)  100 
Airbus  Industrie  41 
Alcatel  Alsthom  (ALA)  42 
Alliance  Capital  Management 
(EQ)  92 

Allstate  (ALL)  110 
Ambac  Assurance  (ABK)  104 
American  Airlines  (AMR)  41 
American  Express  Financial  (AXP)  6 
America  Online  (AOL)  73,78.112 
Ameritech  (AIT)  41 
Amerus  102 
Anglo  American  106 
Argyle  Diamond  Mines  106 
Asian  Investment  Partners  92 
Asset  Korea  Capital  Management  92 
Astra  57 

AT&in)  84,86,89,110 

Austrian  Airlines  41 
AutoNation  (RID  12 
Award  Software  24 

B 


Ballard  Power  Systems  (BLDPt)  66 

Bankers  Trust  (BT)  86 

Bank  of  Montreal  6 

Bank  of  Southeast  Asia  92 

Banque  Nationale  de  Pans  92, 101 

Bear  Stearns  (BSC)  49 

Belgacom  41 

Bell  Atlantic  (BEL)  6 

Bellcore  92 

Bell  Laboratories  (lU)  71 
Beneficial  (BNL)  49 
Bertelsmann  41,89 
Black  8.  Veatcti  92 
Blue  Ctiip  Economics  112 
Blue  Note  89 
Boeing  (BA)  41, 110 
Bombardier  (BBD  B)  154 
British  Airways  (BAB)  41,56 
British  Petroleum  (BP)  12 
Burlington  Northern  (BNI)  46. 48 


Cadbury  Schweppes  (CSG)  108 
Callaway  Golf  (ELY)  108 
Capitol  Records  89 
Cargill  92 

Carnival  Air  Lines  49 
Cartier  106 
Caterpillar  (CAT)  98 
Charoen  Pohphand  92 
Chase  Manhattan  (CMB)  86,  92 
Chevron  (CHV)  84 
China  Airlines  55 
Chrysler  (C)  66 
Citibank  (CCD  100,154 
Clorox(CLX)  92 
CNET(CNWK)  73 
Coca-Cola  (KO)  92, 108 
Cohen  Klingenstein  &  Marks  108 
Compaq  Computer  (CPQ)  24,  73, 
154 

Computer  Associates  (CA)  6 

ConAgra  (CAG)  49 

Coopers  &  Lybrarid  41.142,144 

Cotl(COnF)  108 

Cowen  101 

Credit  Suisse  First  Boston  73.101 
Credit  Industriel  &  Commercial  101 
Credit  Lyonnais  101 


Daesang  Group  92 
Daewoo  92 


Daiwa  Securities  54 
DBS  Bank  92 

De  Beers  Consolidated  Mines  106 
Deere  (DE)  98 
Dell  Computer  (DELL)  154 
Delta  Air  Lines  (DAL)  12,41 
Deutsche  Bank  101 
Deutsche  Giammophon  89 
Deutsche  Morgan  Grenfell 
(DMGL)  92, 106 
Deutsche  Telekom  6 
Digital  Equipment  (DEC)  12 
Dillon  Read  101 
Dong  Ah  Group  54 
Dow  Jones  (DJ)  110 
Dreyfus  112 

Duracell  International  (G)  42 


Eastman  Kodak  (EK)  42 
Echlin  49 
EMI-Capitol  89 
Enron  (ENE)  41 
Equitable  102 
Ernsts, Young  41,92 
EVAAinways  55 
Excite  73 

Executive  Investors  Insured 
(EIITX)  104 
Exxon  (XON)  110 


FAOSchwarz  8 
Federated  Department  Stores 
(FD)  49 

Fidelity  Investments  6,49, 100 
Financial  Security  Assurance 
(FSA)  104 
First  Pacific  92 
Fischer  Diamonds  106 
Fitch  IBCA  104 
Fleet  Financial  Group  98 
Ford(F)  58,66,92,154 
Fox  (NWS)  12 
France  Telecom  6 


Gartner  Group  (GART)  92 
GE  Capital  Services  92 
General  Electric  (GE)  100. 10 
General  Motors  (CM)  66 
Genzyme  (GENZ)  71,92 
GeoCities  73 
Goldman  Sachs  100. 101 
Grant  Thornton  92, 142 
Griffin  Kubik  Stephens  & 
Thompson  40 
GTE  (GTE)  6, 73 


Halliburton  (HAL)  84 

Hambros  101 

Hanbo  Iron  &  Steel  54 

HanilBank  54 

Han  Wha  Corp  54,92 

Harris  (Louis)  32 

Hartford  Financial  Services  110 

Hartford  Life  (HLI)  102 

Hasbro  8 

HCWColumbia  Healthcare  110 

Headspace  89 

Hoarea)  106 

Honda  (HMO  100 

Hong  Kong  Telecom  92 

HPL  92 

I,  J,K 


IBM  (IBM)  84, 92 
Incentive  57 


ING  Barings  Securities  55 
Intel  (INTO  89 
Investor  57 
iVillage  73 

lanney  Montgomery  Scott  110 
Janus  6 

Jardine  Fleming  Securities  92 
Johnson  &  Johnson  UNJ)  12 
Junglee  73 

Jupiter  Communications  73,89 

Kenny  Rogers  49 

Kia  Motors  54, 92 

Kirch  41 

KLIVI(KLM)  41 

Kmart  (KM)  106 

Kohap  Graup  54 

Kohlberg  Kravis  Roberts  86 

Kokusai  Securities  100 

Komatsu  98 

KPMG  Peat  Marwick  41,142 


Lanston  (Aubrey  G.)  40 
Lehman  Brothers  (LEH)  32 
Lippincott  &  Margulies  42 
Liquid  Audio  89 
Little  (Arthur  D )  (ADD  66 
Liz  Claiborne  (LIZ)  86 
Lloyds  TSB  154 

Long-Term  Credit  Bank  of  Japan  100 
LOT  56 

Lucent  Technologies  (LU)  49 
Lufthansa  41,  55 
Lycos  73 

IVI 


Macroeconomic  Advisers  112 

MBIA  Insurance  104 

McDonald's  (MCD)  6 

McDonnell  Douglas  41,110 

McGraw-Hill  (MHP)  151 

MCI  Communications  (MClC)  110 

Media  Metrix  73 

Medtronic  (MDf)  108 

Mercedes-Benz  (DAI)  66 

Meridian  Consulting  Group  42 

Memll  Lynch  (MER)  86,92,100,101 

Metropolitan  Life  32 

Microsoft  (MSET)  8,24.41,73,78 

Minorco  106 

Mirabilis  73 

MMS  International  (MHP)  151 
Morgan  UP)UPM)  92 
Morgan  Stanley  Dean  Witter 
(MWD)  73,  86, 108 
Morningstar  (MSTR)  145 
Motown  89 

N 


Nava  Securities  92 
Netbot  73 

Netscape  Communications 
(NSCP)  73 

New  England  Grovrth  Fund  6 
Nike(NKE)  108 
Nikko  Securities  100 
N/l  Numeric  Investors  145 
Northwest  Airlines  (NWAC)  41 
Norwest  (NOB)  92 
NSK  92 
N2K  89 
Nuveen  108 


Omnia  Group  12 
Origen  Therapeutics  44 
Otter  Tail  Power  (OHR)  48 


PanAm  49 

Paribas  101 

PepsiCo  (PEP)  108 

Peregrine  Investments  Holdings  32 

PetroFina  8 

Pfizer  (PEE)  86 

Philips  Electronics  (PHG)  42 

Phillips  Petroleum  (P)  92, 96 

Phoenix  Technologies  24 


FolyGram  89 
Price  Waterhouse  41,53 
Primark  Decision  Economics  IK 
Pnncipal  Group  102 
Procter  &  Gamble  (PC)  92 
Proton  92 

Prudential  Insurance  102 
Prudential  Securities  92 


s 


Regent  Pacific  Group  92 
RelevantKnowledge  73 
Remarketing  Scp;ices  12 
Renaissance  Technomic  92 
Rite  Aid  (RAD)  86 
Rittenhouse  Financial  Services 


Sabena  41 
Salim  92 
Salomon  Smith  Barney  (TRV)  81 
102 

Samsung  54, 92 
SanwaBank  100 
Sara  Lee (SEE)  110 
Sears (S)  49 
Securities  Data  101 
Seoulbank  54 
SMK  Securities  106 
Societe  Generale  101 
Softbank  49 

Software  Productivity  Research 
Sony  (SNE)  42, 89 
Sprint  (EON)  6 
SPX  49 

Standard  8,  Poor's  (MHP)  104 
Starwave  78 
Stora  57 

Sumitomo  Bank  100 
SunAmerica  (SAD  144 
Sun  Microsystems  (SUNW)  92 
Swissair  41 
Swiss  Bank  101 


r 


Tele-Communications  (TCOM) 
Texaco  (TX)  84 
Texas  Instruments  (TXN)  154 
Thai  Danu  Bank  Public  92 
3Com  (COMS)  92 
Tiffany  106 

Time  Warner  (TWX)  73,86 
Tishman  Speyer  Properties  86 
Toho  Mutual  Life  Insurance  92, 
Toshiba  73 

Toyota  ffOYOI)  66, 100 
Tripod  73 

Tyson  Foods  (TYSN)  92 
U 


Unilever  (IJI)  154 
Union  Bank  of  Switzerland  lOi 
Union  Pacific  (UNP)  46, 41 
Unisys  (UlS)  110 
United  Airlines  (UAL)  41 
Universal  89 
UPS  112 


Vanguard  Group  145 
\^acom(VIA)  12,78 
Volkswagen  (VU<AY)  145 

W 


Wal-Mart  Stores  (WMT)  106 
Walt  Disney  (DIS)  6,  73. 78 
Warner  Bros  (TWX)  78 
Warner  Music  {TWX)  89 
Wells  Fargo  (WFC)  92 
Western  Atlas  ((WAD  84 
WhoWhere'  73 


Yahoo'  (YHOO)  73 
Yamaichi  Securities  92, 100 


Zacks  Investment  Research  8 
Ziff  Davis  Publishing  49 
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Lvestment  Figures  of  the  Week 


S&P  500 

eb.    Aug.    Feb.    feb.  12-18 


1040 
1032.06 


-1010 


l-week  change 
+1.2% 


IMMENTARY 

bulous  February:  U.S.  stocks 
B  on  one  heck  of  a  winning 
^eak.  On  Feb.  18,  tlie  Dow 
)sed  at  8451.1,  the  sixth  new 
gh  in  a  row.  The  S&P  500 
ock  index  looked  equally 
lart,  at  1032.1,  also  its  sixth 
w  high  in  as  many  days, 
lall-  and  mid-cap  stocks  are 
mbing  as  well,  but  tiiey  can't 
ep  up  with  the  blue  chips. 
;lping  stocks  were  economic 
jicators  that  depict  a  slowing 
onomy  and  lower  interest 
tes.  Looking  abroad,  Euro- 
an  stocks  rallied  along  with 
e  U.S.,  while  Asian  and  Latin 
nerican  markets  stumbled. 


TREASURY  BOND  INDEX 

eb.    Aug.    Feb.    Feb.  12-18 


:1650 
E  1637.56 
-1625 


2-week  change       1  -week  change 
■8.1%  +0.3% 

:  Bloomberg  Financial  Markets 

S&P  500'*  flSHU.S  Diversified  BKAIIEQuity 
3ek  total  return         52-week  total  return 


U.S.  MARKETS 

Latest 

%  change 
Week  Year 

Dow  Jones  Industrials 

8451.1 

1.6 

20.4 

NASDAQ  Combined  Composite 

1715.7 

0.4 

25.6 

con  iiivjf^nn  Jinn 

S&P  MidCap  4DD 

346.6 

1.1 

28.8 

COD  OmnllPnn  Cnn 

s&r  smaiiuap  buu 

190.0 

0.9 

27.8 

S&P  SuperComposlte  1500 

221.4 

1.2 

27.2 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

322.8 

0.4 

29.3 

S&P  Financials 

124.1 

1.8 

29.5 

S&P  Utilities 

231.8 

1.2 

16.3 

PSE  Technology 

329.4 

1.1 

22.4 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5723.4 

2.1 

31.3 

rr3nKTun  IUAA) 

4628.8 

0.9 

43.1 

1  C  CIO  Q 

-3.4 

-10.7 

Unna  Knntr  /Manor  Cpiia^ 
nUllg  nuilg  Vndtig  oCllg^ 

1 0  67 1  0 

-1.1 

-18.6 

Tnrnntn  fTQP  '^nfl) 

loroniu  yi^L  ouu/ 

0.0 

11.1 

Mexico  City  (IPC) 

4550.2 

-3.8 

17.4 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.51  % 

1 .49  % 

1.78% 

S&P  500  P/E  Ratio  (Last  12  mos. 

26.1 

25.8 

21.4 

S&P  500  P/E  Ratio  (Next  12  mos. 

1*  20.1 

20.0 

17.2 

First  Call  Earnings  Revision* 

-3.43  % 

-4.18%r 

-0.34% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

929.6 

925.0 

Positive 

Stocks  above  200-day  average 

66.0% 

67.0% 

Neutral 

Options:  Put/call  ratio 

0.55 

0.51 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.58 

1.59 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Defense  Electronics 
Manufactured  Housing 
HMOs 

Machine  Tools 
Medical  Prods.  &  Supps. 


23.6  Specialty  Appar.  Retailers  81.0 

21.7  Manufactured  Housing  77.6 
21.4  Airlines  74.1 
20.1  Specialty  Retailers  62.4 
16.7  Genl.  Merchandise  Chains  61.7 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Tobacco 

Hospital  Management 
Pollution  Control 
Dil-Well  Equip.  &  Svcs. 
Domestic  Oil 


-6.3 
-2.2 
-1.8 
-1.0 
-0.5 


Engineering  &  Constr. 

Shoes 

Metals 

Gold  Mining 

Photography/Imaging 


-40.4 
-40.3 
-40.1 
-35.2 
-27.7 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

AT&T 

63^8 

-1  "/IB 

IBM 

102 

Wells  Fargo 

324  V2 

-5V4 

Sun  Microsystems 

445/8 

-2^16 

American  Home  Products 

89 

-5V4 

Gillette 

IO2V16 

-1  V16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strengtti 

Price 

1-month 
change 

Microsoft 

154^8 

16^16 

Cisco  Systems 

64 '^16 

5'/l6 

Intel 

84^/8 

8% 

Oracle 

25^8 

53/8 

WorldCom 

38 

6V2 

Applied  Materials 

36% 

5  5/8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.16 

5.16 

4.96 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.18 

5.20 

5.11 

assuming  a  ii/o  tederai  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.09 

5.08 

5.01 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.26 

5.27 

5.46 

GENERAL  OBLIGATIONS 

4.28% 

4.33% 

4.86% 

4.91% 

10-YEAR  TREASURY  NOTES 

5.48 

5.56 

6.30 

PERCENT  OF  TREASURIES 

78.11 

77.75 

83.34 

84.01 

30-YEAR  TREASURY  BONDS 

5.83 

5.84 

6.57 

TAXABLE  EQUIVALENT 

6.20 

6.28 

7.04 

7.12 

LONG-TERM  AA  INDUSTRIALS 

6.46 

6.50 

6.99 

INSURED  REVENUE  BONDS 

4.41 

4.44 

5.08 

5.11 

LONG-TERM  BBB  INDUSTRIALS  6.91 

6.96 

7.39 

PERCENT  OF  TREASURIES 

80.48 

79.73 

87.11 

87.43 

LONG-TERM  AA  TELEPHONES 

6.74 

6.76 

7.27 

TAXABLE  EQUIVALENT 

6.39 

6.43 

7.36 

7.41 

EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Laggards 

Four-week  total  return  % 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


DFA  tapanese  Small  Co.        22.9  Matthews  Korea  I 

DFA  Pacific  Rim  Small  Co.      1 8.2  American  Heritage 

Montgomery  Gl.  Communic.  R  16.6  Prudent  Bear 

U.S.  Global  Inv.  China  Reg.     15.6  Wright  EquiFd.-Mexico 

Tocqueville  Intl.  Value         14.7  Lexington  Troika  Russia 


Leaders 

52-week  total  return 


Laggards 

52-week  total  return 


-13.6 
-12.0 
-11.3 
-6.2 
-5.5 

% 


Technology 
Pacific/Asia  ex-Japan 
Europe 

Precious  Metals 
Unaligned 

Leaders 

52-week  total  return 


8.4  Real  Estate 

6.4  Natural  Resources 

6.3  Utilities 

6.1  Latin  America 

5.6  International  Hybrid 


Laggards 

52-week  total  return 


-1.1 
1.5 
1.7 
2.1 
2.2 

% 


1:  Morningstar,  Inc. 


Munder  Micro-Cap  Eqty  Y 
Fidelity  Sel.  Air  Trans 
Delaware  Aggressive  Gr.  A 
Fidelity  Select  Retailing 
Janus  Special  Situations 


59.4  Matthews  Korea  I  -59.7 
54.2  U.S.  Global  Investors  Gold  -58.6 
51.8  Midas  -58.5 
50.8  Bull  &  Bear  Gold  Investors  -56.6 

49.5  Invesco  Strategic  Gold  -56.2 


Financial 
Communications 
Unaligned 
Small-cap  Value 
Mid-cap  Value 


34.5  Precious  Metals  -40.7 

30.8  Pacific/Asia  ex-Japan  -38.3 

28.8  Diversified  Pacific/Asia  -26.5 

27.4  Diversified  Emerging  Mkts.  -16.3 

25.5  Japan  -7.7 


ata  are  as  of  market  close  Wednesday,  Feb,  18,  1998,  unless  otherwise  indicated,  industry 
H  include  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Feb.  17.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  tigures@businessweek.com.  r=revised  ''Vanguard  Index  500  Fund 
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Editorials 


PANIC  IN  THE  YEAR  2000 


For  the  economy,  the  Year  2000  software  problem  has  al- 
ready anived.  The  good  news  is  that  the  pell-mell  race  to 
fix  the  Y2K  bug  is  pumping  up  capital  spending  and  tightening 
the  job  market  for  any  college  kid  who  can  write  code.  The 
bad  news  is  that  fixing  the  first-ever  global  glitch  in  infor- 
mation technology  will  take  half  a  percentage  point  off  gross 
domestic  product  growth  in  2000,  reduce  productivity  gi-owth, 
and  raise  inflation  (page  92).  But  that's  under  a  best-case  sce- 
nario. Odds  are,  given  the  enormous  complexity  of  the  prob- 
lem, the  economic  impact  will  be  worse.  For  individual  com- 
panies and  government  agencies,  such  as  the  Internal 
Revenue  Service,  the  situation  could  be  a  disaster. 

Coi-porate  America  has  no  excuse  for  taking  so  long  to  face 
Y2K.  The  enoiTnity  of  the  problem  has  been  known  for  years. 
There  are  40  years  of  software  "out  there,"  made  up  of  bil- 
lions of  lines  of  code  spread  over  different  programming  lan- 
guages, operating  systems,  databases,  and  hardware  plat- 
forms. It  isn't  enough  for  a  corporation  to  debug  its  own 
software.  It  must  synchronize  with  all  its  vendors,  suppliers, 
and  customers  in  eveiy  town  and  village  in  eveiy  country 
around  the  world.  Not  only  must  the  changes  be  made,  they 
must  be  made  in  exactly  the  same  way.  Or  computers  will 
crash.  If  a  small  regional  German  landesbank,  for  example, 
chooses  a  different  method  to  solve  its  Y2K  problem  than,  say. 
Citibank,  then-  computer  systems  could  conoipt  each  other  as 
the  banks  trade  cuiTencies.  Ditto  for  a  Taiwanese  mother- 
board manufacturer  that  supplies  Dell  Computer  or  Com- 
paq Computer. 

The  complexity  of  the  Y2K  problem  boggles  the  mind, 
which  is  perhaps  why  Washington  has  been  so  slow  to  deal 
with  it.  The  General  Accounting  Office  reports  that  16  of  27 


major  government  agencies  are  planning  to  complete  the  ( 
bugging  of  critical  softwai'e  by  November  or  December,  19!| 
That  leaves  only  weeks  for  cnacial  testing  of  extremely  co  ( 
plex  computer  systems  and  almost  guarantees  breakdowij 
Some  60  senior  corporate  executives — from  companies  i 
eluding  Texas  Instraments,  Unilever,  Ford,  Bombardier,  a) 
Lloyds  TSB  Banking — recently  warned  President  Clinton  aj 
the  Prime  Ministers  of  Britain  and  Canada  that  govemmej 
failui'e  to  solve  Year  2000  problems  could  produce  "delaysij 
welfare  payments,  the  triggering  of  financial  chaos  by| 
breakdown  in  revenue  collection  and  debt  management,  a| 
malfunctions  in  the  air  traffic  control  and  defense  system;! 

Dealing  with  the  Y2K  bug  is  already  bending  the  U.| 
economy  out  of  shape.  An  amiy  of  software  writers  is  bi} 
fixing  old  programs  instead  of  developing  new  ones,  hurti| 
productivity.  An  army  of  attomeys  is  getting  ready  to  stepi 
to  cash  in  on  Year  2000  liability  when  computers  start  craj 
ing.  Real  wages  in  the  management  consulting  and  accoimt| 
businesses  are  rising  at  a  fast  clip,  pulling  up  the  national  | 
erage.  But  if  the  Federal  Reserve  tightens  monetary  policy! 
1998  or  1999  to  battle  wage  inflation,  it  risks  tipping  ij 
economy  into  recession  later,  at  its  most  Y'2K  vulnerable.  ; 

The  Y2K  shock  is  probably  the  first  of  many  new  and  ^ 
expected  high-tech  jolts  that  will  hit  the  economy  in 
decades  ahead.  This  one  is  entirely  predictable  and  sho| 
have  been  totally  manageable.  Yet  it  was  not.  That  should  i 
a  warning:  As  the  U.  S.  shifts  from  an  industrial  to  an  inlfc 
mation-based  economy,  technology  is  likely  to  affect  gi'o\| 
and  the  business  cycle  as  much,  if  not  more,  than  more  I' 
miliar  variables.  In  the  New  Economy,  the  business  cyckfe 
the  child  of  innovation  and  product  development. 


WE  DON'T  NEED  CONTROLS  ON  GLOBAL  CAPITAI 


Is  the  Asian  financial  crisis  actually  a  crisis  of  global  capi- 
talism? To  a  gi-(jwing  choras,  including  Japan's  Vice-Minis- 
ter of  Finance  Eisuke  Sakakibara,  hedge  fund  manager 
George  Soros,  and  Malaysia's  Prime  Minister  Mahatu;  the  an- 
swer is  "yes."  They  believe  there  is  a  need  for  a  new  "ar- 
chitecture" of  global  financial  institutions  to  govern  capitalism 
today.  They  argue  that  globalization  has  unleashed  uncon- 
trollable amounts  of  capital  that  swamp  national  economies, 
destroying  growth  and  jobs  in  their  wake.  Bolstering  the 
Internatitjnal  Monetary  Fund  is  necessaiy  but  not  sufficient. 
New  institutions,  laws,  and  taxes  must  be  created  to  tame 
global  capital. 

We  don't  think  so.  The  ti-uth  is  that  Asia's  command-and- 
control  economic  systems  were  able  to  harness  double-digit 
savings  rates  to  generate  liigh  growth  rates  for  nearly  three 
decades.  Poverty  was  cut  dramatically.  It  came  to  a  halt  in 
Asia  because  the  connpt,  hiei-archicai  economies  could  no 


longer  efficiently  allocate  capital,  whether  internally  genei', 
or  fi'om  ovei'seas.  The  Korean  chaebol  or  the  Southeast  A 
family  conglomerates  overborrowed  to  build  overcapacit  - 
cause  they  received  cheap  financing  from  politicians  oi-  i 
fives.  Even  now,  the  chaebol  are  getting  subsidized  li 
fi'om  fi-iendly  Korean  banks  to  hang  on  to  uncompetitive  p 
erations  (page  54). 

A  new  global  financial  architecture  will  not  solve  tl 
problems.  Global  capital  should  be  free  to  move  but  musi 
made  to  pay  for  its  mistakes.  One  lesson  the  Asian  c  i 
teaches  is  that  capital  flowed  to  Indonesia,  Thailand, 
Korea  regardless  of  obvious  risk. 

Painful  as  it  is,  the  Asian  crisis  is  acting  as  a  solvent  hv 
ing  down  authoritarianism  in  one  country  after  another.  ' 
making  markets  more  flexible  and  robust,  societies  moi\ 
mocratic.  Global  capitalism  is  doing  what  it  has  done  for 
turies — destroying  the  old,  creating  the  new.  It  is  not  in  ci 
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FROM  EMPLOYEE  BENEFITS  TO 
INVESTMENT  MANAGEMENT 


MetLife  Employee  Benefits  And  Investment  Products  / 
Helping  Millions  of  Americans  Become  Financially  Sec 


Serving  Businesses  Of  All  Sizes 


Voluntary  Benefits  Group 


•  One  source  to  meet  employee  needs 

•  Eases  administrative  burden 


■  U5ER-FRIENPLY  EMPLOYEE  COMMUNICATIONS 


ivestment  Capabilities'^-"' 

Domestic  Equity 
Value 
Growth 
Small  Cap 

Domestic  Fixed  Income 
Short  Term 
Long  Term 
High  Yield 

International  Equit\' 

International  Fixed  Income 

Real  Estate 


#1  in  Group  Life* 


A  leader  in  managed 


Quality  Service, 
Better  Value 


Disci  ility 

benefits 


GET  MET.  IT  pays: 

1-800-MetLife 


Contact  voLir  broker,  insurance  consultant,  or  MctLilc  account 
represtntati\  c  and  ask  about  MetLife  for  business. 


i  401  (k)  Group  Dental,  Disability,  Life,  Vision,  Long-Term  Care,  Auto  &  Homeowners  Insurance  : 
:  •  Investments  &  Asset  Management  •  Voluntary  Benefits  : 

/volume  m  force  as  of  12/31/96.  BestWcek,  Life/He.ilrh,  6/30/97.  **Gi  ■oiip  msiir.incc  piojucrs  .ind  annuities  issued  by  Metropolitan  Lite  Insurance  Company. 
:o  8d  Homeowners  Insurance  underwritten  b\'  Metropolitan  Property  and  Casualty  Insurance  C  ompany  and  Attiliates,  Warwick,  Rl.  ***Investment  management 
'ices  provided  by  Metropolitan  Lite  Insurance  ("ompan\-,  State  Street  Research  &  Management  (  ompany,  or  affiliated  companies. 

708SAC-ML1C-LD  ©  1997  Metropolitan  Lite  Insuiance  Co.  N>'.  N^'  '  I'LANUTS  ©United  Feature  Syndicate,  In. 


Well-equipped  from  ■-21,855* 


You're  looking  at  the  new  benclimark  of  spacious  automotive 
design. The  all-new  Chrysler  Concorde.  A  car  that  separates 
Itself  from  other  large  edans  with  its  spirited  performance 
and  sleek  design.  In  the  :  Xi.  for  example,  power  is  supplied 


in  abundance  by  the  all-new,  all-aluminum  3.2  litei 
engine  that  delivers  225  horsepower  with  betteru 
ciency  "  than  its  predecessor.  The  Chrysler  Concorc^'  ib 
equipped  with  a  four-wheel  independent  suspensioj,a 


■  Base  MSRP  (Concorde  LX)  includes  destination,  excludes  lax  "1998  MY  EPA  est  mpg  (LXi  model)  1 9  city,  29  hwy 
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ThINGS  they  never  tell  you  when  you  buy  ENTbR? 


4+ 


Want  to  make  a  change? 
Go  ahead,  try  to  run  with  it. 


So,  you  have 
with  most  en^ 
for  programmer 
Sound  Uke  as 
And  the  soft^ 
ends  up  slow^' 
With 
designed  to  c  ■ 
creatiTi 


hange  your  tec 


[y 


...   _     .:oftware  works  across  key 
\S/400 — even  the  Internet. 
■     "^'-11  only  need  to  do  it  once, 
ugh  to  react  to  any  opportunity, 
'  '  erprise  software  ought  to  be. 
■■27-5333  or  visit  www.jdedwards.com. 

IPEdwards 


Enterprise  Software 


Source  Company.  All  other  product  names  used  are  trademarks  or  registered  trademarks  of  their  respective  owners,  - 
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EDITED  BY  ROBERT  NcNATT  &  LARRY  LIGHT 


ASIAN  FLU 


A  PROTECTIONIST  CHANGES  HIS  STRIPES 


HERE  ,S   A    CONCEPT  FOR 

you:  Dick  Gephardt  as  poster 
boy  for  imf  bailouts.  Al- 
though he's  considered  the 
most  prominent  protectionist 
in  the  House,  Mi- 
nority Leader  Gep- 
hardt now  backs 
passage  of  the  $18 
billion  aid  package 
for  the  Interna- 
tional Monetary 
Fund. 

He  is  working 
closely  with  Ti'ea- 
sury  Secretary 
Robert  Rubin  to 


But  those  differences  have 
been  pushed  aside.  Rubin 
now  calls  Gephardt  "a  key 
leader  in  helping  to  forge  a 
bipartisan  consensus  on  this 
important  issue." 

Why  the  change 
of  heart?  Gephardt 
believes  an  Asian 
collapse  will  hurt 
U.  S.  job  growth. 
He  also  wants  to 
shed  his  protection- 
ist label  and  broad- 
en his  base  for  a 
possible  Presiden- 
tial race.  So  he  vnll 


pass  the  bill,  which  PRO-IMF:  (ie/jiKi  rdt  talk  about  the  issue 


is  designed  to  help 
the  IMF  jjrevent  an  Asian  fi- 
nancial meltdown.  In  the 
past,  Rubin  and  Gephardt 
have  clashed  over  trade  is- 
sues such  as  the  NAFTA  deal. 


on  Mar. 


to  the 


Council  on  Foreign  Relations. 
Then  he'll  head  to  Wall 
Street  and  urge  business 
leaders  to  lobby  on  the  IMF's 
behalf.   Richard  S.  Dunham 


VOX  POPULI 

A  NATION  OF 
HAPPY  FACES 


WHO  s  WRiN(;iN(;  their 
hands  over  the  fallout  from 
Asia  and  other  potential  eco- 
nomic i^'oblems?  Not  the 
average  American.  Increas- 
ingly, folks  say  they're 
l)leas('(l  with  the  economy's 
recent  |)erf()rmance  and  ai'e 
()]jtiniist  ic  about  the  future, 

PERCENT  OF  PEOPLE  SAYING 
THE  ECONOMY  HAS: 
IMPROVED 


■  SEPT  '97 

■  FEB. 'SB 


STAYED  THE  SAME 


Om  BUSiNrSSWUVHARRISPOU 

according  to  a  survey  of 
adults  by  Louis  Harris  & 
Associates  for  hi'siness 
week. 

The  poll,  taken  I-'eb.  l«-2:5, 
found  that  45%  felt  the  econ- 
omy had  improved  during  the 


past  12  months.  When  peo- 
ple were  asked  the  same 
question  back  in  September, 
only  28%  of  them  said  that 
it  had  improved. 

While   many  economists 
predict  a  slowdown  later  in 
1998,  Americans  feel  things 
will  continue  to  go  swim- 
mingly. Peering  ahead,  30%' 
in    the    February  survey 
thought  the  economy  wiW  im- 
prove and  58%  said  it  would 
stay  the  same,  which  is  to 
say  pretty  good.  Those 
sanguine   numbers  are 
similar  to  the  way  folks 
saw    the    future  five 
months  ago. 

Personally,  Americans 
believe  that  they  are  do- 
ing veiy  well.  An  impres- 
sive 51%  of  those  sur- 
veyed e,xi)ect  that  their 
families  to  be  better  off  fi- 
nancially  in   the   next  12 
months.  Only  7%'  preflicted 
that  their  families  would  be 
worse  off,  with  the  rest  say- 
ing their  fortunes  would  re- 
main the  same.  □ 


TALK  SHOW  ui  think  I  can  do  business  with  him.  And  I 
think  he  was  serious. 5? 

— U.N.  Secretary  General  Kofi  Annan,  on  his  agreement  with 
Saddam  Hussein. 


THE  DEAL  MILL 

SMITHKLINE:  OLDER, 
WISER-AND  POORER 

WHEN  CORPORATIONS  DON'T 

get  hitched,  it  can  cost  a 
bundle.  Twice,  within  less 
than  a  month,  SmithKline 
Beecham  has  had  second 
thoughts  at  the  altar,  as 
merger  proposals  with 
American  Home  Products 
and  then  Glaxo  Wellcome 
fell  through.  The  failed 
courtships  w\\\  cost  the  com- 
pany, and  its  investment 
bankers,  millions. 

In  the  latest  breakup, 
SmithKline  and  Glaxo  may 
have  lamg  up  as  much  as  $32 
million  in  banking,  legal,  and 
public-relations  fees,  estimates 


BITTER  PILL: 

Fees  un  realized 

Britain's  Acqm 
sitions  Monthl% 
But  the  bigges 
losers  are  the  ir. 
vestment  bank 
that  worked 
the  deal.  Morgan  Stanley 
Dean  Witter,  Discover  repn 
sented  SmithKline  Beechan 
while  Lazard  Freres  advise 
Glaxo.  By  some  industry  est 
mates,  those  two  firnis  migl 
have  earned  $160  million 
fees  had  the  merger  gon 
down. 

The  bankers  involve 
won't  comment  on  the  recon 
but  one  close  to  the  tall* 
says:  "Some  advisers  are  dei 
perate  to  do  deals,  but  thos 
who  try  to  retain  a  measiu 
of  objectivity  try  not  to  fon 
people  to  do  deals  again 
theii'  wishes."  Tr-anslation:  It 
more  important  to  retain  tl 
confidence  of  a  lucrative  cliel 
than  to  consummate  a  de; 
And  $32  million  ain't  chunr 
change.  Stanley  Ret 


SOFTWARE  HARDBALL 


NOT  YET  CLEARED  FOR  TAKEOVER 


WILL  NATIONAL  SECURITY 
concerns  doom  Computer 
Associates  Inter-national's  $9 
billion  hostile  bid  for  Com- 
puter Sciences  Corp.?  cs{ 
consults  for  the 
Pentagon,  ciA,  and 
National  Security 
Agency.  A  healthy 
chunk  of  its  $1.1 
billion  in  defense 
woi'k  is  classified. 

But  a  foreign 
national,  Walter' 
Haefnei-  of  Zurich- 
based  Car-eal  Hold- 
ing, holds  a  23% 
stake  in  CA,  ac- 
knowledges  the  company,  esc 
lawyer-s  ar'e  studying  whether' 
his  owner-ship  might  endan- 
ger some  of  its  eyes-only 
business  under  Pentagon 
rules  that  r-estrict  security 
clear'ances  for  foreign-owned 


MIFFED:  (W's  Wttug 


fir'ms.  "For-eign  ownersh 
will  clear'ly  trigger  nation 
security  reviews,"  says  ,]am 
McAleese,  a  defense  indust: 
lawyer 

Haefner's  sta! 
may  not  bar  t! 
ileal,  though.  Cor 
puter  Associat 
says  that  he  is  on 
a  passive  invest( 
And  Charies  War 
chair-man  and  Cl 
of  CA  notes  th 
it  is  a  1  r  e  a  c 
cleared  for  sor 
classified  busini 
anyway.  CSC  h| 
hauled  its  foe  into  court 
stop  the  mer-ger-.  Now,  a: 
fur-ther-  national  security 
view  could  cause  further  d 
lay.  As  for-  Wang,  he  says  t| 
security  issue  "is  just 
smokescr-een."     Stan  Cro\ 
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document 


You 


^ork  on  a  Pc. 


L 


Somebody  has  to 
them  togeth 


er. 
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X 


You  work  in  a  digital  world.  But  the  paper 
world  hasn't  gone  away.  You  still  print  your 
documents  and  copy,  fax,  scan  and  distribute 
them.  The  problem  is,  managing  your  docu- 
ments as  they  go  from  screen  to  paper  and 
back  can  really  slow  your  office  down. 

The  Xerox  Document  Centre  can  change 


all  that.  Scanning  at  30  pages  per  minute,  you 
enter  documents  into  PC  files.  Then  you  can 
revise  them  and  print,  staple  and  collate  without 
leaving  your  desk.  It  makes  going  from  digital 
to  paper  a  lot  more  productive. 

To  learn  more,  go  to  www.xerox.com/new, 
or  just  call  1-800-ASR-XEROX,  ext.  319. 
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SLUGFESTS 


DRAWN  &  QUARTERED 


THIS  TIME.  THE  EMPIRE  MAY  STRIKE  OUT 


IN  THE   CORPORATE  WORLD, 

George  Lucas  is  something  of 
a  Darth  Vader.  No  one 
drives  a  harder  deal  for 
rights  to  the  characters  he 
creates.  But  after 
strong-arming 
toymakers  into 
a  pair  of  rec- 
ord-breaking 
deals,  Lucas 
is  feeling  the 
dark  side  of 
the  Force. 

Last  year,  he 
sought  bids  for  rights 
to  mai'ket  toys  based  on  his 
next  three  Star  Wars  Alms. 
By  offering  Lucas  equity  on 
top  of  royalty  pajTnents,  Has- 
bro and  Galoob  Toys,  the  cur- 
rent licensees,  won.  But  along 
the  way,  Galoob  neglected  its 
other  big  licenses,  including 
Me7i  in  Black  and  National 
Football  League  figures.  All 
flopped,  says  Gan*  Jacobson, 
an  analyst  at  Jeffries  &  Co. 


As  a  result,  Galoob's  stock 
fell  to  about  $8.30  a  share 
from  .$24,  making  Lucas'  war- 
rants to  buy  20%  of  the  com- 
pany at  S15  a  shai'e  worthless. 
And  Galoob,  now  in 
the  red,  has  run 
through  most  of 
its  cash.  So  it 
most  likely 
will  borrow 
.$40  million  for 
the  first  in- 
stallment of  a 
.$140  milhon  roy- 
alty fee.  The  question 
is  whether  it  can  secure  a 
loan  by  Memorial  Day,  1999, 
when  the  first  of  the  new  Star 
Wars  movies  opens.  Its  lender, 
Bankers  Trust,  has  already 
walked  away. 

So  for  of  all  his  tough 
bargaining,  in  the  end,  Lu- 
cas may  wind  up  with  little 
to  collect  from  Galoob.  Nei- 
ther he  nor  Galoob  would 
comment.    Kathleen  Morris 


OVER  THERE 

I  HOPE  THE  PARKING 
METERS  TAKE  VISA 

IF  Y(ju  want  to  <v.e  a 
cashless  society,  go  to  Bel- 
gium. Thanks  to  a  strike  by 
armored-car  guards — just 
ending  after  six  weeks — hard 
currency  has  been  in  short 
supply.  ATMs  sported  "Out  of 
Money"  signs,  and  cabbies 
and  restaurant  owners  com- 


CASH  CRISIS:  Arm orerf- 

car  guards  on  strike 

plained  about  too  many 
charge  cards.  "Vaca- 
tioners couldn't  get 
cash,  either,"  says 
Viviane  Huybrecht  of 
Kredietbank. 

The  unhappiest  Bel- 
gians were  those  in  the 
undergi'ound  economy. 
With  the  countrj''s  high 
tax  rates,  a  lot  of  busi- 
ness, such  as  construc- 
tion work,  is  handled  on  a 
cash  basis  to  avoid  tax  coUec- 
toi-s.  A  Kredietbank  customer, 
says  Huybrecht,  became  furi- 
ous when  he  couldn't  cash  a 
.$1.5,000  money  order.  "He  lat- 
er admitted  the  money  came 
from  black-market  work,"  she 
says.  If  the  man  deposited  the 
funds,  he  risked  pacing  taxes 
on  them.  Too  bad  the  stiike  is 
ending.  The  government 
might  have  finally  found  a 
way  to  make  its  citizens 
honest.       William  Echikson 


PRODUCT  PEEK 


PACKING  HEAT-AND  A  BIG  WHEEL,  TOO 


CAN  SMITH  &  WESSON  MAKE  A 

high-caliber  bike?  The  pistol 
maker  is  gunning  to  be  a  big 
wheel  by  introducing  its  ovm 
police  bicycle.  But  the 
response  from 
cycle  cops  has 
been  less  than 
arresting. 

"My  initial  re- 
action was,  'Wliat 
does  Smith  & 
Wesson  know 
about  bikes?" " 
says  Sergeant 
Tom  Northfell  of  S&W:  Nou 
Chicago's  21-offi- 
cer  Police  Bicycle  Patrol 
Unit,  which  uses  rival  Trek, 
s&w,  for  instance,  fh'st  used 
cheaper  paits,  but  found  they 
wouldn't  hold  up  and  has 
since  upgi'aded  them. 


s&w  has  sold  about  300  co] 
bikes  since  .Januaiy — ^but  vntl 
only  passing  help  from  biki 
maker  Murray  Ohio  Manufac 
turing,  also  owned  by  Britisl 
concern  Tomkin 
PLC.  Aside  fron 
providing  entre^ 
to  parts  makers 
"They've  don^ 
nothing  for  me  o: 
the  bicycle  line, 
says  s&w  exe 
David  Sargeanl 
But,  he  adds,  s&^ 
didn't  mind  to 
much:  Murra 
makes  lots  of  kids'  bikes 
evoking  images  of  pin 
frames  and  flowered  basket; 
And  that,  notes  Sargeant,  i 
just  not  how  cops  se 
themselves.    Roy  Furchgo 


into  bikes 


THE  BIG  PICTURE 


SEED  MONEY  IS  SPROUTING  venture  capital 
investing,  a  wasteland  in  the  early  1990s,  is  bloom- 
ing anew.  VC  funds,  which  invest  in  fledgling 
businesses  in  return  for  an  equity  stake,  have 
become  so  popular  that  the  average  fund  grew  to 
k  $89  million  last  year,  from  $12  million  just  one 
^  ^''^VN       year  earlier 


1 


VENTURE 
CAPITAL 
RAISED 


r9 


\ 


'91  '92  '93  '94  '95  '96  '97 
BILLIONS  OF  DOLLARS 


FOOTNOTES  Employees  who  leave  their  jobs  because  they  don't  like  the  company:  20%;  those  who  leave  for  more  money:  63  %| 
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Introducing 
the  network  copier 
designed  to 
be  purcliased  by 
IS  directors. 


The  Xerox  Document  Centre  family  of  digital 
copiers  totally  redefines  what  a  copier  is. 
They  run  on  the  network.  Driven  l)y  power- 
ful CentreWare  network  software,  these 
copier/printers  let  workgroups  print,  fax, 
collate,  staple  and  control  scanning  from 
their  desktops. 

It  is  network  technology  that  any  IS 
director  can  appreciate.  It  not  only  gives 
users  new  productivity,  it's  also  easy  to  install 


on  the  network  and  offers  the  hassle-free 
performance  of  a  laser  printer. 

What's  more,  Xerox  CentreWare  Internet 
Services  extends  CentreWare  capahilities  to 
the  Internet  and  corporate  intranets,  for 
point-and-click  access  to  network  printing, 
faxing,  scanning,  and  device  status-all  via 
their  standard  Web  browsers. 

To  learn  more,  call  1-800-ASK-XERO.X,  ext  317. 
Or  go  to  www.xerox.com/new. 


Netuork 

The 
Document 
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Document  Company,'  the  diyital  X  *  Document  Centre  and  CentteWate  are  trademarks  of  XEROX  CORPORATION  In  coniunclion  witfi  Xerox'  eHorts  to  reduce  the  companys  imoact  on  the  environment.  Xero>  eouipment  includes  new,  reptocessed,  anO/ot  recovered  parts  ana  assemblies  35  DSC  380 


Together  We  Already  Advise  I  Out 
of  Every  B  Affluent  Investors. 

Together  We've  Already  Introduced  More  Countries 
to  the  US  Capital  Markets  Than  Any  Other  Firm. 

Together  We're  Already  the  First  Choice  of 
More  CEDs  to  Take  Their  Company  Public. 


"Source  PSI  Consumer  Atlluent  Market  Study.  1996.  S500K  or  more  in  investable  assets   First  time  sovereign  issues  in  the  Yankee  market    Source  Securities  Data  Co 


And  We're  Just  Getting  Started. 


Salomon  Smith  Barney 


Smith  Barney  Holdings  Inc  Salomon  Smith  Barney  is  a  service  mark  of  Smith  Barney 
y  tnc  and  Salomon  Brothers  Inc  are  affiliated  but  separately  registered  broker/dealers 


control  of  Salomon  Smith  Barney  Holdings  Inc  Salomon  Brothers  Inc  and  Salomon  K  \J\      U       ("T      r  /  ^\ 

hidings  Inc  have  been  licensed  to  use  the  Salomon  Smith  Barney  service  mark  ^  IVieniDer  01  I  TdVi^H^TSKjTOiip \ 
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ONE  AMWAY  DOUBTER 
-AND  ONE  TRUE  BELIEVER 

So  much  for  minimizing  advertising 
and  eliminating  the  middleman.  Direct- 
to-consumer,  multilevel  marketers  such 
as  Amway  Corp.  don't  seem  to  pass  the 
savings  on  to  their  agents  or  disti'ibu- 
tors,  who  are  the  prime  consumers  of 
their  products  ("Amway  II:  The  kids 
take  over,"  People,  Feb.  16). 

In  addition,  Amway  prices  are  often 
much  higher  than  those  of  similar  prod- 
ucts in  the  conventional  retail  market- 
place. Such  marketers  try  to  package 
their  goods  in  a  way  that  makes  them 
seem  unattainable  elsewhere.  They  say 
the  products  are  concentrated— so  that 
less  is  needed.  Sometimes,  they  claim 
they  contain  rai'e  ingTedients.  They  ad- 
vise customers  to  minimize  their  use  of 
the  products — but  seem  to  rely  on  use 
being  hard  to  reduce. 

P.  T.  BaniLmi  said:  "There  is  a  sucker 
born  every  minute,"  and  that's  more 
than  enough,  it  seems,  to  keep  the 
pipeline  of  new  recmits  full  for  multi- 
level mai'keting  of  evei-y  possible  stripe. 

Thomas  D.  East 
Bryn  Mawr,  Pa. 

Some  facts  you  overlooked:  You  didn't 
mention  that  Amway  had  created  more 
millionaires  and  financially  independent 
people  than  any  other  company  in  the 
U.  S.  Yes,  you  are  going  to  have  some 
people  who  don't  succeed,  but  that's 
tioie  with  any  business. 

Tlien  you  mentioned  motivation.  Most 
Americans  don't  know  what  it  is  like 
to  have  something  positive  in  then'  lives. 
It's  nice  to  be  around  winners  who  en- 
courage you  and  work  vrith  you  so  you 
can  have  an  opportunity  to  take  care 
of  your  family. 

Amway  is  not  for  eveiyone,  because 
it  requires  change.  But  for  those  who 
want  something  better  for  themselves 
and  their  families,  you  will  not  find  an- 
other business  opportimity  that  not  only 
helps  you  grow  financially  but  also  in  all 
other  aspects  in  your  life. 

Robert  Strong  III 
Bothell,  Wash. 


CORRECTIONS  &  CLARIFICATIONS 

In  "Mr.  House  finds  his  fixer-upper"  (People, 
Feb.  2),  we  misnamed  Petrus  Williams,  net- 
working director  at  DreamWorks  SKG. 

"Warp  speed  ahead"  (Information  Technol- 
ogy, Feb.  16)  should  have  stated  that  most 
cable-modem  users  can  send  data  back  to 
the  Internet  over  cable  systems.  Also, 
cable  data  services,  such  as  ©Home 
Corp.,  offer  PC  users  transmission  speeds 
of  up  to  384  kilobits  per  second  from  their 
PCs  to  the  Internet. 
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Your  article  on  Dow  Jones  &  Co, 
new  global  business  television  allian(|i!i 
with  NBC  characteiized  the  deal  as  "11  k 
tie  examined"  ("Dow  Jones:  Briglio 
lights,  big  mistake,"  News:  Analysis 
Commentaiy,  Feb.  23).  In  fact,  had  yol 
checked,  you  would  have  found  receilin 
discussions  of  the  aUiance  in  reports  h  iii 
three  of  the  analysts  who  cover  Dofit 
Jones. 

Here  is  what  the  analysts  have  saile 
Steven  N.  Barlow  of  cs  First  BostcM 
vvTote:  "We  applaud  the  joint-ventui^ 
arrangement."  In  addition,  Liauren  Ric 
Fine  of  Merrill  Lynch  &  Co.  called  it  ' 
logical  step"  and  said  that  the  de; 
"makes  enormous  sense.  Value  beir 
surfaced."  Susan  L.  Decker  of  Donah 
son,  Lufkin  &  Jem-ette  Inc.  termed  tlfj 
deal  "value-enhancing"  for  Dow  Jonein 
"The  alliance  is  stnictui'ed  as  a  50-i_ 
joint  venture,"  she  noted,  "with  Dot's 
Jones  receiving  fully  half  of  the  ec  lii 
nomic  benefits  (despite  less  than  100 
ownei-sliip  of  abn  and  ebn).  The  alliani  fa 
should  substantially  improve  distrib  ig 
tion  and  promotion  capabilities."  t.- 

A  postscript:  Your  stoiy  raised  tl  n 
question  of,  but  didn't  address,  Do'i! 
Jones's  gi'owth  strategy.  You  were  toll!;,: 
but  didn't  tell  readers,  that  a  key  coiiL 
ponent  of  that  strategy  is  Dow  Jon  in 
Indexes — the  du-ect  competitor  of  a  ui  ipi! 
 L,' 
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'  McGraw-Hill  Companies,  your 
ler. 

Richard  J.  Tofel,  Vice-President 
Corporate  Communications 
Dow  Jones  &  Co. 
New  York 

LS  BUSY  SCHEDULE 
NIKE'S  DOING  

le  vs.  Nike:  Guess  who  won't 
(Sports  Business,  Feb.  16)  does 
;urately  represent  Nike  Inc.'s  re- 
;hip  with  the  Confederation  of 
an  Football  (cbf)  and  our  role  in 
in  football.  It  does,  however,  point 
ele's  ongoing  role  as  a  global 
man  for  a  competing  brand. 
:tle  over  a  yeai"  ago,  Nike  became 
isor  of  the  cbf.  Since  then,  we 
)een  accused  of  adding  unneces- 
xhibition  matches  to  Brazil's  pre- 
Cup  '98  schedule.  Nothing  could  be 
r  from  the  truth.  As  defending 
champion,  Brazil  received  an  auto- 
invitation  to  World  Cup  '98  and 
it  involved  in  the  qualifying  process 
s  event.  So  an  ambitious  schedule 
;ndlies"  was  developed  by  the  cbf 
champion  would  be  prepared  to 
1  its  title.  None  of  the  matches 
unnecessary  additions:  The  team 
have  played  someone,  somewhere, 
'  Nike  were  not  a  team  sponsor. 

Keith  G.  Peters 
Communications  Director 
Nike  Eui'ope 
Hilversum,  Netherlands 

T:  ONE  ANALYST  DOESN'T 

A  GOOD  YEAR  

ironic.  We're  leading  the  telecom- 
ations  revolution  and  pioneeiing 
;ure  of  how  voice,  data,  and  multi- 
will  be  delivered.  Yet  there's  one 
we  can't  change:  We  can't  make 
ers  get  then-  facts  straight. 
Tick  up  this  call.  Hang  up  that 
Inside  Wall  Street,  Feb.  23),  Gene 
rcial  quotes  investment  manager 
^appin  on  Qwest  Communications 
lational  stock.  Marcial  relies  on 
n  as  the  sole  basis  of  his  story, 
ippin  is  uninfoiTned  about  Qwest's 
^.  Qui"  advanced  multimedia  fiber- 
network,  enabling  the  introduction 
V  services,  has  been  lauded  by  fi- 
1  analysts  and  has  proved  effective 
customers.  In  addition,  Marcial's 
suggests  that  revenues  and  earn- 
•om  our  constnaction-semces  com- 
are  not  meaningful  despite  the 
tiat  we  have  been  applauded  for 
•ving  shareholder  capital, 
set  the  record  straight,  Qwest  re- 


poited  a  veiy  strong  yearend.  We  re- 
ported a  fouith-quarter  revenue  increase 
of  104%  from  the  same  period  in  1996 
and  a  full-year  revenue  increase  of 
202%.  Communications-sei-vices  revenue 
increased  80%  from  the  fourth  quarter 
in  1996  and  58%  for  the  full  year.  We're 
well  on  the  way  to  making  the  trans- 
mission of  multimedia  data  and  video 
as  easy  as  voice.  We  only  wish  Marcial 


or  Ms.  Lappin  had  picked  up  the  phone. 

Joseph  P.  Nacchio,  CEO 
Qwest  Communications  International 

Denver 

A  CITIZENS'  REVOLT 

AGAINST  A  SMOKING  BAN  

As  du-ectors  of  the  National  Smok- 
ers Alliance,  we  are,  respectively:  an  in- 


A  sincere  "best  wishes"  to  the  Big  Phone  Company 
on  its  113th  birthday  from  that  Williams  network. 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.willtales.com.  or  call  I-SOO-WILUAMS,  and  make  all  your  network  wishes  come  true. 


©1998  The  Williams  Companies,  Inc 
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lABLY  THE  SURFER. 


Windows  NT®  is  indeed  a 
wave  sweeping  the  world. 
And  no  one  hos  more  experi- 
ence with  NT  than  Compaq. 
Today,  we  have  more  than 
.ice  as  many  servers  running  NT  as  any  other  computer  company, 
d  in  less  than  twelve  months'  time,  we've  become  the  largest 
provider  of  NT  workstations.  From  desktops  to  workstations  to  servers 
ond  beyond,  Compaq  is  quickly  becoming  the  NT  choice  for  corpora- 
fions  and  individuals  alike.  Our  partnership  with  Microsoft  has 
optimized  NT  performance  on  our  products,  allowing  our  customers  to 
reouce  cost  and  risk  simultaneously.  What  else  would  you  expect  from 
.He  world's  leading  provider  of  computers?  www.compaq.com 
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dependent  businesswoman  and  former 
co-chair  of  the  Republican  National  Com- 
mittee, the  president  of  a  broadcasting 
corporation  and  former  college  presi- 
dent, and  a  financial  consultant  and  for- 
mer Assistant  Secretary  of  the  Ti-ea- 
sury.  In  addition,  we  are  all  smokers. 
Oui'  relationship  with  the  tobacco  indus- 
try consists  of  our  using  its  products 
and  gi'atitude  for  its  financial  contribu- 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  541-4848 
and  mention  Business  Week. 
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Shopping  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.niaveii.businessweek.com 


tions  in  defense  of  50  million  consumers. 

If  Steven  V.  Bmll  ("Smoke-filled  lob- 
byists were  here,"  News:  Analysis  & 
Commentary,  Feb.  16)  had  looked,  he 
would  have  discovered  a  citizens'  rebel- 
Hon  against  the  California  smoking  ban 
that  would  be  impossible  to  dismiss  as 
some  kind  of  political  manipulation. 

Jeanie  R.  Austin 
David  M.  Nummy 
Charles  W.  Sydnor  Jr. 
National  Smokers  Alliance 
Alexandria,  Va. 

WHY  GOVERNMENT  GRIDLOCK 

IS  A  GOOD  THING  

Howard  Gleckman  provides  insight 
into  how  far  tax  breaks  and  entitlement 
programs  have  come  in  the  past  30 
years  ("Break  the  tax-break  habit," 
News:  Analysis  &  Commentary,  Feb. 
16).  But  his  analysis  of  what  to  do  with 
the  pi'ojected  budget  sui-plus  is  not  re- 
alistic, given  the  sony  state  of  Presi- 
dential and  congressional  politicking. 

The  Democrats  and  Republicans  are 
bickering  over  how  to  spend  it.  Democ- 
rats want  more  and  bigger  fiscally  iiTe- 
sponsible  social  progi'ams.  Republicans 
want  to  reduce  taxes  by  adding  back- 


door tax  breaks  and  loopholes.  I  as: 
What  if  congi'essional  gridlock  were  3 
continue?  We  would  have  a  surplus  tH 
couldn't  be  spent.  What  if  the  stu-pls 
went  to  paying  down  our  national  del? 
What  if  this  continued  for  20  or  ) 
years?  You  see,  gridlock  is  good. 

Jeff  Varhai 
Little  Canada,  Mii.. 
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SMARTMONEVJUST  DID 
A  NUMBER  ON  US. 


#2,  specifically.   SmartMoney  magazine  just  named  Datek  WWW.ddtek.COm 

Onlme  the  number  two  onlme  broker  in  the  business.  Not  a 
bad  place  to  start.  Datek  is  the  fastest  grownig  brokerage,  and 
the  one  that  offers  the  fastest  trading,  free  real-time  quotes  and 

instantaneous  portfolio  updates.  Trust  your  trade  to  Datek.  ONLINE 
Where  the  smart  money  is. 

*  All  trades  up  to  5,000  shares  are  only  $9,99.  Your  commissron  is  waived  tf  your  marketable  order  is  not  executed  within  60  seconds  Some  restrictions  to  this  offer  apply.  Please  check  our  website  for  more  detail; 
Average  execution  time  on  marketable  orders  is  less  than  10  seconds  (as  of  1/10/98)  Free  news,  charts  and  research  provided  by  NewsAlert,  BigCharts®  and  Thomson  Investors  Network.  SmartMoney  is  a  trademark 
of  the  Hearst  Corporation  and  Dow  Jones  &  Company,  !nc     ©1998  DATEK  Securities  Corp  ,  Member  NASD  and  SIPC 
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We  connect. 

;  does  it  take  to  connect  to  places  in  Asia,  Europe,  the  Americas  and  all  other  parts  of  the  globe? 

rts  with  a  firm  understanding  of  local  ideas,  people  and  places.  It's  also  about  superior  services  and  cherished  commitments.  As  a  worid- 
tig  telecom  company,  Nippon  Telegraph  and  Telephone  Corporation  (NTT)  is  uniquely  positioned  to  help  you  connect  globally  through 
cale,  reliable  services  and  support. 


lal  Communications  Services  /\rCStar 

ar  is  NTT  Group's  recently  launched  global  end-to-end  communications  sendee,  which  utilizes  a  high-speed 
aminunications  highway  to  connect  to  major  cities  across  the  U.S.,  Europe  and  Asia.  Arcstar  is  an  essential  part  of  NTTs 
;gy  for  global  projects,  including  the  Malaysian  Multimedia  Super  Corridor  (MSC)  and  the  China-U.S.  undersea  cable. 
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lal  Systems  Integration  m 
's  global  systems  integration  can  make  all  the  difference  in  maintaining  reliable  connections  locally  or  across 

ers  and  even  oceans.  Our  offices  located  throughout  the  U.S.  —  New  York,  Los  Angeles,  Mountain  View,  and   

lington  D.C.  —  offer  end-to-end  systems  solutions  that  could  improve  the  way  you  communicate  in  business. 

^^Ma.l.l.lJ4II.I.TiJiMII.«l.ll.|li.|.B..|IHII..IJ.ir^M^ 


NIPPON  TELtGRAPH  AND  lELEPHONE  CORPORATION 


For  more  information  on  how  NTT  can  connect  you,  call  1-800  4  NTT  USA.  or  visit  our  website;  http://www.nttinto.ntt.co.jp 
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RIDING  THE  BULL 

My  Year  in  the  Madness  at  Merrill  Lynch 

By  Paul  Stiles 

Times  Business  •  323pp  •  $25 


A  FAUSTIAN  BARGAIN 
ON  WALL  STREET 


Sitting  in  a  bar  in  Princeton,  N.J., 
recently,  I  overheard  a  conversa- 
tion betwreen  a  young  college  couple 
perched  nearby.  "Goldman  Sachs,  that's 
where  I  want  to  work,"  said  one,  the 
other  nodding  in  excited  agr-eement.  If 
they  only  understood  what  they  were 
wishing  for,  I  thought.  Having  covered 
Wall  Street  for  more  than  a  decade,  I 
have  often  encountered  this  bright-eyed 
eagerness  among  the  young.  Few  under- 
stand the  price  they  might  have  to  pay 
to  work  at  any  of  the  firms  in  capitalism's 
engine  room:  I  have  seen  many  of  them 
chewed  up  and  spit  out  in  a  heartless 
and  inhumane  way.  The  big  money  often 
meaas  big  braises — ^more,  I  think,  than  in 
other  white-collar  industries. 

That,  in  a  nutshell,  is  the  message  of 
Riding  the  Bull:  My  Year  in  the  Mad- 
ness at  Merrill  Lynch.  Unlike  Michael 
Lewds'  classic  Liar's  Poker  or  Frank 
Partnoy's  recent  F.  i.  A.  s.  c.  o.,  this  book 
makes  no  claims  that  Wall  Street  firms 
are  out  to  hurt  their  customers.  Instead, 
it's  the  employees  who  get  mangled 
here.  The  author  is  Paul  Stiles,  who 
spent  his  29th  year  at  the  New  York 
headquarters  of  the  world's  biggest  se- 
curities firm.  A  thoughtful  young  man. 
Stiles  chronicles  his  journey  from 
earnest  supplicant  to  angry,  defeated, 
and  fii-ed  ex-gofer  What  has  he  learned? 
"There  is  a  reason  market  people  are 
paid  so  much — the  price  of  a  soul  is  ex- 
pensive," writes  Stiles.  "But  when  look- 
ing at  the  rich,  we  never  think  about 
that.  We  just  want  their  things." 

Stiles  begins  his  tale  in  Annajxjlis,  Md., 
where  he  and  his  wife  were  living  in  the 
early  1990s.  A  stint  at  the  National  Se- 
curity Agency  had  left  him  disillusioned 
and  feeling  it  was  time  to  make  some 
money.  Why  he  wanted  riches  wasn't 
clear  to  him— maybe  so  he  could  retire  at 
40,  a  real  possibility  for  some  Wall 
Streetere.  He  {persuaded  his  wife  to  leave 
their  cozy  cottage  and  move  to  New 


York  in  search  of  a  job.  After  months  of 
networking  with  Hai'vai-d  coOege  friends, 
placing  countless  cold  calls,  and  sweating 
through  more  than  50  interviews.  Stiles 
landed  a  junior  position  at  Merrill  Lynch 
&  Co. 

Unfortunately,  his  timing  was  dreadful. 
It  was  December,  1993,  and  the  industry 
was  headed  into  a  yeai"  of  big  bond-trad- 
ing losses.  Stiles  was  in  the  eye  of  the 
storm:  He  had  been  hired  by  the  "Latin 
Mafia"  that  runs  the  emerging-markets 
division  of  Merrill's  massive  bond-trading 
business.  Emerging  markets, 
which  include  the  debt  of 
Latin,  Asian,  and  African  na- 
tions and  companies,  got 
slammed  in  1994  by  Mexico's 
political  upheaval  and  a  sharp 
interest-rate  hike.  As  for  the 
Latin  Mafia — Merrill's  inces- 
tuous group  of  Latin  Ameri- 
can traders  and  salespeople 
who  specialize  in  Latin  debt — 
1994's  losses  marked  the  end 
of  theii-  clout  at  Men-ill. 

Stiles  discovered  he  was  as 
disposable  as  a  piece  of  furniture.  He 
was  absolutely  on  his  own,  unable  to  get 
any  support  or  guidance  from  those  he 
had  joined.  It  was  a  rade  awakening  for 
a  boy  from  a  close-knit,  suburban  family. 

Rising  to  the  challenge,  StOes  clawed 
his  way  into  several  jobs.  He  describes 
how  he  succeeded  at  one  assignment,  or- 
ganizing retail  brokers  to  sell  emerging- 
mai'ket  bonds.  But  in  time,  the  infighting 
and  bureaucracy  overwhelmed  him.  A 
year  after  he  began,  sensing  that  New 
York  had  turned  him  into  a  greedy,  slick, 
detached  person,  making  money  no 
longer  seemed  so  important.  A  conver- 
sation with  his  father,  a  high-school  his- 
tory teacher,  about  their  respective  ca- 
reers proved  a  turning  point.  "I  realized 
that  a  man's  moral  worth  and  his  net 
worth  were  two  very  different  things," 
writes  Stiles.  Demoralized  and  demoted 
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\ 


I'M  L  STILES 


because  of  departmental  losses,  he 
most  couited  his  own  filing.  At  yeare 
in  1994,  he  returned  to  AnnapoKs,  wh( 
he  works  in  marketing. 

Riding  the  Bull  provides  a  wonr. 
eye  view  of  Merrill  Lynch  that  contra 
with  its  carefully  crafted  image 
benevolence  and  intelligence.  The  fij 
comes  off  as  a  bunch  of  cowboys  w 
don't  hesitate  to  fire  others  to  keep  th 
bonus  pool  intact.  Stiles's  colleagu 
seem  greedy,  cowardly,  selfish,  hea 
less,  and  not  very  smait.  Moreover,  th 
are  abysmal  managers:  Stiles  was  shi 
fled  to  six  separate  jobs  in  his  one  ye 
of  work.  And  divisional  infighting 
tween  Merrill's  retail  brokers  and  the 
who  serve  corporate  customers  appes 
debilitating  for  everyone. 

The  experience  prompts  the  author 
ponder  the  source  of  his  obsession  wi 
money,  something  that  obviously  did  r 
come  from  his  father.  He,  like  many  o1 
ers,  had  succumbed  to  the  lure  of  W 
Street  without  really  thinking  about  w 
he  wanted  to  go  there. 
Stiles  unconvincingly  attemj 
to  shift  the  blame  for  1 
money  lust  to  our  societ; 
worship  of  wealth.  "Ever 
where  market  principles 
choking  moral  principk 
strip-mining  substance,  bu 
dozing  beauty,  razing  reasc 
and  we  can't  even  summ^ 
any  outrage  anymore  becau 
we  are  so  deafened  by 
roar,"  he  WTites.  Would 
have  reacted  differently  h; 
his  timing  been  better  and  rewards  bei 
gi"eater? 

Still,  Stiles  is  a  talented  writer  wl 
can  craft  a  precise  metaphor,  recrea 
dialogue,  and  communicate  subtlety  aj 
emotion.  His  is  an  angry  yet  gent 
protest  against  being  ignored  and  treat 
badly.  StOes  accepts  some  blame  for  \ 
failure.  With  more  perspective,  he  m; 
realize  that  he  got  just  what  he  war 
ed — and  that  Merrill  was  hardly  culpab 
The  firm  hired  him,  an  outsider  with 
cormections,  and  turned  him  loose.  His  f 
ing  was  his  own  fault:  He  couldn't  ove 
come  his  disdain  for  his  employer  and,  i 
timately,  for  himself.  Take  not 
Princetonians,  before  you  stampede  on 
Wall  Street's  bratal  playing  fields. 

BY  LEAH  NATHANS  SPIF 

Spiro  observes  Wall  Street's  victo 
and  victims  for  BUSINESS  week. 


WHY  DO  BROKERAGE  FIRMS  PAY  SO  WELL? 


"THE  PRICE  OF  A  SOUL  IS  EXPENSIVE" 
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Digital„Ner%f 

from  information  to  knowledge 


Today,  how  your  company  manages  information  may  be  the  one  factor  that 
determines  its  failure  or  success— or  runaway  success. 

Of  course,  how  well  you  manage  information  depends  on  the  technology  you 
use.  When  your  technology  system  lets  everyone  in  your  company  harness 
and  share  information  freely,  we  call  it  a  Digital_Nervous_System. 

With  a  Digital_Nervous_System,  the  best  thinking  can  happen  at  all  levels. 
Information  becomes  knowledge.  And  knowledge  becomes  an  advantage. 


1998  Microsoft  Corporation.  All  rights  reserved  Microsoft,  BackOffice.  Windows  and  Where  do  you  want  to  go  today''  are  either  registered  trademarks  or  trademarks  o*  Microsoft  Corporation  m  the  United  States  and/or  other  countriej 


What  does  that  mean  in  human  terms?  Say  your  competition  suddenly  drops 
its  prices.  With  a  Digital_Nervous_System,  you  could  put  together  a  SWAT 
team  that  collaborates  online  to  come  up  with  a  new  pricing  structure.  Fast. 
They  could  send  the  new  prices  company-wide  instantly  by  posting  them  on 
your  intranet.  And  a  sales  guy  on  a  call  could  access  the  new  pricing  from 
his  laptop  to  close  a  deal. 

What's  in  a  Digital_Nervous_System?  Up-to-date  PCs.  Universal  e-mail 
(encompassing  overseas  offices,  clients  and  vendors).  Common  productivity 
software  (word  processors,  spreadsheets,  etc.).  Business-specific 
applications  (either  off-the-shelf  or  custom-built).  And  integration  with  the 
Internet.  But  a  Digital_Nervous_System  is  more  than  just  parts— it's  how 
these  parts  relate  to  each  other.  How  they're  integrated. 

And  at  its  heart  is  software  that  acts  alike,  works  alike,  thinks  alike. 

Naturally,  we  believe  our  software  provides  the  best  foundation  for  a 
Digital_Nervous_System.  We  built  Microsoft"  Windows',  Office  and 
BackOffice"  from  the  ground  up  to  work  together  in  the  same  familiar  way. 
To  provide  the  greatest  level  of  software  integration  possible. 

And  because  Windows,  Office  and  BackOffice  also  work  with  an  industry's 
worth  of  applications,  it's  easier  for  you  to  solve  a  variety  of  business 
problems.  And  your  IT  people  are  better  equipped  to  build  and  adapt  a 
system  that  meets  your  company's  unique  needs  over  time. 

A  Digital_Nervous_System.  It's  how  information  becomes  intelligence. 


Microsoft 
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BY  STEPHEN  H.  WILDSTROIVI  

IS  EVERYBODY  ON 
THE  SAME  PAGE? 


If  you  work  on  more 
than  one  computer, 
this  "briefcase"  helps 
keep  them  in  sync 

I'm  a  three-computer  guy. 
I  work  on  a  desktop  com- 
putei'  in  the  office,  anoth- 
er at  home,  and  on  the  road  I 
carry  a  laptop.  I  sometimes 
feel  that  making  sure  each 
machine  has  up-to-date  ver- 
sions of  the  data  I  need  is 
the  bane  of  my  existence. 

A  new  Web-based  service 
called  Visto  Briefcase 
(www.briefcase.com)  promis- 
es to  ease  my  pain.  It  lets 
you  upload  files  from  Win- 
dows 95  and  nt  computers 
and  store  them  on  a  server 
for  retrieval  ft-om  any  com- 
puter with  access  to  the 
Web.  Briefcase  also 
synchronizes  your 
phone  and  address 
book  and  E-mail 
inbox,  so  that 
once  you  have 
read  a  message 
on  one  compute 
er,  your  others 
also  recognize  it 
as  read. 

PROBLEMS.  The 

idea  behind  this  has  ' 
been  around  for  a  while. 
Microsoft  put  something 
called  My  Briefcase  in  Win- 
dows !»5.  It  lets  you  copy 
critical  files  to  a  floppy  disk, 
then  use  that  disk  to  .syn- 
chronize the  data  with  other 
computers.  But  there  were 
problems:  The  software  didn't 
work  very  well,  and  a  1.4 
megabyte  floppy  often  isn't 
big  enough. 

With  helij  from  the  syn- 
chronization expeils  at  Puma 
Technology,  Visto  makes  the 
sync  software  woi-k.  And  on 


the  Internet,  storage  is  limit- 
ed only  by  the  time  it  takes 
to  do  downloads:  A  Visto  ac- 
count, $9.95  a  month  after  a 
30-day  free  trial,  includes  20 
MB  of  storage. 

If  you  work  on  more  than 
one  computer,  I  think  you'll 
find  Visto  as  much  help  as  I 
did.  You  can  synchronize  Web 
bookmarks  for  either 
Netscape  or  Microsoft 
browsers.  The  address  book 
takes  data  from  several  pop- 
ular contact  managers,  in- 
cluding Microsoft  Outlook, 
Symantec  Act!,  and  Stai-fish 
Sidekick.  Once  you  have  up- 
loaded information,  you  can 
view  it  on  youi'  private  Visto 


Web  site  or 
transfer  it  to 
other  computers. 
Briefcase  does  not  support 
calendar  synchronization,  a 
serious  lack  Visto  plans  to 
remedy  soon. 

I  found  the  E-mail  clum- 
sy. I  could  copy  messages 
from  a  Netscape  mail  server 
to  my  Briefcase,  and  this  will 
work  with  most  corporate 
post  ofiices.  If  you  delete  a 


message  from  Briefcase,  it 
will  disappeai"  from  the  serv- 
er the  next  time  you  sync. 
But  new  messages  won't 
show  up  in  your  Briefcase  in- 
box until  you  sync  with  the 
mail  sei-ver.  And  reading  and 
managing  messages  can  be 
painfully  slow.  If  you  have 
the  option,  you'll  probably  be 
better  off  with  direct  remote 
access  to  your  mail  system. 
SECURITY.  Much  better  is  the 
feature  that  gives  all  of  your 
computers  access  to  selected 
files.  You  can  designate  one 
directory  on  your  com- 
puter, say  the  My  Doc- 
uments folder  contain- 
ing your  i-eports  and 
memos,  as  the  sync 
folder.  Its  contents 
are  kept  on  the  Web 
server.   When  you 
sync   with  another 
computer,  the  files  are 
reconciled   with  the 
contents  of  a  folder 
with  the  same  name. 

The  Visto  softwai'e  al- 
lows automatic,  scheduled 
synchronization.  But  your 
computer  must  be  logged 
in  at  the  time,  a  prac- 
tice most  corjDorate  se- 
curity policies  wisely 
I  ban.   This   can't  be 
fixed  in  Windows  95, 
but  a  coming  version 
of  Visto  software  will 
1    take  advantage  of  a 
feature    in  Win- 

fdows  NT  that  lets 
files  be  updated 
^  without  compro- 
mising security. 

Privacy  and 
security  are  con- 
:  cerns  with  any 
.-ystem  of  tliis  type. 
Files  are  encrvi^ted 
by  your  browser  be- 
fore transmission  and  are 
•cept  scrambled  on  the  sei-ver-. 
This  seems  adequate  for  most 
purposes,  but  I'd  be  leery 
about  posting  really  sensitive 
(lata. 

1  found  Visto  Briefcase 
was  a  big  help  in  easing  my 
multicomputei'  woes.  Anyone 
who  shares  my  difficulties 
would  do  well  to  give  this 
handy  service  a  try. 
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UPGRADES 
A  FASTER  MAC 

Macintosh  owners  who  want 
the  speed  of  the  new  PowerPC 
G3  processor  but  don't  want 
to  buy  a  new  computer  should 
consider  the  MAxpowr  G3 
upgrade  cards 
from  Newer 
Technology 
(316  943- 
0222).  Unlike 
most  Intel-based 
PCS,  Macs  are 
designed  for  easy 
processor  upgrades,  and 
the  MAxpowr  cards,  which 
range  from  $949  to  $2,050, 
are  simple  to  install.  With  a 
G3  upgrade,  my  PowerCenter 
Pro  210  from  the  now-defunct 
Power  Computing  outpaced 
an  Apple  Power  Mac  G3  ren- 
dering a  complex  image  with 
MetaCreation's  Bryce  3D  in  2 
minutes  15  seconds,  vs.  2:46 
for  the  Mac.  The  upgrades  are 
likely  to  be  especially  popular 
with  graphics  pros  who  want 
to  protect  investments  in 
high-end  Power  Computing 
PowerTower  or  Power  Mac 
9500/9600  boxes.  New  G3 
Macs  lack  the  expansion 
capacity  of  the  older  models. 

CELL  PHONES 
LOOK  MA,  NO  HANDS 

Often,  it  would  be  convenient 
to  have  hands-free  use  of  a 
cell  phone,  with  driving  the 
leading  example.  The  $40 
EarSet  from  Jabra  (800  327- 
2230  or  619  622-9955)  IS  a  ' 
small  earpiece  that,  amazing- 
ly, doubles  as  a  good,  clear 
microphone  by  picking  up  you 
voice  from  the  vibrations  that 
speech  produces  in  the  bones 
in  your  head.  The  EarSet 
plugs  into  the  phone's  head- 
set jack.  A  $40  adapter  is 
required  on  phones  such  as 
analog  Motorola  flip-phones  t 
that  lack  a  built-in  jack.  i 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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conomic  Viewpoint 


AURA  D'ANDREA  TYSON 


'  THERE  WERE  NO  IMF, 
BEFD  HAVE  TO  INVENT  ONE 
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D'Andrea  Tyson  is  professor  of 
nics  and  business  administra- 
the  University  of  California  at 
ey  and  was  President  Clinton's 
;conomic  adviser 


In  recent  weeks,  critics  fi-om  the  right  and 
from  the  left  have  launched  strident  at- 
tacks on  International  Monetaiy  Fund  ef- 
forts to  stem  the  financial  crisis  that  has 
swept  through  Asia  like  a  typhoon.  Critics 
on  the  right  oppose  using  taxpayers'  money  to 
prop  up  foreign  economies  that  compete  with 
the  U.  S.  They  believe  that  government  in- 
tervention will  mess  up  the  workings  of  the 
global  financial  mai-kets  (although  the  Asian 
experience  reveals  that  private  actors  can 
create  quite  a  mess  themselves).  Critics  on 
the  left  see  the  IMF  as  the  agent  of  interna- 
tional capitalists,  seeking  protection  from 
heavy  losses  caused  by  their  gi-eed  and  stu- 
pidity. They  ai"e  also  outraged  by  assistance  to 
governments  that  violate  U.  S.  norms  of  hu- 
man rights. 

These  questions  will  be  hotly  debated  as 
Congi'ess  considers  the  Clinton  Administra- 
tion's request  for  $18  billion  in  additional  re- 
sources for  the  IMF.  But  as  usual,  the  political 
debate  threatens  to  shed  more  heat  than  light 
on  the  real  policy  issues.  Although  the  imf 
has  made  mistakes  as  it  struggles  with  a  cri- 
sis whose  causes  and  remedies  are  not  fully 
understood  by  anyone,  it  has  played  a  re- 
sponsible role  in  biinging  Asia,  and  the  world, 
back  from  the  brink  of  a  full-fledged  fijiancial 
collapse.  Examining  the  facts,  not  the  slo- 
gans, is  the  best  way  to  evaluate  the  imf's  ac- 
tions in  this  crisis  and  to  develop  recommen- 
dations for  improving  future  policies. 
HEFTY  RISKS.  Without  question,  the  most  se- 
rious concern  about  the  IMF's  intervention  is 
that  it  contributes  to  the  so-called  moral  haz- 
ard problem,  whereby  economic  actors  reap 
the  benefits  of  their  decisions  when  things 
go  well  but  are  protected  when  things  go 
poorly.  If  bon'owers  and  investors  do  not  suf- 
fer the  costs  of  bad  decisions,  won't  they  be 
encouraged  to  make  more  bad  decisions  in 
the  fLitui'e?  If  the  system  spares  the  financial 
market  rod,  won't  it  spoil  the  financial  mai'ket 
child?  To  some  extent,  the  answer  is  yes. 

Creditors'  expectations  of  being  rescued 
by  the  IMF  may  have  engendered  greater 
risk-taking  than  is  desir-able.  But  the  fact  re- 
mains that  investors  and  lenders  are  paying 
dearly  for  their  behavior.  According  to  Fed- 
eral Reserve  Chairman  Alan  Greenspan, 
Asian  equity  losses  outside  of  Japan  have 
amounted  to  more  than  .$700  billion  since 
June,  1997,  with  additional  losses  in  bonds 
and  real  estate.  Foreign  banks  are  now  car- 


rying billions  of  dollars  of  bad  loans  from 
their  Asian  activities.  Under  pressui-e  from 
the  IMF  and  the  U.  S.,  they  reluctantly  agreed 
to  reschedule  South  Korea's  short-term  debt 
and  are  negotiating  a  similar  deal  with  In- 
donesia. If  investors  anticipated  that  they 
would  be  largely  insulated  from  the  costs  of 
their  risky  decisions  in  Asia,  they  have  been 
sorely  disappointed. 

LESSER  EVIL.  A  second  area  of  concern  is  the 
deflationaiy  effect  of  the  IMF's  restrictive  mon- 
etaiy and  fiscal  policy  conditions.  Won't  such 
conditions  cause  bank  and  business  failui-es, 
trigger  a  deeper  recession,  and  limit  govem- 
ment  spending  to  help  the  poor?  Once  again, 
the  answer  is  yes.  But  is  there  a  viable  al- 
ternative? Imagine  how  foreign  investors 
would  have  reacted  to  the  imf  advising  Asian 
governments  to  boost  deficit  spending  and 
relax  monetaiy  policy.  The  fund  prescribed 
slightly  tighter  fiscal  policy  and  higher  inter- 
est rates  to  stop  the  free  fall  of  currency  val- 
ues. By  the  time  the  Asian  economies  turned 
to  the  IMF,  there  was  little  else  to  do. 

Once  the  panic  took  hold,  prudence  dic- 
tated that  Asian  currencies  should  be  al- 
lowed to  float,  at  least  till  confidence  in  the 
market  was  restored.  The  depreciations  of 
the  Asian  currencies  are  not  by  imf  design. 
Nor  do  they  reflect  market  fundamentals. 
Values  have  fallen  to  levels  that  are  under- 
standable only  in  the  context  of  a  sudden 
shattering  of  market  confidence.  Any  at- 
tempts to  support  exchange  rates  during  a 
period  of  panic  are  doomed  to  failure,  de- 
pleting government  reserves  and  necessitat- 
ing even  bigger  infusions  of  imf  funds.  That's 
why  the  IMF  ad\ised  the  Asian  economies  to 
float  their  rates,  and  that's  why  the  imf 
strongly  opposes  the  introduction  of  a  cur- 
rency board  in  Indonesia  at  this  time. 

There  is  room  for  improvement  in  fund 
practices  and  policies.  The  fund  must  find 
better  ways  to  bind  creditors  in,  rather  than 
bail  them  out.  And  it  should  do  more  to  fash- 
ion its  progi-ams  to  reduce  their  impact  on  the 
poor.  But  if  the  world  did  not  have  an  insti- 
tution like  the  imf  to  offer  temporay  financial 
assistance  and  technical  expertise  and  to  exert 
multilateral  pressure  for  refoiTn,  it  would  be 
necessaiy  to  invent  one.  In  the  meantime, 
the  global  economy  would  run  the  risk  of  an- 
other contagious  financial  collapse  such  as  the 
one  in  the  1930s  that  motivated  the  imf's  cre- 
ation in  the  fii'st  place. 
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BY  GENE  KORETZ 

WHAT  PUT  A  DENT 
IN  THE  DEFICIT 

The  stock  market  played  a  big  role 

It's  amazing  how  quickly  the  bud- 
getaiy  debate  can  change  in  Wash- 
ington. A  year  ago,  Congress  was  pro- 
jecting a  $124  bilHon  deficit  for  fiscal 
1997  and  focusing  on  how  to  close  the 
budget  gap.  A  year  later,  after  the 
deficit  came  in  at  a  scant  $22  billion, 
Congress  is  debating  what  to  do  with 
future  sui-jDluses. 

Are  the  politicians  jumping  the  gun? 
To  a  large  extent,  the  answer  depends 
on  whether  last  year's  staithng  deficit 
decline  was  a  one-time  fluke  or  a  re- 
flection of  persistent  new  trends. 

Economist  David  A.  Wyss  of  Stan- 
dard &  Poor's  DRi,  a  unit  of  The  Mc- 
Graw-Hill Cos.,  which  also  owns  BUSI- 
NESS WEEK,  is  cautiously  optimistic, 

A  LARGER  TAX  BITE 
OUT  OF  INCOME 
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anticipating  "good  news  on  the  budget" 
for  some  years  to  come.  According  to 
his  analysis  of  last  yeai-'s  budgetaiy  per- 
formance, it  is  the  imj^act  of  the  stock 
mai'ket  on  revenues  that  probably  holds 
the  key  to  the  positive  fiscal  outlook. 

Wyss  attributes  about  half  of  the  un- 
foreseen $100  billion  decline  in  the  fiscal 
1997  deficit  to  unexpectedly  high  eco- 
nomic growth  and  low  inflation,  a  com- 
bination that  boosted  revenues  and  re- 
duced outlays  on  social  jjrogi-ams.  Part 
also  reflected  tax  receipts  on  income 
growth  that  far  exceeded  the  rise  in 
gi'oss  domestic  product — a  disci'epancy 
that  suggests  that  the  economy  may 
have  been  even  stronger  than  reported. 

The  real  puzzle,  however,  is  the  rea- 
son for  an  additional  $50  billion  in  un- 
ex])ected  personal  income-tax  receipts — 
a  puzzle  that  won't  be  resolved  until 
more  precise  data  are  released  in  a  few 
vears'  time.  It's  this  revenue  windfall 


that  Wyss  attributes  to  the  booming 
stock  mai'ket.  A  clue  is  the  shai-p  rise  in 
the  effective  tax  rate  on  personal  in- 
come (chart),  which  suggests  that  the 
revenues  came  disproportionately  fi'om 
high-income  individuals  who  have  by 
far  the  largest  stock-market  stakes. 

To  be  sure,  much  of  the  $50  bilhon 
apparently  took  the  form  of  taxes  on 
ordinary  income  rather  than  capital- 
gains  taxes.  But  Wyss  points  out  that 
many  capital-gains  realizations  aren't 
counted  as  capital  gains.  Wlien  execu- 
tives' stock  options  are  exercised,  for 
example,  the  gap  between  cuirent  mar- 
ket value  and  theu-  cost  is  treated  as  or- 
dinaiy  income.  Since  high-income  execs 
ai-e  taxed  at  high  rates,  the  cmrent  op- 
tions boom  is  boosting  tax  receipts. 

Income  fi'om  401(k)  and  ira  plans, 
which  may  have  big  stock  holdings,  is 
also  treated  as  ordinary  income  rather 
than  capital  gains.  And  not  only  are 
many  retirees  now  drawing  on  such 
plans,  but  over  half  of  workers  who 
change  jobs  cash  in  their  401(k)  ac- 
counts— thus  raising  their  tax  bills. 

Finally,  Wyss  notes  that  the  mutual- 
fund  explosion  means  that  a  lot  more 
people  now  get  hit  with  long-  and  short- 
term  capital  gains  each  year  because  of 
high  stock  turnover  rates.  And  when 
the  stock  market  takes  off,  such  gains 
are  inevitably  larger,  causing  an  even 
quicker  rise  in  tax  revenues. 

If  Wyss  is  right  and  the  recent  sui-ge 
in  tax  revenues  is  stock  market  related, 
•will  it  continue?  Noting  that  households 
have  accumulated  roughly  $3  trillion 
worth  of  capital  gains  in  recent  years, 
DRi's  economists  think  the  chances  are 
good  this  year  and  perhaps  for  several 
years  more.  But  the  huge  stock  mar- 
ket gains  of  recent  years  cannot  last 
forever.  "Over  time,"  says  Wyss,  "we 
expect  smaller  and  smaller  suiprises." 


THE  PERILS  OF 
STAYING  SINGLE 

Marriage  staves  off  the  grim  reaper 

Based  on  recent  U.  S.  statistics,  rough- 
ly one  out  of  two  mairiages  these 
days  is  likely  to  end  in  divorce,  and  al- 
though many  divorced  people  eventually 
remairy,  more  Americans  than  ever  ai'e 
likely  to  wind  up  single  after  maniage  or 
never  tie  the  knot  in  the  fii'st  place. 

Whatever  the  social  rea-sons  for  these 
trends,  theii-  health  implications  ai'e  wor- 
risome. Recent  mortality  data  released 
by  the  government  indicate  that  mar- 
riage clearly  promotes  survival.  Indeed, 


the  death  rates  for  currently  mamec 
men  and  women  are  half  those  of  thei 

divorced  counter-  ^^^^^mammm^^mi 


GET  MARRIED. 
LIVE  LONGER 
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DEATHS  PER  100.000  PEOPLE 


0    400    800  1.200  1.600  2,00 
►  DEATHS    "BASED  ON  1995  DATA 
DATA.  NATIONAL  CENTER  FOR 
HEALTH  STATISTICS 


parts  of  similar 
ages  and  less  than 
45%  of  those  of 
people  who  have 
never  gotten 
hitched. 

Even  worse 
than  the  health 
prospects  of  the 
never  married, 
however,  ai"e  those 
of  people  whose 
spouses  have  died. 
Widowers,  in  par- 
ticulai;  seem  to  be 
especially  at  risk. 
Whereas  widows'  death  rates  are  clos 
to  those  of  women  who  never  marrie( 
widowers'  rates  are  significantly  high( 
than  those  of  longtime  bachelors. 


IJ.S.  WORKERS 
GET  SMARTER 

Experience  and  schooling  pay  off 

Has  U.  S.  productivity  entered 
higher  gi-ovrth  path?  TiTie  believei 
argue  that  business'  huge  investmei 
in  computer  technology  is  finally  payir 
off,  and  they  point  to  the  latest  surge 
producti\ity — growing  by  almost  2%  fi 
two  years  in  a  row — as  evidence. 

Most  experts  remain  skeptical,  ho\ 
ever,  claiming  that  productivity  surge 
for  a  year  or  two  don't  constitute 
trend.  Still,  economist  David  H.  ResL 
of  Nomui'a  Securities  International  In 
notes  that  qualitative  changes  in  tl 
workforce,  as  well  as  in  technology,  a 
gue  for  a  productivity  pickup. 

Specifically,  Resler  observes  that  tl 
average  age  of  the  workforce  continu 
to  rise,  approaching  38.8  years  for  mi 
and  38.5  years  for  women.  If  increasii 
age  reflects  increasing  average  "expe: 
ence,"  he  says,  male  workers  now  ha' 
seven  months  and  female  workers  fo 
months  more  experience  than  they  h; 
just  three  years  ago. 

Resler  also  notes  that  college  grad 
ates  account  for  nearly  60%  of  labc 
force  gi'owth  and  over  half  of  the  n€ 
jobs  created  since  1994.  Thus,  not  or 
the  experience  level  but  the  educatior 
attainment  of  the  workforce  has  be 
rising.  The  upshot  is  that  gi'eater  i 
vestment  in  "human  capital"  has  par. 
leled  gi'owing  investment  in  fixed  capit 
"A  liigher-  trend  in  productivity  gi'owtl 
says  Resler,  "should  sui-prise  no  one.' 
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The     First     MPU  +  Logic  +  DRAM     On    A     Single     Piece     Of    S,i  l.i::e:c<:^:i\. 


Mitsubishi  Has 
Shipped  More 
Emhedded  DRAM 
Than  Aii  Other 
Suppiiers  Comhined. 

Mitsubishi's  Hy|)erDRAMT^'  process  technology  and  manufacturing 
capabilities  helped  a  company- NeoMagic  Corporation -to  revolution- 
ize an  industry  by  "mobilizing  multimedia".  And  it  can  do  the  same  for 
you.  We've  shipped  over  seven  million  embedded  DRAM  systems-on- 
a-chip  during  the  past  three  years*.  That's  more  than  all  other  suppliers 
combined.  Our  process  technology  is  moving  to  the  0.25[.im  level  and 
lower  -  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality.  What  else 
would  you  expect  from  a  leader?  -a. ni  fdmury  iw8 

A  MITSUBISHI  ELECTRIC 

WWW.eram.COm  Mitsubishi  electronics  America,  inc.       Mitsubishi  electric  corporation 

408.774.3194  ELECTRONIC  DEVICE  GROUP  SEMICONDUCTOR  GROUP 


Technology     Integration     For     Emerging     Applicatio  ri  V4 


ENABLED 


"  eRAM'"  "  sUnds  lor  "embedded  random  acces 
memory"-  Mitsubishi's  brand  name  for  its  silicon 
process  technology,  producb  and  systems  expertise 
that  integrate  memory  and  system-level  core 
tunctions  in  the  same  integrated  circuit  to  enable 
unprecedented  system  performance.  eRAM 
encompasses  Mibubishi's  proven  ability  to  com- 
bine memory  -  especially  DR,4M  -  microprocessor 
and  other  logic  core  tunctions  in  a  single  piece 
ol  silicon.  And,  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  and  get 
to  market  faster 

NeoMagic  is  a  trademart^  oi  NeoMagic  Corporation. 


The  deductibility  rules  for 
spousal  IRAs  have  changed. 

The  need  for 
solid  advice  hasnl 

Turn  to  Dean  Witter  Your  resource  for 
understanding  the  new  IRAs. 

For  married  couples,  it's  the  biggest 
investment  news  in  years.  Because  now, 
depending  on  joint  income  and  retirement 
plan  coverages,  many  more  spouses  can 
make  a  fully  deductible  IRA  contribution. 

But  just  as  important  as  realizing  the  tax 
benefits  of  your  contribution,  is  knowing  the 
right  investments  for  it.  Which  is  where  one 
of  our  more  than  10,000  Dean  Witter  Account 
Executives  can  help.  With  advice.  Solid 
advice  in  choosing  among  this  and  other 
new  IRA  opportunities.  Based,  as  always, 
on  a  thorough  understanding  of  your  unique 
financial  goals. 

Talk  to  a  Dean  Witter  Account  Executive 
today  to  help  you  sort  through  the  new  tax 
laws.  And  ask  for  a  copy  of  our  new  brochure, 
"New  Legislation,  New  Opportunities. .  .The 
Dean  Witter  Individual  Retirement  Accounts" 


.■;jO()- 

We    Measure    Success    One    Investor    At    A  Time 

DEAN  WITTER 
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Dean  Witter  is  not  a  tax  adviser.  Investors  are  urged  to  consult  witti  their  personal  tax  advisers  regarding  tfie  effects 
of  itie  new  legislation  on  tfieir  situation  as  well  as  ttie  tax  consequences  of  any  investment  decisions  ttiey  may  make  (O  mn  Dean  Witin  Reynolds  he.  Member  si, 
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GROWTH  BECOMES  SUBDUED, 
)  WILL  THE  FED 

i  Greenspan  tells  Congress  he's  wary  of  the  economy's  momentum 


as.  ECONOMY 


Federal  Reserve  Board  Chair- 
man Alan  Greenspan's  semi- 
il  defense  of  monetary  policy  in  front  of  Congress 
ecome  about  as  easy  as  it  gets.  Given  the  econo- 
exemplary  performance  in  1997,  the  only  testimony 
sary  was  to  say  that  the  economy  grew  3.9%,  in- 
n  fell  to  1.9%,  the  unemployment  rate  fell  below 
md  the  Fed  barely  had  to  raise  interest  rates, 
of  cake. 

it's  pretty  much  the  way  it  went  as  financial  mar- 
iround  the  woi'ld  tuned  in  to  Greenspan's  Feb.  24- 
imphrey-Hawkins  testimony  on  Fed  policy  and  the 
imy  before  the  House  of  Representatives  and  the 
:e.  In  addition,  the  chairman  discussed  the  rea- 
g  behind  last  year's  policy  decisions  and  laid  out 
'ed's  economic  forecast  for  1998  (table).  Taken  al- 
her,  his  remarks  go  a  long  way  toward  revealing 
1998  policy  is  hkely  to  evolve. 

Policy  this  year  will  de- 
pend critically  on  the  Fed's 
forecast  of  moderating  eco- 
nomic growth.  Specifically, 
Greenspan  said,  "the  key 
question  going  forward  is 
whether  the  restraint  build- 
ing fi'om  the  turmoil  in  Asia 
will  be  sufficient  to  check 


A  FED  S-EYE  VIEW 

OF  THE  ECONOMY 

THE  FEDERAL  RESERVE'S 

NTRAL  TENDENCY  FORECAST 
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might  othei'wise  result  fi"om 
trength  in  domestic  spending  and  tightening  labor 
ets."  That's  Fedspeak  for,  "If  Asia  doesn't  slow  the 
tmy,  we're  going  to  have  to." 
fact,  February  data  on  soaring  consumer  confi- 
!,  robust  retail  activity,  and  lower  unemployment 
?  show  that  domestic  demand  and  the  labor  mai'kets 
.s  strong  as  ever.  And  lower  energy  prices  are 
ng  the  Labor  Dept.'s  revamped  consumei*  price  in- 
1  Hne,  a  trend  that  adds  to  workers'  buying  power. 

EVER.  GREENSPAN  ALSO  SAID  the  outlook 

dies  the  expectation  that  any  inflationaiy  effects  of 
labor  markets  will  largely  be  offset  by  "healthy 
activity  gi*owth,  flat-  or  declining  import  prices, 
ittle  pressure  in  commodity  markets,"  along  with 
deal  adjustments  to  the  CPI.  If  all  those  assump- 
are  borne  out,  there  will  be  little  reason  for  the 
:o  do  anything  for  the  rest  of  the  year, 
pid  productivity  gains  continue  to  play  a  promi- 


nent role  in  Greenspan's  thinking — and  in  policy  deci- 
sions. In  fact,  he  said  the  pickup  in  productivity  growth 
in  recent  years  is  probably  greater  than  can  be  ex- 
plained by  usual  business  cycle  forces.  Greenspan  is 
clearly  suggesting  that  the  economy  may  be  close  to  a 
new  threshold  of  noninflationary  economic  growth. 

Faster  productivity  gi-owth  was  one  of  four  reasons 
Greenspan  offered  for  why,  despite  continued  tightening 
in  the  labor  markets,  the  central  bank  did  not  lift  in- 
terest rates  in  1997  after  its  quarter-point  nudge  in 
March.  The  other  explanations  were  the  appreciation  in 
the  dollar,  weaker  commodity  prices,  and  a  passive 
tightening  that  resulted  when  real  short-teiTn  interest 
i"ates  were  pushed  up  by  falling  inflation.  Greenspan  said 
higher  real  rates  were  "by  no  means  inadvertent." 

UNLIKE  MANY  OF  his  murkier  Fed  speeches,  Green- 
span's talk  this  time  was  very  clear  on  his  concern 
about  the  future  strength  of  domestic  demand — and 
with  good  reason.  The  latest  data  show  that  consumer 
fundamentals  remain  solid,  and  households  are  re- 
sponding by  increasing  their  spending  further. 

In  paiticular,  consumers  are 
the  most  optimistic  they  have 
been  in  a  generation,  accord- 
ing to  the  Conference  Board. 
The  board's  index  of  consumer 
confidence  jumped  10  points, 
to  138.3,  in  February,  the 
highest  reading  since  October, 
1968  (chart).  The  part  of  the 
index  that  covers  consumers' 
current  economic  situations 
surged  from  159.3  in  January 
to  172.5,  while  expectations  for  the  future  rose  from 
107.7  to  115.6.  A  rosy  job  outlook  seems  to  be  more  im- 
portant to  consumers  than  any  foreign  dilemmas  or 
domestic  political  scandal,  said  the  board. 

Tlie  healthy  job  market  and  low  inflation  are  boosting 
household  buying  power.  Real  earnings  rose  0.9%  in 
Januaiy,  3.4%  above  their  yeai-ago  level.  Income  growth 
was  one  factor  that  Gi'eenspan  pointed  to  when  he  said 
that  "domestic  demand  retained  considerable  momentum 
at  the  outset  of  this  year"  And  that  claim  was  sup- 
ported by  weekly  store  surveys  that  show  retail  sales 
are  up  strongly  in  the  first  three  weeks  of  February. 

For  now,  at  least,  the  Fed's  forecast  partly  depends 
on  a  widening  trade  deficit  to  neutralize  the  might  of 
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domestic  demand.  That  may  be  already  happening. 
The  trade  gap  worsened  by  an  unexpectedly  large 
amount  in  December,  when  the  deficit  rose  to  $10.8 
billion,  from  $8.7  billion  in  November.  Although  De- 
cember exports  rose  a  respectable  1.3%,  imports  surged 
3.6%  to  another  record  of  $90.8  billion. 

The  larger-than-expected  December  deficit  means 
that  economic  growth  last  quarter  was  less  than  the 
4.3%  rate  originally  I'eported.  The  drag  from  trade  will 
continue  in  1998.  Signs  of  weaker  export  demand  from 
Asia  are  starting  to  show  up,  and  the  dollar's  strength 
will  continue  to  push  down  import  prices. 

CHEAPER  IMPORTS,  HOWEVER,  are  a  big  reason 
that  Greenspan  sounded  optimistic  about  the  inflation 
outlook.  CPI  revisions  are  another  consideration. 
Greenspan  acknowledged  that  "technical  adjustments 
[will  shave]  a  couple  tenths  from  the  published  CPi." 
Such  adjustments,  which  are  ongoing  at  the  Labor 
Dept.,  already  have  trimmed  about  three-tenths  of  a 
point  from  annual  inflation  since  1995. 

Starting  with  the  January  release  of  the  CPI,  which 
showed  no  change  in  the  prices  of  goods  and  services, 
the  Labor  Dept.  has  reorganized  the  categories  in  the 
index  and  refigured  their  weights,  using  consumer 
surveys  of  spending  habits  from  1993  to  1995  that  re- 
place buying  trends  from  1982  to  1984  (table).  One 
big  revision  was  an  explicit  weighting  given  to  com- 
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ALL  THE  MONEY  GOES 
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puters,  which  previously  were  lumped  into  a  broadi' 
category.  Computers  and  related  equipment  make  u 
less  than  1%  of  spending,  but  their  prices  ha^ 
dropped  13.6%  over  the  past  year.  Further  price  d- 
clines  will  offset  increases  in  other  prices. 

Those  increases  are  most  I 
likely  to  come  in  service 
prices.  "Providers  of  ser- 
vices appeared  to  be  more 
pressed  by  mounting  strains 
in  labor  markets,"  said  the 
chaiiTnan.  And  rising  labor 
costs  may  force  some  ser-    ^PPA^El-  5.A  ^-^ 

vice  companies  to  raise  TRANSPORtATlON  16.6  17.6 
prices.   Also,  the  robust    MEDICAL  CARE     7.4  5.6 

housing  mai'ket  is  beginning    "A'-'^^^^M'*''  f  A  ^  ^ 

to  lift  housing  costs  and 
rents,  and  shelter  has  the 
biggest  weight  in  the  CPi. 

In  discussing  the  outlook, 
Greenspan  noted  that  the 
unknown  effects  of  the  Asian  crisis  meant  that  tl 
Fed  forecasts  "are  more  tentative  than  usual."  B 
while  the  chairman  noted  significant  risks  on  both  sid 
of  the  outlook,  he  appeared  to  be  more  concernc 
about  a  stronger-than-expected  economy.  And  if  t] 
data  remain  as  powerful  as  they  have  been  recent 
that  concern  may  well  be  justified. 
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THE  STORM  BEFORE  THE  CALM 


Bi'azil  faces  some  tough  going 
in  coming  months,  but  baning 
any  more  shock  waves  from  Asia, 
the  economy  appears  set  to  recov- 
er in  the  second  half  with  its  cur- 
rency intact. 

The  Asian  crisis  hit 
Brazil  hard  as  specula- 
tors attacked  its  cur- 
rency, the  real.  So  far, 
the  real  has  survived 
but  at  great  cost  to  the 
economy:  The  govern- 
ment doubled  interest 
rates,  to  40%,  and  en- 
acted fiscal  austerity 
measm-es  equal  to 
nearly  214%  of  gross  do- 
mestic product.  These  moves  pre- 
vented a  potentially  disastrous  out- 
flow of  foreign  capital  needed  to 
finance  Brazil's  fiscal  deficit,  nearly 
6%  of  GDP,  and  its  cun-ent-account 
deficit,  4.2%  of  GDP. 
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Signs  that  Brazil  is  slipping  into 
recession  are  ah'eady  showing  up. 
Industrial  production  in  November 
and  Decembei'  plunged  3.5%  and 
5%,  respectively,  led  by  credit-sen- 
sitive sectors  such  as  autos,  appli- 
ances, and  capital 
goods  (chart).  Unem- 
ployment is  rising, 
with  January  jobless- 
ness in  Sao  Paulo  at 
16.6%,  up  from  13.9% 
a  year  ago.  Credit 
delinquencies  are  in- 
creasing, suggesting 
further  weakness  in 
consumer  spending 
that  will  force  more 
pi'oduction  cutbacks  in  coming 
months.  Fourth-quarter  real  gdp 
grew  0.5%,  bringing  1997  growth 
to  3%.  With  the  GDP  expected  to 
fall  in  the  fii'st  half,  1998  growth  is 
projected  at  1%. 


But  some  key  problems  are 
abating.  Slower  economic  growth 
is  already  narrowing  the  trade 
deficit  as  imports  fall,  and  analysts 
expect  a  trade  surplus  by  midyear 
Also,  social  security  and  adminis- 
trative refoiTns  moved  forward  in 
Congress  in  Febiuary,  with  final 
approval  possible  in  March. 

Most  important,  foreign  capital 
is  flowing  in  despite  recent  inter- 
est-rate cuts,  including  a  big  one 
on  Jan.  29  that  lowered  the  prime 
rate  from  38%  to  34.5%.  Foreign 
exchange  reserves  rose  to  $58  bil- 
hon  by  late  Febiniaiy  from  $52.5 
billion  at  the  end  of  January,  and 
foreign  direct  investment,  which 
rose  $924  million  in  January,  had 
gained  $717  million  more  by  mid- 
Febniaiy.  Assuming  Asia  remains 
calm,  Brazil  is  set  to  cut  rates  fur- 
ther, bolstering  the  outlook  for  a 
recovery  in  the  second  half. 
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From  a  cold  start  —  a  little  more 
than  a  year  ago  —  Vantive  now 
outstrips  Siebel  in  the  number  ol 
new  customers  choosing  our  sales 
force  automation  product  every 
quarter.  This  is  rather  unusual,  and 
begs  the  question,  "What  happened?" 

Perhaps  it  started  with  our  roots  in  the 
customer-satisfaction  business.  But  it 
clearly  ends  with  things  as  simple  as  our 
open-book  reference  policy,  our  rapid 
6-second  on-average  field-sales-rep 
synchronization  (versus  ...  well  ...  just  ask 
Siebel),  and  our  550-customer 
dominance  in  the  front  office. 

\[  youVe  considering  sales, 
marketing,  customer  service  or  field 
service  application  software  Irom 
anyone  else,  we  invite  you  to  call  lor 
the  free  ROI  for  Mere  Mortals  bible. 
Or  visit  our  Web  site.  While  you  still  have 
a  prayer.  Selah. 
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THE  ECONOMY 


TWO  REASONS  NOT  T 

W 


hen  Federal  Reserve 
Board  Chairman  Alan 
Greenspan  laid  out  for 
Congress  the  Fed's  fore- 
cast for  the  economy  on  Feb.  2U- 
25,  he  stressed  two  key  areas:  'pro- 
ductivity and  foreign  trade.  Why? 
Because  both  could  have  a  major 
impact  on  how  the  economy  and 
monetary  policy  unfold  in  1998. 

In  the  past,  the  current  mix  of 
strong  domestic  demand  and  tight 
labor  mcirkets  would  have  set  off 
inflation  alarms.  But  Greenspan  & 
Co.  are  betting  that  1998  will  be 
different.  That's  because  the  Fed's 
forecast  of  moderating  economic 
growth  and  continued  low  infla- 
tion is  founded  on  the  belief  that 
productivity  gains  will  coyitinue  to 
offset  rising  labor  costs  and  that 
the  Asian  crisis  will  widen  the 
U.  S.  trade  gap,  helping  to  slow  the 
economy  and  relieve  inflation 
pressures. 

But  will  it  work  out  that  way? 
BUSINESS  WEEK  repoHs  that  U.  S. 
companies  believe  the  Fed  chief  is 
right  on  the  ynoney.  Businesses 
continue  to  squeeze  efficiencies 
from,  their  operations  by  various 
means,  including  coyitimdng  in- 
vestment in  new  technologies.  And 
with  pricing  power  weak,  rising 
labor  costs  only  add  an  incentive 
to  boost  productivity  furiher. 

Moreover,  the  widening  trade 
deficit  now  may  no  longer  cause 
severe  dislocations.  True,  impoHs 
are  rising  rapidly  and  will  coyitin- 
ue to  do  so.  But  some  W%  of  those 
foreign  goods  now  originate  froyn 
U.S.  foreign  affiliates,  and  many 
imports  are  capital  goods,  which 
increase  productivity. 

Here  is  business  week's  assess- 
ment of  how  the  two  critical  forces 
will  be  felt  in  1998. 


THE  PROMISE  OF 
PRODUCTIVITY 


It's  getting  tougher,  but 
companies  keep  finding 
ways  to  squeeze  more  out 
of  their  operations 

If  you  find  youi'self  woi'king  harder, 
glued  to  yoiu"  computer,  don't  take  it 
too  hard.  In  fact,  you  can  give  youi'- 
self  a  nice  big  pat  on  the  back,  be- 
cause you're  part  of  the  productivity 
boom  that  Federal  Reserve  Chairman 
Alan  Greenspan  is  counting  on  to  keep 
the  U.  S.  economy  humming — without 
overheating. 

Continued  productivity  gains  are  ciit- 
ical  to  maintaining  a  delicate  balance 
between  gi'owth  and  inflation,  and  so 
far,  things  are  looking  good.  Nonfarm 
productivity  has  increased  2%  on  aver- 
age over  the  past  two  years,  and  man- 


ufactiuing  productivity  increased  4.4% 
1997  alone. 

All  across  America,  executives  a 
managers  are  burning  the  midnight 
to  figiu'e  out  how  to  wiing  further  gai 
fi-om  their  businesses.  The  challenge 
getting  bigger:  With  unemployment  a1 
cjuarter-century  low  of  4.7%,  wages 
on  the  nse.  Houi-ly  compensation  rose 
a  4.9%  annual  pace  in  the  fourth  qu; 
of  last  year,  and  the  minimum  wal 
jumped  fi-om  $4.25  to  $5.15  an  hour, 
companies  can't  raise  prices  to  off^ 
their  rising  labor  costs:  The  consu: 
price  index  is  up  a  mere  1.6%  over  t 
past  year,  and  the  core  producer  pr 
index  is  down  slightly  over  the  sai 
period.  With  a  tidal  wave  of  low-c( 
imports  wasliing  up  on  Aineiican  shoi 
(page  30),  the  squeeze  will  only  wors( 

The  basic  tactics  are  well-known 
now:  downsize,  restructiu'e,  consoUda 
tie  compensation  to  company  profii 
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invest  huge  sums  in  high-tech 
ment.  But  this  time  around,  with 
iflation  giving  managers  little  room 
ineuver,  the  push  is  on  to  do  more 
less  and  strive  for  even  gi'eater 
uses  in  efficiency.  "We  are  obsessive 
rs  of  productivity,"  declares  Daniel 
irnham,  vice-chairman  of  Allied- 
,1  Inc. 

5  a  sentiment  that  Greenspan  ap- 
is— in  his  unique  Fedese.  "The 
,t  of  rising  costs  in  tight  labor 
ets  has  imparted  a  substantial  im- 
to  efforts  to  take  advantage  of 
ble  efficiencies,"  Greenspan  said 
g  testimony  before  Congress  on 
24. 


Witness  the  renewed  emphasis  on 
cost-cutting.  In  the  fouith  quarter,  U.  S. 
companies  announced  plans  to  eliminate 
152,854  jobs,  up  33%  from  the  same  pe- 
riod in  1996,  according  to  Challenger, 
Gray  &  Chi-istmas  Inc.,  the  intemation- 
al  outplacement  firm.  The  carnage  con- 
tinues. On  Feb.  24,  First  Union  Coip. 
announced  it  would  eliminate  4,400  jobs 
as  it  digests  its  latest  acquisition, 
Corestates  Financial  Corp. 

Companies  continue  to  shift  manu- 
facturing offshore,  too.  On  Jan.  28, 
Phillips- Van  Heusen  Corp.  closed  down 
its  G.  H.  Bass  plant  in  Wilton,  Me.,  and 
moved  operations  to  Puerto  Rico.  In 
Maine  employee  pay  averaged  $9  an 


WITH  LABOR  COSTS 

RISING- 


REAL  COMPENSATION  PER  HOUR 

1.5  —      YEAR  OVER  YEAR  CHANGE 
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hour — a  hefty  premiimi  over  what  Puer- 
to Rican  workers  earn. 

With  an  eye  toward  productivity 
gains.  Corporate  America  continues  to 
invest  heavily  in  technology.  From  1990 
to  1996,  companies  spent  more  than  $1.1 
trillion  on  information-technology  hai'd- 
wai'e  alone,  according  to  Stephen  Roach, 
chief  economist  at  Morgan  Stanley,  Dean 
Witter,  Discover  &  Co.  That  spending 
should  increase:  A  poll  by  the  Federal 
Reserve  Bank  of  Minneapolis  in  its  re- 
gion found  that  45%  of  respondents 
planned  on  hiking  capital  spending  this 
yeai",  while  only  26%  said  they  would  in- 
crease full-time  employment.  Says  Sung 
Won  Sohn,  chief  economist  at  Noi-west 
Coip.:  "Tlie  answer  to  labor  shortages  is 
to  employ  more  modern  technology." 
THINKING  SMARTER.  St.  Paul  Cos.,  the 
giant  insurer  based  in  St.  Paul,  Minn., 
certainly  agi'ees.  It  is  aiming  for  pro- 
ductivity growth  I'ates  of  5%  annually 
over  the  next  several  years,  more  than 
enough  to  cover  its  expected  increase  in 
labor  costs,  says  Patrick  A.  Thiele,  head 
of  the  company's  worldwide  insurance 
operations.  One  way  to  i-each  its  goal  is 
to  increase  info-tech  spending  some  10% 
to  15%  a  year.  "We  are  continually  re- 
placing human  capital  with  information- 
technology  capital,"  says  Healy. 

Similarly,  Howard  Schultz  &  Associ- 
ates of  Dallas,  an  accounts-payable  au- 
diting fiiTTi,  says  it  recovered  more  than 
$560  million  in  accounts-payable  losses 
last  year,  up  32%  over  '96 — and  with 
the  same  number  of  people.  Thanks  to 
improvements  in  the  information  sys- 
tems used  by  its  customers  and  better 
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software  developed  in-house,  the  com- 
pany can  do  more  work  without  adchng 
employees.  "We're  in  a  position  where 
we  can  do  more  and  do  it  faster,"  says 
CEO  Howard  H.  Schultz. 

Sometimes,  boosting  productivity 
simply  means  thinking  a  little  smarter. 
Take  Southland  Coip.,  the  Dallas-based 
parent  of  the  7-Eleven  convenience- 
store  chain.  Southland  figures  pay  for 
store  employees  rose  4.8%  in  1997. 
"The  increase  in  the  minimum  wage 
combined  with  the  tight  labor  markets 
is  really  sneaking  up  on  people,"  says 
Rick  Updyke,  manager  of  planning  at 
Southland.  So  Southland  has  developed 
a  worksheet  for  store  managers  that 
helps  them  match  such  tasks  as  stock- 
ing shelves  to  employees"  hours 
worked.  Southland  is  far  from  alone. 
Says  Mitchell  S.  Fromstein,  chaii-man  of 
Manpower  Inc.,  the  giant  temporary- 
help  provider:  "Major  companies  are 
beginning  to  look  just  as  much  at  the 
cost  of  labor  downtime  as  machine 
downtime." 

DROPPED  SALADS.  When  squeezed  be- 
tween rising  costs  and  a  zero-inflation 
market,  some  companies  must  make 
tough  choices.  Anticipating  Oregon's 
minimum  wage  hike  to  $6  an  hour  in 
January,  Burger  King  Corp.  franchisee 
Jack  Eberly  dropped  prepared  salads 
from  the  menus  of  liis  11  restam-ants  in 
Eugene.  The  change  let  his  restaurants 
operate  with  one  less  person  in  the 
moniing  shift  because  it  cuts  prep  time. 

Another  factor  in  the  productivity 
equation  is  training.  Take  AlliedSignal. 
The  $14.5  billion  industrial  behemoth 
has  an  ongoing  goal  of  achieving  annual 
productivity  gains  of  6%  a  yeai'  by  using 
what  it  calls  the  "Six  Sigma"  manufac- 
tuiing  quality  progi'am.  Under  Six  Sig- 
ma, Allied  is  out  to  get  defects  down  to 
3.4  per  million  products  coming  off  the 
assembly  line.  About  6,000  employees 
have  already  been  trained  in  the  pro- 
gram, and  tMs  year  another  2,000  work- 
ers will  be  taught  to  apply  SLx  Sigma  in 
other  areas.  The  bottom  line:  Fewer 
mistakes  from  beginning  to  end  means 
better  output  per  employee. 

There  is  no  question  that  companies 
face  enormous  profit  pressures.  Yet 
throughout  the  1990s,  economists  have 
underestimated  the  ability  of  managers 
and  workers  to  boost  productivity  by 
investing  in  high-tech  equipment  and 
restructuring  the  workplace.  There's 
no  sign  of  a  letup.  That's  good  news  in- 
deed for  the  economy.  So,  do  your  part. 

By  Christopher  Farrell  in  St.  Paul, 
with  Amy  Barrett  in  Philadelphia,  Gail 
DeGeorge  ifi  Miami,  Wendy  Zellner  in 
Dallas,  and  bureau  reports 


THIS  TRADE  DEFICIT 
COULD  HELP 

It  may  have  a  cooling  effect  on  the 
economy  and  help  avoid  a  rate  hike 


The  last  time  the  U.  S.  trade  deficit 
was  setting  record  highs,  the  stock 
mai-ket  recoiled  in  hoiTor.  Ten  years 
ago,  the  swelling  deficit  could 
mean  only  trouble  aheati:  an  erod- 
ing dollar,  rising  inflation, 
soaring  interest  rates, 
and  displaced  workers. 
The  rising  deflcit  and 
the  spike  in  interest 
rates    that  followed 
brought  down  the  mar- 
ket in  October  of  1987. 

And  now?  On  Feb. 
19,  the  Commerce  Dept. 
reported  a  record  $199 
billion  merchandise 
trade  deficit  for  1997. 
Economists  warned  that 
the  gap  could  widen  to 
as  much  as  $300  billion 
in  1999.  The  market  re- 
action: The  Dow  closed 
out  the  week  just  off  an 
all-time  high  and  on 
Feb.  25  set  a  new 
record:  8458. 

Yes,  a  skyrocketing 
trade  deficit  still  mat- 
ter. But  there  ai'e  good 
reasons  not  to  soimcl  the 
alaim  tliis  time.  For  one 
thing,  more  comprehensive  measiu'es  of 
the  deficit  are  not  setting  records.  More 
important,  the  deficit  isn't  actually  that 
big:  It's  just  1.2%  of  gi'oss  domestic  pi'od- 
uct,  compared  with  3.0%  in  1987.  (chart). 
CONFIDENT  CONSUMERS.  Indeed,  today's 
trade  pictui'e  reflects  a  sign  of  the  ro- 
bust American  economy.  U.  S.  exports 
keep  gi'owing  despite  a  strong  dollar. 
Meanwhile,  consiuners  confident  of  theii' 
earning  power  in  an  economy  with  4.7% 
unemployment  are  stocking  up  on  im- 
ported cai's,  electronics,  and  wine — with- 
out fear  of  putting  then*  fellow  Ameri- 
cans out  of  a  job. 


And  with  the  U.  S.  budget  finally 
balance,  there's  also  no  problem  luriil 
foreign  capital.  "In  the  1980s,  the  traJ 
deficit  was  a  ftmdamental  reflection  off 
sick  U.  S.  economy  with  veiy  low  inveff 
ment  and  savings  and  a  huge  budgl 
deficit,"  says  Boston  College  economi| 
Alicia  H.  MimneU.  "Now,  the  gap  refle(| 
the  sti'ength  of  an  economy  that's 
tracting  veiy  liigh  investment." 

Part  of  that  strength  comes  from  tl 
way  U.  S.  multinationals  have  chang( 
theii'  M.  0.  over  the  past  decade.  Inste; 
of  simply  shipping  U.  S.-made  products 
overseas  markets,  they  have  dispersi 


Today's  gap  isn't  actually  that  big, 
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iction  to  foreign  outposts  to  cut 
and  serve  those  markets  better. 
;  moves,  plus  currency  hedging, 
cushioned  the  effect  of  regional 
:ums. 

it's  not  to  say  that  an  exploding 
deficit  doesn't  pose  danger.  A  surge 
3orts  from  Asia  could  shave  up  to 
percentage  point  off  gdp  gi'owth, 
g  a  2%^to-2.75%  rise  this  yeai',  most 
mists  expect.  Federal  Reserve 
man  Alan  Greenspan  welcomed  the 
g  effect  on  the  fast-growing  econo- 
it  waiTied  that  "stoirn  clouds"  over 
mil  hold  down  exports, 
d  there  are  limits  beyond  which 
jficit  can't  go  without  taking  down 
lollar  and  undermining  the  whole 
amy.  CuiTency  traders  still  hit  the 
switch  when  they  see  a  nation's 
"ent-account  deficit — the  total  mea- 


despite  Asia,  the  export  pictui'e  still  looks 
promising.  Canada  and  Mexico — the  No.  1 
and  No.  2  export  markets — are  expected 
to  post  1998  growth  rates  of  4%  to  6%. 
For-  many  exporters,  European  sales  also 
remain  strong.  Take  Microsoft  Coip.  Its 
Asian  sales  fell  8%  last  quarter,  and  it 
warned  of  increased  softness  to  come. 
But  the  drop  was  more  than  offset  by  a 
33%  increase  in  sales  to  Europe.  That 
helped  the  company  post  a  34%  revenue 
gain  last  yeai*. 

StOl  moi'e  significant:  the  global  reach 
so  many  companies  have  attained.  Levi 
Strauss  &  Co.'s  "proximity  to  market" 
strategy  has  put  it  in  60  countries.  "For  a 
global  company  such  as  ours,  this  U.  S. 
trade  deficit  is  a  wash,"  says  Clarence 
Grebey,  director  of  global  communica- 
tions. Alan  F.  Shugait,  ceo  of  disk-drive 
maker  Seagate  Technology  Inc.,  agrees: 


THE  TRADE  DEFICIT 
MAYBE  GROWING  AGAIN.. 
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)f  trade  in  goods,  sei"vices,  and  in- 
lent  flows — approaching  3%  of  gdp. 
;eas  investors  might  then  fear  a 
collapse.  They  would  pull  their 
I  out  of  the  U.  S.,  forcing  the  gi-een- 
lown  fuither  and  potentially  i-eigiiit- 
flationaiy  pressm'es — prompting  the 
0  raise  interest  rates.  On  the  25th, 
ispan  noted  that  for  the  dollar, 
}  is  no  near-term  problem."  But, 
-  Goldman  Sachs  economist  Thomas 
r:  "The  rising  U.  S.  cmrent-accoimt 
,  could  be  the  Achilles'  heel  of  the 
dollar'." 

:  the  deficit  isn't  out  of  control.  And 


"There's  two  sides  to  the  Asia  situation. 
If  you're  selling  there,  you'll  sell  less  be- 
cause the  companies  there  have  less  to 
spend.  But  we  can  build  over  there  for  a 
lot  less.  And  boy,  the  cost  of  doing  busi- 
ness over  there  has  di'opped.  For  us,  it's 
more  of  a  positive  than  a  negative." 

U.  S.-owned  plants  abroad  have  actu- 
ally been  fai-  more  critical  to  the  U.  S. 
global  expansion  than  rising  exports. 
U.  S.  industiy  now  earns  more  than  three 
times  as  much  fi'om  sales  by  foreign  af- 
filiates than  fi'om  ex^Dort  sales  originating 
at  U.  S.  plants.  Foreign  direct  invest- 
ment by  U.  S.  companies  since  1990  has 


totaled  $461  billion— $85  billion  in  '97 
alone.  The  U.  S.  now  accounts  for  a  quar- 
ter of  the  world's  total  foreign  dii-ect  in- 
vestment and  40%  more  than  Gemiany 
and  Japan  combined. 

Another  change:  These  days  the  multi- 
nationals travel  in  packs.  "We  trade  pret- 
ty much  globally,  typically  with  global 
companies  that  can  move  with  us"  by 
shifting  orders  to  any  given  locale,  says 
Cai'l  E.  Snyder,  head  of  procui'ement  for 
Hewlett-Packai'd  Co. 
UNHAPPY  CARMAKERS.  The  upshot:  An 
astonishing  40%-  of  imports  to  the  U.  S. 
now  originate  fi"om  U.  S.  affiliates  abroad, 
meaning  that  much  of  the  profits  wind  up 
back  in  the  U.  S.  anyway,  supporting  the 
higher-paid  engineers,  reseai'ch  scientists, 
and  managers.  "Even  if  imports  over- 
whelm exports  in  the  near  teirn,  foreign 
investment  keeps  our  exjjort  boom  going, 
helps  maintain  oui'  global 
competitiveness,  and  sup- 
ports employment  here," 
says  Joseph  P.  Quinlan, 
a  trade  economist  at 
Morgan  Stanley,  Dean 
Wittei",  Discover  &  Co. 

Not  eveiyone  is  hap- 
py. Take  Detroit's  car- 
makers, stmggiing  with 
Asia's  protected  industiy. 
Since  General  Motors 
Corp.'s  Saturn  division 
began  selling  its  small 
cars  in  Japan  last  year, 
the  yen  fell  against  the 
dollar,  costing  Saturn 
$4,000  per  vehicle.  Re- 
sult: Satmii  lorns  deep  in 
the  red  there. 

Still,  most  U.  S.  multi- 
nationals are  far  more 
confident  about  facing 
down  Asian  rivals  than 
they  were  10  yeai-s  ago. 
"In  the  long  term,  the 
Asian  turmoil  wUl  actual- 
ly hasten  the  opening  of 
markets  and  allow  the 
free-market  system  to  determine  who 
wins,"  predicts  Joseph  T.  Gonnan,  ceo  of 
Cleveland-based  trw  Inc.,  global  supplier 
of  air  bags  and  other  auto  parts,  gm  ceo 
and  ChaiiTTian  John  F.  Smith  Jr.  agi-ees: 
"The  best  tiling  for  us  is  to  work  like  the 
devil  to  be  able  to  compete  aggi'essively 
in  the  market."  As  long  as  the  rest  of  the 
U.S.  economy  remains  on  solid  ground, 
the  trade  deficit  is  likely  to  elicit  moi'e 
yawns  than  yelps. 

By  Paul  Magnusson  in  Washhigton, 
Tfiane  Peterson  hi  Frankfuri,  Katie  Ker- 
win  in  Detroit,  Peter  Biirrows  in  Saw 
Mateo,  and  bureau  reports 


sign  of  a  robust  economy  luring  lots  of  foreign  capital 
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TELECOMMUNICATIONS 


WIRELESS  GOES  HAYWIRE 
AT  MOTOROU 

Faulty  switches,  a  tarnished  reputation-how  bad  can  it  get? 


WLceless  technology  is  supposed  to 
be  Motorola  Inc.'s  sti'ong  suit.  But 
lately  the  deck  seems  to  be 
stacked  against  the  electi'onics  giant.  Up- 
starts have  beaten  it  to  market — by 
years — with  new  digital  phones.  And  its 
ti"ansmission  equij^ment  for  digital-cellular 
networks  has  been  plagued  by  bugs. 
With  its  once-indomitable  paging  busi- 
ness shiinking  and  fomiidable  competition 
squeezing  its  semiconductor  division,  it's 
unclear  what  sector  the  $30  bilhon  com- 
pany can  depend  on  for  gi'ow^th.  Wails 
one  Motorola  executive:  "It's  the  frealdng 
Titanic  over  here." 

And  there's  an  iceberg  ahead.  By  eai- 
ly  March,  PrimeCo  Personal  Communi- 
cations— a  wireless  service  owned  by 
Bell  Atlantic,  U  S  West  and 
Aii'Touch  Communications — 
is  expected  to  cancel  a  $500 
million  contract  with  Mo- 
torola for  digital  network 
equipment.  Rival  Lucent 
Technologies  Inc.  is  expect- 


ed to  get  the  business,  one  of  the 
biggest  orders  in  the  industiy.  "To  re- 
place a  half-billion  dollars?  Ouch,"  says 
telecom  analyst  Ian  Gillott  at  Interna- 
tional Data  Coip. 

How  bad  will  it  hurt?  Even  before 
the  anticipated  loss  of 
PrimeCo,  Furman  Selz 
Inc.  has  already  slashed 
its  Motorola  1998  earnings 
estimate  to  $2.38  a  shai-e 
from  $2.80  and  its  1999  es- 
timate to  $2.80  a  share 
from  $3.80.  "The  rest  of 
the  business  is  expeiienc- 
ing  worse-than-expected 
peifoiTnance,"  says  analyst 
Susan  Kalla. 

The  misfii'es  raise  ques- 
tions about  how  Motoro- 
la, longtime  leader  in  analog-wii"eless  sys- 
tems, will  fare  as  the  industry  moves 
squarely  into  the  digital  age.  Last  sum- 
mer, faulty  base  station  regulators  that 
direct  calls  intennpted  semce  on  Piime- 
Co's  digital  network  in  Cliicago.  The  net- 
work— using  so-called  cdma  code — typi- 
cally stayed  dom\  from  30  minutes  to 
two  hom"s  because  Motorola  didn't  have 
enough  engineers  to  fix  the  problem,  ex- 
ecutives close  to  the  company  say. 
Though  it  accepts  responsibility  for  the 
outages,  a  top  Motorola  executive  dis- 
claimed: "Rai'ely  is  softwai'e  perfect  the 
day  it's  rolled  out." 

For  Motorola,  this  is  particularly 
true.  It  had  software  problems  with 
equipment  it  supplied  CTE  Wireless  and 
Nextel  Communications  Inc., 
too.  But  those  companies 
say  they  will  stick  with 
Motorola.    "With  any 
vendor,  you  run  into  oc- 
casional problems,"  says 


MOTOROLA  IS  NEARING 
ITS  ONE-YEAR  LOW 


FEB 

DOLLARS 

DATA  BLOOMBERG  EiNANCIAL  MARKETS 


John  McLean,  gte  Wu-eless'  vice-pre 
dent  of  technology. 

Motorola  has  been  scrambling  to  bri 
its  digital  portfolio  up  to  speed.  An 
gi-essive  pitch  to  Sprint  PCS  last  spri 
landed  the  company  60%  of  a  $750  rnilli 
contract  to  complete  the  constniction 
Splint's  digital  network.  And  on  Feb. 
at  the  Cellulai-  Telecommunications 
dustry  Assn.  convention  in  Atlanta,  IV 
torola  announced  its  first  commerc 
availability  of  cdma  digital  phones. 
CATCH-UP.  Still,  Motorola  is  playi 
catch-up.  Qualcomm  Inc.,  for  examp 
has  already  released  tiny  cdma  phon 
the  size  of  cigarette  packs.  Motorola 
n't  expected  to  have 
digital  version  of  its  co 
pact  StarTac  phone  un 
the  end  of  this  year. 

The  lack  of  competiti 
phones  is  quickly  leadi 
to  lost  market  shai-e.  at 
Wii-eless  says  its  new  si 
scribers  are  choosing  di 
tal  as  much  as  85%  of  t 
time — because  they' 
cheaper  to  use,  ha 
longer  battery  life,  a 
more  easUy  accommods 
features  hke  E-mail. 

Motorola  also  faces  quality  questio 
with  its  digital  phones.  Recently,  the  co 
pany  had  to  issue  a  software  upgi'ade 
digital  phones  in  Latin  America  becai 
the  handsets  shut  down  when  they 
ceived  imfamiUar  signals  from  netwc 
equipment.  BellSouth,  SBC  Communi( 
tions,  and  AT&T  Wireless  have  chos 
other  than  Motorola  technology.  A  B( 
South  spokesman  says  the  conipa 
would  like  to  have  a  digital  Motorc 
product  in  its  mix,  but  none  has  pass 
its  "shake  and  bake  test." 

"Theii-  brand  has  eroded,"  adds  Ga 
Cuccio,  coo  at  Omnipoint  Communi( 
tions,  an  East  Coast  digital  phone  can 
Wliile  some  customers  stilJ  accept  ]\ 
torola  gear,  "it's  not  like  they  have 
have  the  products."  How  times  ha 
changed. 

By  Roger  0.  Crockett  in  Chicago  w 
Peter  Elstrom  in  New  York  and  Ga 
McWilliams  in  Houston 


UNTANGLING  THE  WIRELESS  MESS 

IMPROVE  reliability  of  digital  "infrastructure"  products. 

RECOVER  lost  market  share  in  digital  phones — 
where  Motorola  is  two  years  behind  in  shipping  popular 
CDMA  phones. 

REBUILD  relations  with  customers.  Many  carriers  and 
distributors  complain  that  Motorola's  arrogant  style  has 
turned  them  off. 
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Tits  tree.  Or  tree  hits  car  Airbags  inflate,  OnStar  Center  is 
;ed.  Computer  map  pinpoints  location.  Advisor  calls  back, 
no  answer  Advisor  calls  nearest  emergency  service  provider, 
someone  will  hear  you,  24  hours  a  day,  7  days  a  week.  Even 
J  can't  call,  we'll  hear  you.  We'll  hear  you  in  other  ways,  too. 
j're  lost,  we'll  direct  you.  If  your  car  is  stolen,  we  can  track  it. 


If  you're  locked  out,  we  can  unlock.  It's  a  service  called 
OnStar.  It's  available  on  nearly  2  million  new  GM  vehicles. 
And  It  gives  you  more  peace  of  mind.  Because  it's  a  lungle 
out  there.  Even  when  it's  only  a  forest.  For  ^^t^ 
more  information,  calM -888-0NSTAR-7  fljQiJ^tHr 


or  visit  our  website  at  www.onstar.com. 
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JOHN  AND  MIKE'S 
BIG  ADVENTURE 

A  TCI-AT&T  connection  may  come  to  pass-but  can  it  work? 


In  Januaiy,  as  lie  made  his  fii-st  major 
presentation  to  Wall  Street  analysts, 
AT&T  CEO  C.  Michael  Armstrong 
found  himself  violating  the  company's 
policy  of  not  commenting  on  possible 
deals.  The  reason?  The  market  buzz 
about  a  merger  with  Tele-Communica- 
tions Inc.  (TCI)  had  become  a  roar.  "We 
won't  be  announcing  a  cable  acquisition 
at  the  end  of  the  meeting  or  m  the  neai' 
future,"  he  told  the  crowd. 

Well,  maybe  not  an  acquisition.  But 
more  deals  between  Armstrong  and  TCi's 
CEO  John  C.  Malone  seem  about  to 
hatch.  The  two  execs  are  negotiating  a 
pah-  of  investments  that  would  bind  the 
two  companies  more  closely  together 
and  give  AT&T  a  critically  important  path 
to  enter  the  $100  billion  local  phone  mai-- 
ket.  AT&T  is  discussing  a  $1  billion-plus 
investment  in  @Home  Corp.  in 
exchange  for  an  equity  stake  in  the  high- 
speed Internet  access  provider,  whose 
largest  shareholder  is  cable  giant  TCI. 

On  Feb.  20,  @Home  confii-med  the 
AT&T  talks,  sending  its  shares  soaring. 
AT&T  would  market  the  (S^Home  sei-vice 
to  its  customers,  and  it  would  probably 


fold  its  WorldNet  Internet  service's  1.1 
million  subscribers  into  @Home.  Ac- 
cording to  one  AT&T  soui'ce,  the  giant  is 
looking  to  get  a  20%  @Home  stake — as 
large  as  TCi's — so  that  it  will  have  an 
equal  say  in  management. 

AT&T  is  after  more  than  fast  Internet 
links.  Wliat  at&t  hopes  for  is  a  means 
to  end-ran  the  Baby  Bells  and  provide 
local  phone  service  over  the  cable  net- 
work. That  would  not  only  save  $16  bil- 
lion in  access  charges  at&t  pays  local 
caniers  annually  but  also  give  it  control 
over  its  service.  To  that  end,  at&t  is 
discussing  a  separate  investment  in  TCi 
that  could  reach  $1  billion.  Tliat  could  be 
a  flat  equity  investment — or  the  phone 
company  may  chip  in  $100  for  every 
set-top  box  when  TCI  starts  deploying 
telephone-capable  boxes  in  1999. 

Wliile  a  Tt:i  investment  could  come 
by  mid-March,  the  @Home  deal  may 
take  longer.  @Home  is  talking  about 
merging  with  the  Net  access  businesses 
of  Time  Wamei'  Inc.  and  U  S  West  Me- 
dia Group.  Since  that  would  make 
@Home  more  attractive  to  at&t,  Mal- 
one wants  the  deal  cut  before  moving 


forward.  TCi,  however,  is  motivir 
ed  to  make  a  phone  de;: 
Malone  regards  Inte- 
net  telephony  as  one 
'  his  most  promising  a- 
enue  for  gi-owth.  Neith' 
AT&T  nor  TCI  would  coi- 
ment  on  negotiations. 
Even  if  Armstrong  ai 
the  notoriously  tough  M: 
one  come  to  terms,  cable  tel 
phony  is  far  from  a  sure  b* 
They  need  to  agree  on  wl 
mil  invest  the  bilHons  need( 
(  to  upgrade  the  cable  network  f' 
/  voice  and  how  to  diwy  up  calling  n- 
'    enues.  Even  then,  at&t  could  end  \ 
with  poor-quality  service  that  won 
hiut  its  reputation.  The  Internet  tec 
nology  that  at&t  and  tci  plan  to  u 
has  proved  problematic,  and  wha 
more,  cable  networks  are  so  far  riot 
reliable  as  phone  systems.  "If  the>  ' 
tiying  to  use  this  as  a  bridge  to  the  ' 
cal  customer,  it's  a  veiy  weak  bride  t 
says  Scott  C.  Cleland,  an  analyst 
Legg  Mason  Inc.'s  Precm'sor  Grou)). 
LITTERED  PATH.  Armstrong  may  ha 
to  chance  the  crossing.  AT&T's  acqiiisitM 
of  Teleport  Communications  Group,  >. 
"alternate   access   company"  pait 
owned  by  tci  and  other  cable  com]: 
nies,  gives  it  an  entree  into  the  $20  fa- 
lion  local  business  market.  But  An 
strong  still  needs  an  economical  \v 
into  the  $80  billion  residential  mai'kei 
before  the  Baby  Bells  start  offem 
long-distance  sei-vice.  Potentially,  cat 
telephony  gives  at&t  what  it  needs  ■ 
match  the  new  competition  with  a  l<i(! 
and  long-distance  bundle. 

StUl,  more  cable-telco  deals  have  be  i 
drawn  up  than  carried  out.  In  19; 
Malone  agreed  to  merge  with  Bell 
lantic  Coi"p.  That  fell  apart  two  yt  a 
later,  when  Bell  Atlantic  went  sour 
cable.  In  1996,  Sprint  Corp.  had  b 
plans  to  provide  local  phone  sei-vice  ov 
the  cable  network.  That  prospect  di 
because  the  costs  were  prohibitiv 
"What  does  at&t  know  that  Spri 
didn't  know?"  says  Cleland.  Anoth 
question  for  Mr  Amistrong. 

By  Peter  Elstrom  in  New  York  a, 
Ronald  Grover  in  Kansas  City,  Mo. 


AT&rs 

COURTSHIP 
OF  GABLE 


DIRECTV  In  Decem- 
ber, AT&T  sold  its 
2.5%  stake  in  the 
satellite  television 
business  i  ack  to 
Hughes  t>^ctronics. 
Cable  con   inies  had 
felt  threatei  ed  by 
DirecTV. 


TELEPORT 
COMMUNICATIONS 
GROUP  In  January, 
AT&T  agreed  to 
acquire  TOG  for 
$11.3  billion.  That 
gave  TCG's  owners, 
including  TCI,  a  10% 
stake  in  AT&T. 


@HOME  AT&T  is 
negotiating  to  take  an 
equity  stake  in  the 
high-speed  Internet 
access  provider.  It's 
likely  to  invest  at 
least  $1  billion  and 
receive  a  stake  equal 
to  TCi's  holding. 


TELE-COMMUNICA- 
TIONS AT&T  is  also 
negotiating  to  take  a 
stake  in  TCI,  in  part 
so  that  the  two  can 
cooperate  on  cable 
telephony.  The  invest 
ment  could  total 
$1  billion. 
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Get  Your  IRA  In  Shape 
For  1998  With  A  Free 
20-Mmute  IRA  Checkup 
From  Prudential 

This  year,  new  tax  reforms  give  you  more  IRA  options  than  ever  But  making  the  right 
choices  can  be  a  complex  matter  Before  you  make  your  annual  IRA  contribution, 
stop  by  Prudential  for  a  free  20-minute  IRA  Checkup  using  our  exclusive 
Prudential  Roth  IRA  Analyzer  ™  software. 


Now,  IRAs  are  even 
more  attractive  — 
especially  if  you 
get  an  early  start! 


The  long-term 

benefit  of 
tax-deferred 
compounding 


S250K 


SI50K 


SOK 


S256,( 


S167,0 


Investor  A       Investor  B 


Principal  Invested 


Investor  A  contributes  $2,000 
a  year  for  10  years  storting 
at  age  30,  then  ollows  the 
investment  to  compound  for 
25  years.  Investor  B  contributes 
$2,000  annuolly  for  25  years, 
starting  at  age  40.  Even  though 
Investor  B  actually  contributes 
more  over  time,  there's  significantly 
less  to  shovi;  for  it  at  age  65. 

Tliis  chart  is  for  illustrative  purposes  only. 
Assumes  on  annuo!  totol  return  of  8%. 

Withrirawals  may  be  subiect  to 
ordinary  income  tax  ond  o  10%  penalty 
if  fallen  prior  to  age  59  '/;. 


Get  the  answers 
you  need  in  just 
20  minutes. 

Should  I  roll  over  my 
traditional  IRA  to  a 
new  Roth  IRA?  Ain  I 
eligible  for  expanded 
IRA  tax  deductions? 
What  kinds  of 
investments  should 
I  consider?  During 
your  20-minute  IRA  Checkup, 
your  Prudential  professional 
will  help  you  sort  it  all  out. 

For  every  need, 
there's  a  Prudential 
solution.  Your  Prudential 
professional  can  help  you  build 
a  sound  portfolio  with  mutual 
funds  from  today's  most 
popular  fund  families,  stocks 
and  bonds,  CDs,  annuities, 
and  the  neiv  Roth  IRA. 


Prudential 


A 


clear  explanation  of  the  new  tax 
lows  ond  how  they  can  affect  you 

[Vf  A  review  of  your  existing  IRA  and 
'~  how  well  it  matches  your  goals 

Vf  An  analysis  of  your  new  IRA 
options  using  Prudential's 
Roth  IRA  Analyzer  software 

V'  An  action  plan  to  help  you  moke 
the  most  of  your  IRA 


Make  sure 
you're  ready 
for  1 998.  Call 
Prudential  today 
to  learn  more  about 
our  free  IRA  Checkup. 
Ask  for  your  free  copy 
of  our  brochure — 
Retirement  Solut  ions  fo  r'  Life. 

Call  toll  free: 

1-800-THE-ROCK 

ext.  4905  www.prudential.com 

(Sj  Prudential 


Securities  products  and  services  are  offered  through  Prudential  Securities  Incorporated,  member  SIPC,  and  Pruco  Securities  Corporation, 
Doth  subsidiaries  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102-3777.  'Stocks  and  bonds  available 
Dniy  through  Prudential  Securities.  Prudential  and  its  subsidiaries  are  not  tax  advisors.  MRA-97-21  199 
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COMPUTERS 


THE  GREAT 

DEBATE 

Congress  is  getting  nowhere  in  the  battle  to  control  encryption 


For  years,  the  battle  over  data 
encryption — the  technology 
used  to  keep  computeiTzed  in- 
fonnation  confidential — was  an  ai- 
cane  fight  over  export  controls. 
National  Seciu'ity  Agency  spooks 
wanted  tight  controls  to  keep 
software  capable  of  cloaking  in- 
formation with  an  unbreakable 
code  out  of  the  hands  of  teiTor- 
ists.  U.  S.  industiy  protested  that 
such  restrictions  would  cut  off  bil- 
lions in  sales  and  curtail  the 
gi'owth  of  electronic  commerce — 
without  doing  much  to  boost  na- 
tional security. 

Tlien  last  year;  the  debate  took 
a  dramatic  and,  some  would  ar- 
gue, dangerous  tiu-n.  fbi  director 
Louis  J.  Freeh  called  for  domestic 
controls  on  encryption,  as  well. 
Without  them,  he  argued,  law  en- 
forcement agencies  would  be  ham- 
stiimg.  Key  membere  of  Congi'ess 
agreed.  Last  September,  the 
House  Permanent  Select  Com- 
mittee on  Intelligence  gutted  an 
industiy-backed  bill  to  relax  ex- 
port controls  and  replaced  it  with 
a  measure  that  would  prevent 
anyone  from  making,  distributing, 
or  selling  any  encryj^tion  product 
that  didn't  provide  "keys"  to  un- 
lock coded  iiifoiTnation  that  poUce 
could  seize.  Pi-ivacy  advocates  on 
both  sides  of  the  political  spec- 
trum were  aghast.  Companies, 
who  want  to  assure  consumers 
that  doing  business  on  the  Net  is 
completely  secui-e  and  confiden- 
tial, foresaw  lost  billions. 
"STALKING  HORSE."  Now,  oppo- 
nents are  mounting  a  counterof- 
fensive.  Organizations  such  as  Microsoft 
Corp.,  the  U.  S.  Chamber  of  Commerce, 
and  the  Business  Softwai'e  Alliance  plan 
to  contiibute  more  than  $10  million  to  fi- 
nance a  massive  lobbying  and  publicity 
campaign  to  beat  back  domestic  controls 
and  relax  export  restrictions.  Heading 
the  offensive  are  Washington  insiders 
Edward  W.  Gillespie,  who  helped  write 
the  GOP's  Contract  With  America,  and 
Jack  Quinn,  fomier  chief  of  staS"  for  Vice- 
President  Al  Gore.  "We  are  going  to 
bring  about  change  in  U.S.  enci-yjjtion 


THE  ENCRYPTION  WARS 

FBI  AND  LAW  ENFORCEMENT  WOULD: 

•  Require  all  encryption  products,  even  those  used 
only  within  the  U.S.,  to  provide  "keys"  so  law 
enforcers  can  decode  encrypted  information  and 
conversations 

INDUSTRY  AND  PRIVACY  GROUPS  WANT: 

•  No  domestic  controls  and  removal  of  all  existing 
export  controls 

POSSIBLE  COMPROMISE  WOULD: 

•  Ban  domestic  controls  and  relax  export  controls 
when  similar  products  are  already  available  overseas 


policy,"  vows  Quinn.  The  gi'oup,  Aineri- 
cans  for  Computer  Privacy,  plans  a  roll- 
out on  Mar.  4. 

Is  all  this  fu'epower  necessaiy?  Many 
veterans  of  the  decade-long  enciyirtion 
battle  believe  Freeh's  plan  is  too  ex- 
ti'eme  to  even  take  seriously.  "Pi"oposals 
like  this  are  a  tremendous  stalking 
horse,  but  are  dead  on  arrival,"  says 
Kawika  Daguio,  encryption-policy  ex- 
pert at  the  American  Bankers  Assn. 

Other  players  argue,  however,  that  it 
wouldn't  hull  to  drive  as  many  nails  as 


possible  into  the  coffin.  Every  time 
law  enforcement  case  is  made  more  d 
ficult  because  the  perpetrators  used  u 
breakable  encryption  to  cover  th( 
tracks,  the  fbi  and  police  will  run 
Congress  looking  for  help,  warns  Was 
ington  attorney  and  former  nsa  offici 
Stewart  A.  Baker.  "Companies  will  n 
have  won  this  fight  until  they  win  t 
fight  against  'Mothers  Against  Stroi 
Encryption,'"  he  says. 

Still,  much  of  the  curre 
rhetoric  is  overblown.  For  o 
thing,  observes  Stephen  T.  Wal 
er,  CEO  of  Ti'usted  Informati( 
Systems  in  Glenwood,  Md. 
spite  of  all  the  smoke,"  expo 
controls  on  cryptography  pro 
ucts — which  were  once  classifi 
as  munitions — are  already  ea 
ing.  Now,  all  products  that  u 
computer  "keys"  up  to  56  b; 
long  to  encode  information  a 
freely  exportable.  That  produc 
a  strong  enough  code  for  mo 
l)urposes.  And  products  th 
have  keys  of  unlimited  leng 
(and  thus,  strength)  can  be 
ported  as  long  as  they  also  co 
tain  a  mechanism  for  recoveri; 
the  keys.  The  situation  "is  n 

FREEH:  Without,  controls,  the 
FBI  chief  says,  law  enforce- 
ment would  be  hamstrting 

as  bad  as  the  zealots  on  eith 
side  would  say,"  says  Walk( 
Also,  a  compromise  may  be 
hand.  Senators  John  McCain  ( 
Ariz.)  and  J.  Robert  Kerrey  ( 
Neb.)  are  cmrently  working  or 
bill,  soui'ces  say,  that  would 
lease  exports  from  controls  wh 
similar  encryption  products 
already  available  overseas.  Th 
could  also  add  a  ban  on  domes 
controls.  "It  appears  McCain  a 
Kerrey  are  searching  for  sor 
way  out  of  what  appears  to 
legislative  gridlock,"  says  Co 
nierce  Under  Secretary  Willii 
A.  Reinsch,  who  oversees  the 
ministration's  policy. 

But  Reinsch  and  others  ai'e  not  op 
mistic  that  the  Senate  effort  can  bre 
the  logjam — especially  given  the  n( 
coalition's  hai*d  line.  "Aside  fi-om  Ken 
and  McCain,  no  one  wants  to  comp] 
mise,"  Reinsch  laments.  "It's  the  odd< 
thing  I've  ever  seen.  Both  sides  thi 
they  are  getting  stronger — and  want 
go  for  the  whole  loaf."  As  a  resu 
America's  encry]jtion  policy  will  prol 
bly  continue  to  be  half-baked. 

By  John  Carey  in  Washingti 
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DEALMAKERS 

CRAZY  LIKE 
A  FOX? 

Others  see  trouble  at  Oxford. 
Texas  Pacific  sees  promise 

With  its  ballooning  losses  and 
snarled  information  systems, 
managed-care  pioneer  Oxford 
Health  Plans  Inc.  hardly  looks  like  an 
investor's  dream.  But  that's  just  the 
way  Texas  Pacific  Group  likes  it. 


The  $2.5  billion  private  investment 
partnership,  led  by  Fort  Worth  financier 
David  Bonderman,  has  a  reputation  for 
finding  treasm-es  where  others  see  trou- 
ble. It  has  invested  in  everything  from 
Continental  Airlines  to  Del  Monte  Foods 
and  Ducati  motorcycles. 

Bonderman,  55,  a  former  adviser  to 
billionaire  Robert  M.  Bass,  declined  to 
comment,  but  a  spokesman  says  tpg 
was  attracted  by  Oxford's  "pi'eeminent 
franchise"  and  growing  customer  base. 
TPG  planned  to  team  up  with  Kohlberg 
Kravis  Roberts  &  Co.  But  after  kkr 
pulled  out,  TPG  agreed  to  invest  $350 
million  for-  a  stake  that  could  reach  22%. 

Oxford  vdll  be  a  forniidable  challenge 


for  TPG  and  Norman  C.  Payson,  the  ne 
chief  that  the  gr-oup  will  install  at  0: 
ford.  If  history  is  any  guide,  tpg  \\i 
give  Payson,  former  head  of  Healtl 
sourxe  Inc.,  lots  of  running  room — bi 
plenty  of  oversight. 

That  was  the  drill  at  Continents 
which  Bonderman  and  his  Air  Partiiei 
investment  gr-oup  led  out  of  bankrujjtc 
in  1993  before  forming  tpg.  Counting 
pending  deal  to  sell  Air  Partners'  14' 
equity  stake  to  Northwest  Air-lines  Im 
the  group  has  r-eaped  a  $700  millii 
gain  on  its  $66  million  investment 
Continental.  No  wonder  tpg  is  willing  i, 
try  some  surgery  on  Oxfor-d. 

By  Wendy  Zelhier  in  Dalit 


COMMENTARY 


By  Susan  Jackson 

NOT  EVERVTNINC  OXFORD  DID  NEEDS  REMIR 


0! 


In  Feb.  24,  Oxford  Health 
Plans  Inc.  unveiled  its  bid 
for  salvation.  The  health 
insur-er  that  plunged  fi-om 
grace  last  year  found  a  res- 
cuer in  Texas  Pacific  Group,  a 
Fort  Worth  investment  house 
that  agreed  to  pump  in  $350 
million  in  new  capital,  and  a 
new  CEO  in  Norman  C. 
Payson,  a  doctor  who  once 
headed  Healthsource  Inc. 

The  prognosis  remains 
murky.  It's  not  clear  that  the 
baOout,  including  another  $350 
million  that  Oxford  plans  to 
hunt  down  in  the  debt  mar- 
kets, will  pay  all  the  bills.  Ox- 
ford lost  $291  million  last  year- 
on  $4.2  bOlion  in  revenues  and 
still  owes  physicians  hundreds 
of  miUions  of  dollar-s  in  unpaid 
fees.  Cash  flow  wiU  suffer  at 
least  through  1998  because 
Oxford  is  locked  into  premium  prices 
too  low  to  cover  anticipated  medical 
costs.  Oxford  has  "a  black  hole"  in 
terms  of  futui-e  earnings,  says  Paul  S. 
Goulekas,  a  senior  vice-president  at 
insuT'ance  consultants  Conning  &  Co. 
LOSS  OF  CONTROL.  This  is  the  legacy 
of  founder  Stephen  F.  Wiggins,  who 
resigned  as  chairman  as  part  of  the 
tpg  deal.  "I'm  an  entrepreneiu-  first,  a 
professional  manager  second,"  Wig- 
gins told  BUSINESS  WEEK  last  August. 
(Oxfor'd  declined  to  make  him  avail- 
able after  his  resignation.)  Indeed, 
Oxford  insiders  and  analysts  blame 
Wiggins  for  misjudging  the  complexi- 


FOUNDER:  Wiggins  was  a  visionary — but  no  manager 


ty  and  expense  of  a  crippling  comput- 
er-systems changeover  and,  more  im- 
portant, for  losing  contr-ol  over  the 
costs  of  medical  claims. 

But  Wiggins  also  leaves  important 
assets.  He  is  responsible  for  innova- 
tions that  have  changed  managed 
care  for  the  better.  These  ar-e  moves 
that  set  the  Oxfor-d  brand  apart  from 
rivals  and  can — if  retained — leave  a 
foundation  to  rebuild  upon. 

What  made  Oxfor-d  different?  Wig- 
gins recognized  early  on  that  pa- 
tients hated  the  limits  of  traditional 
HMO  networks.  So  he  bet  the  compa- 
ny on  a  more  expensive  product  that 


let  members  seek  care  out- 
side a  core  network  of  physi- 
cians. It  wasn't  a  new  con- 
cept, but  Wiggins  was  the 
first  to  make  it  a  key  part  of 
his  business.  The  payoff:  Ox- 
ford's enrollment  grew  eight- 
told  from  1993  thr-ough  1997. 
OPEN  EAR.  Wiggins  also  un- 
derstood that  customers 
would  pay  more  for  decent 
service — an  aspect  of  the 
business  that  insurers  were 
irrfamous  for  ignoring.  Model- 
ing Oxford's  marketing  after 
consumer  giants  such  as 
American  Expr-ess  Co.,  Ox- 
ford studied  what  its  mem- 
bers wanted,  and  listened. 
One  masterstroke:  an  alterna- 
tive-medicine initiative  that 
led  members  to  discounts  on 
such  services  as  acupuncture. 
It  cost  Oxfor-d  almost  nothing, 
but  gained  widespread  attention. 

Oxfor-d  still  must  clean  up  Wig- 
gins' very  ugly  operational  mess. 
"We've  got  some  work  ahead  of  us," 
Payson  admits.  Yet  Oxford  remains  a 
vibrant  presence  in  the  market.  For 
all  the  bad  news,  member-ship  grew 
8%  between  last  Sept.  30  and  Jan.  1, 
to  2.1  million.  Give  Wiggins  some 
credit:  If  Oxfor*d  can  sur-vive  the  fi- 
nancial pitfalls  of  the  next  year,  the 
legacy  of  his  market  savvy  promises 
to  help  it  make  a  full  recovery. 

Jackson  is  business  week's 
Connecticut  correspoytdent. 
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It's  a  big  responsibility. 


f  ^TNational  Taking  care  of  your  teeth  is  a  tough  job.  We  should  know.  For  over  30  years,  3M  has  created 
Jl^ward  ^  innovative  dental  products  that  have  revolutionized  the  way  dentists  care  for  teeth.  It  is  this 

Pgg^  commitment  to  excellence  and  continuous  improvement  that  earned  3M  Dental  the  coveted 
inner  Malcolm  Baldrigc  National  Quality  Award.  Today,  virtually  every  dentist  in  the  country  uses  some  of 
1 300  dental  products  3M  manufactures.  Products  that  reflect  the  3M  quality  you  expect.  So  brush,  floss  and  visit 
r  dentist  every  six  months.  Because  with  you,  your  dentist  and  3M  Dental  working 
ither,  your  teeth  can  last  a  lifetime.  And  that's  something  we  can  all  smile  about. 


3M  Dental 
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MARKETING 


THOSE  NEW  BREWS 
HAVE  THE  BLUES 

A  shakeout  is  coming  in  the  saturated  designer-beer  market 


By  some  estimates,  there  are  300 
microbrews  named  after  animals 
or  fish.  Dozens  more  are  flavored 
with  everything  from  strawberries  to 
pumpkins.  "I  can't  choose,"  laments 
Chicago  caipentei;  disk  jockey,  and  beer 
lover  Rick  Lidinsky,  who  switched  ft-om 
micros  to  imports.  "The  market  is 
saturated." 

That  confusion  spells  trouble  for  all 
those  companies  created  to  quench  one 
of  the  hottest  trends  of  the  '90s:  con- 
sumer thirst  for  fuller-bodied,  not-just- 
another-Bud  bi-ews.  After  meteoric 
gTOwth  of  about  50%  a  yeai-  in  1994  and 
1995,  the  microbrew  industiy  has  gone 
about  as  flat  as  day-old  beer.  Sales  edged 
up  just  5%  last  year,  according  to 
newsletter  Beer  Marketer's  hmghts.  The 
stocks  of  the  dozen  or  so  specialty  brew- 
ers who  poured  into  the  market  in  re- 
cent years  have  lost  their  heads. 

In  recent  weeks,  such  industry  leaders 
as  Pete's,  Pyramid,  and  Redhook — all 
on  the  West  Coast — have  reported  de- 
clining beer  sales  and  restiaicturing-re- 
lated  losses  for  1997.  Even  the  healthiest 
of  the  microbrewers,  Boston  Beer  Co., 
brewei-  of  Samuel  Adams,  saw  its  sales 
and  eaiTiings  fall  and  is  focusing  its  mar- 
keting dollars  on  a  narrower  Hne. 
Now,  a  full-fledged  shakeout  is  on  tap 


among  brewer,-  .md  I  n  i-w  puhs — whose 
numbers  have  jumped  foui-fold,  to  1,306, 
since  1993,  according  to  the  Institute  for 
Bi'ewing  Studies.  In  late  Januaiy,  a  small 
Maryland  brewer,  Frederick  Brewing 
Co.,  bought  out  two  even  smaller"  rivals 
to  form  a  mid-Atlantic  regional.  More 
significantly,  on  Feb.  19,  No.  2  Pete's, 
brewer  of  Pete's  Wicked  Ales,  liii'ed  Mor- 
gan Stanley,  Dean  Witter,  Discover  & 
Co.  to  explore  its  options,  including 
mergers.  "We  need  to  get  lai'ger  to  gain 
more  focus  from  distiibutors  and  I'etail- 
ers,"  says  Pete's  President  Scott  Bar- 
niun.  He  figui'es  the  top  12  micros  will  be 
wliittled  down  to  six  in  shoit  order.  Adds 
John  Hickenlooper,  CEO  of  Denver's 
Wynkoop  Brewing 
Co.,  a  microbrewer  and 
brew])ub  operator:  "It's 
a  jungle.  Only  the 
.strong  will  survive." 
A  GLUT?  What  went 
wrong?  Tantalized  by 
consumer  fancy  for 
every  imaginable  new 
concoction,  and  with 
easy  access  to  capital, 
micros  chunied  out  as 
many  as  4,000  different 
brands.  Entrepreneurs 
were  hard  pressed  to 


handle  growth  and  quality  problems  b 
gan  to  creep  in.  Many  drinkers  retumt 
to  imports.  "We  were  a  mile  wide  ar 
an  inch  deep,"  says  Barnum  of  Pete 
The  brewer  has  recently  dropped  4  of  i 
12  brands. 

The  micros  also  got  squeezed  hai 
by  distributors  and  retailers,  who  a 
pruning  product  lines  to  focus  on  tl 
most  lucrative  brews.  Zimmerman's, 
big  Chicago  beer  and  liquor  distribute 
has  dumped  all  but  six  of  the  75  micr 
it  cairied  thi'ee  years  ago.  "Unless  it's 
heckuva  brand,  I  don't  want  anoth 
[micro]brew  in  my  house,"  says  Kev 
Bui'ke,  owner  of  Miller  Brewing  Co.  d 
tributorships  in  Chicago,  San  Franc 
CO,  and  Louisville. 

Attempting  to  catch  the  fad's  coa 
tails,  Anlieuser-Busch,  Miller,  and  Coo 
have  launched  or  taken  stakes  in  the 
owm  microbrews.  Their  forays  have  n 
been  very  successful,  but  they  contini 


GOING  SKUNKY 

Even  micro 
leaders  sucii  as 
Redhook  have 
reported 
declining  beer 
sales  and  losses 
for  1997 


n 


MIGROBREWERY  STOCKS 
HAVE  GONE  FLAT 
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to  roil  the  mark 
because  of  theu-  clo 
with  distributors. 
Anheuser's  case,  th 
netted  a  lawsu 
Four  California 
cros  are  suing  A 
heuser-Busch  Cc 
for  restraint  of  tra 
because  the  beer  , 
ant  was  offering 
nancial  incentives  to  distributors  w 
signed  on  as  "exclusive"  sellers  of  A 
heuser  brands  and  authorized  mien 
The  Justice  Dept.  is  also  investigati: 
Anheuser-Busch  denies  the  charg 
(BW— Feb.  23). 

Wlio  will  sm-vive  the  pub  brawl?  Ma 
industiy  execs  speculate  that  among  t 
sui'vivors  will  be  Boston,  the  only  mic 
with  a  tiaily  national  fi-anchise,  and  lor 
time  Cahfoniia  micros  Sien-a  Nevada  a 
Anchor  Steam.  Some  expect  that  Pet 
and  Pyi'amid  may  merge.  Miller  is  al 
shopping  for  a  stake  in  a  West  Coast  r 
cro.  Paul  S.  Sliipman,  Redliook  Ale  Bre 
ei-y  Inc.  foimder  and  chairman,  may  ha 
crafted  a  key  survival  strategy  sevei 
years  ago  by  sellii 
25%  of  his  company 
Anheuser-Busch  a: 
gaining  a  distributi 
network.  But  ev 
Redhook  is  saddl 
with  more  than  50%  ( 
cess  capacity.  At  le^ 
we  all  now  know  t 
answer  to  the  press! 
philosophical  debai 
Can  there  be  too  mu 
beer? 

By  Richard 
M etcher  in  Chicago 
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In  June,  the  world^s  most  important 
informatiorl technology  CEOs  will  npike  a  gilgrimoge. 


To  the  birthplace  of  thefciternet. 


They're  coming-more  than  1,600  strong-to  attend  the  1998  V/orld  Congress  on  Information  Technology.  And  though 
they're  flying  in  from  all  over  the  world,  they'll  find  themselves  in  familiar  territory.  Fairfax  County  is  the  second  largest 
information  technology  center  in  the  world.  And  the  conduit  for  more  than  half  the  world's  Internet  traffic.  It's  the 
perfect  setting  for  an  event  as  significant  as  the  World  Congress.  And  for  a  business  as  significant  as  yours.  Call 
703-790-0600  or  visit  our  Web  site.  And  move  to  Fairfax  County  The  choice  of  information  technologists  everywhere. 


IAIRFAX  C01JNTY,  VIRGINIA.  HOME  Of  THE  1998  WORLD  CONGRESS  ON  INfORMATION  TECHNOIOGY: 


www.FairfaxCountyEDA.org 
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CARMAKERS 

IN  REVERSE 
AT  NISSAN 

It  has  fallen  way  behind 
Japanese  rivals  in  the  U.S. 

For  a  while  there,  it  looked  as  if  Nis- 
san Motor  Corp.  usA  had  gotten  its 
act  together.  After  the  dog  days  of 
the  early  '90s,  it  launched  its  first  suc- 
cessful family  sedan,  the  Altima.  The 
bread-and-butter  Nissan  brand  pulled 
ahead  of  the  archrival  Honda  line  in 
1993,  and  its  Inftniti  luxury  cars  con- 
tinued to  rack  up  impressive  annual 
gains.  Then,  18  months  ago,  it  launched 
$200  million  worth  of  edgy  image  ad- 
vertising designed  to  put  the  Nissan 
name  more  firmly  on  the  map.  The 
prize-winning  series  featui'ed  the  happi- 
ly enigmatic  "Mr.  K"  and  his  sidekick 
Jack  Russell  tenier. 

That  pictui'e  of  progi'ess  began  to  un- 
ravel in  1996,  when  Nissan's  market 
share  dipped  from  5.2%  to  5%.  And  in 
1997,  Nissan  shifted  into  reverse.  De- 
spite a  healthy  North  American  car 
market  and  the  advantage  that  imports 
gained  from  the  rising  dollar,  Nissan 
sales  slipped  neariy  3%,  to  728,377  ve- 


MR.  K  AND  POOCH:  Hot  ads  didn't  translate  into  sales 


hides.  Meanwhile,  Toyota  Motor  Corp. 
sales  rose  6%  and  American  Honda  Mo- 
tor Co.'s,  11%.  Both  companies  posted 
North  American  sales  records.  Now, 
says  George  Peterson,  president  of  mai*- 
ket  researcher  AutoPacific  Inc.,  Nissan 
isn't  "really  a  fii-st-tier  Japanese  com- 
petitor anymore." 

REVOLVING  DOOR.  Nissan  has  two  big 
problems:  uncompelling  products  and 
unstable  management.  The  latest  change 
came  on  Feb.  20,  when  Minona  Naka- 
mura,  president  of  U.S.  holding  com- 
pany Nissan  North  America  Inc.,  an- 
nounced the  early  retirement  of  three 
key  execs — including  the  general  man- 


ager of  the  Nissai; 
Div.,  which  does  ai,; 
estimated  $15  billioi 
in  sales  a  year.  Thajl 
division's  new  chief 
who  will  take  over  oi|!.i 
Mar.  2,  will  be  thi' 
third   in   less  thai}) 
three  years.  The  re^, 
volving  door  at  Infinj;, 
ti — where  sales  rosj^ 
17% — is  I'otating  eve 
faster,  with  five  mar 
agers  over  the  pas 
four  years. 

Much  of  the  blam( 
however,  can  b 
traced  back  to  Japai 
While  the  Toyot 
Camry  and  the  Honda  Accord  have  gol 
ten  roomier  to  take  on  the  Ford  Taurus 
Nissan's  Altima  has  become  the  nmt 
its  class. 

Things  are  not  likely  to  change  anj 
time  soon.  Nissan  wiW  bring  three  ne) 
models  to  market  this  year,  but  in  cat( 
gories  where  Japanese  cannakers  ten 
to  have  low  volumes:  a  minivan,  a  lev 
end  luxuiy  sedan,  and  a  V-6  pickup.  I 
the  ad  for  the  new  tmck,  the  picki; 
rolls  over  Mr.  K,  who  is  emerging  froi 
a  manhole.  "Dogs  love  trucks,"  he  say 
Unfortunately  for  Nissan,  they  can't  bu 
them. 

By  Larry  Armstrong  in  Los  Angelt 


PHARMACEUTICALS 

MERCK  HOLDS 
ITS  BREATH 

A  new  asthma  pill  has  the 
potential  to  be  a  blockbuster 

Wall  Street  was  panting. 
On  Feb.  23,  Merck  &  Co. 
stock  soared  nearly  5%, 
to  130y,  after  the  Food  & 
Dnig  Administration  gave 
the  company  marketing- 
approval  for  a  new  asth- 
ma ding,  Singulair.  Cow- 
en  &  Co.  analyst  Stephen 
M.  Scala  figures  it  could 
generate  worldwide  sales 
of  .$1.5  biUion  by  2001. 

Why  the  hoopla?  The  incidence  of 
asthma  in  the  U.  S.  is  soai-ing.  According 
to  the  National  Center  for  Health  Sta- 
tistics, the  number  of  asthma  sufferers 
rose  from  10.4  million  in  1990  to  14.6 
million  in  1994.  And  Merck's  dnag  is  the 
first  of  the  new  leukotriene-blocker  diTJgs 


to  be  approved  for  chil- 
di'en  6  and  up — a  lai'ge 
and  growing  market. 

The  most  common 
treatment  for  asthma 
is  inhaled  steroids.  But 
long-term  high  doses 
may  cause  such  side 
effects  as  glaucoma, 
osteoporosis — and,  for 
kids,  impau'ed  gi-owth. 
Singulair  and  similar 
compounds  work  by 
blocking  leukotrienes, 
molecules  involved  in 
the  inflammation  asso- 
ciated with  asthma. 
"This  whole  class  of  drugs  is  a  big  step 
foi-ward,"  says  Dr.  Jeffi'ey  M.  Drazen,  a 
professor  at  Hai-vard  Medical  School. 

So  fai",  the  only  leukotriene  blocker  on 
the  market,  Zeneca  Pharmaceuticals' 
Accolate,  has  not  been  a  blockbuster.  It 
generated  sales  of  just  $77  million  in 
1997,  according  to  research  firm  IMS 
America  Ltd.  Dr.  Beth  Seidenberg, 
Merck's  executive  director  for  clinical 
research,  points  out  that  Accolate — un- 
like Singulair — was  not  approved  for 
children  under  age  12.  Accolate  is  also 


FOR  KIDS 


associated  with  inc 
dences  of  liver  toxic 
ty  when  taken  at  foi. 
times  the  approve 
dose,  a  problem  thi 
hasn't  shown  up 
Singulair.  Seidenber 
says  the  Merck  dru 
will  be  a  great  optic 
for  children  whos 
parents  worry  aboi 
stunted  growth.  All 
Singulair  may  hel 
adults  taking  hig 
doses  of  inhale 
steroids  to  cut  back 
Still,  can  Singula 
live  up  to  the  Street's  expectations 
Many  patients  do  well  on  inhale 
steroids,  so  their  doctors  may  see  r 
need  to  alter  treatment.  And  any  pos6 
ble  long-temi  side  effects  may  not 
known  for  years.  "It's  promising,  bi 
[its]  place  in  long-term  asthma  trea 
ment  is  not  fully  defined,"  says  D 
David  M.  Lang,  division  chief  for  aller^ 
and  immunology  at  Allegheny  Unive 
sity.  It  has  proved  capable  of  puttir 
ail'  in  Merck's  stock,  though. 

By  Amy  Barrett  in  Philadelph; 


yroivi  II If  iiKi 
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For  nearly  150  \'eabs.  The  Equitable  has  meant 
outstanding  service,  innovation  and  mtegnty  —  a 
strong,  reliable  partner  in  an  ever  changing  world 

Building  futures 


Our  Alliance  Capital  Management  and  Donaldson 
Lulkm  &Jenrette  companies  are  world-class  leaders 
in  asset  management  and  investment  banking.  While 
none  of  this  is  changing,  we  now  have  a  new,  excit 
ing  and  powerful  dimension.  As  a  member  of  the 
Global  AXA  Group,  The  Equitable  is  changing  the 
way  the  world  does  business.  AXA  is  one  of  the 
world's  largest,  most  innovative  and  fastest  growing 
financial  services  companies  —  with  over  $500  bil 
lion*  in  assets  under  management  and  a  strong  pres- 
ence in  50  countnes.  Add  this  global  reach  to  The 
Equitable's  premier  U.S.  capabilities  and  you  have  a 
combination  that's  hard  to  beat.  To  learn  more,  call 
us  at  1-800-590-5995  or  visit  us  at  mvw.eqiatablc.com 


EQUITABLE 


Member  of  the  Global  I 


I  Group 


uitable  Life  Assurance  Society  of  the  tJ.S.  NY,  NY  10104  is  a  ma|or  component  of  the  AXA  Group. The  Equitable  is  solely  responsible  for  its  own  obligations.      *As  of  6/30/97 
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THIS  ONE  DIDNT  CLEAR  THE  NET 


MESSY  ACCOUNTS  AT 
WASTE  MANAGEMENT 

GARBAGE  IN,  GARBAGE  OUT. 

That's  one  way  to  look  at 
Robert  "Steve"  Miller's 
harsh  assessment  of  "serious 
accounting  errors  and  errors 
of  judgment"  at  Waste  Man- 
agement. On  Feb.  24,  the 
interim  chairman  and  CEO  of 
the  big  hauler,  who  took  the 
reins  on  Oct.  29,  restated  five 
years  of  earnings  and 
announced  $2.9  billion  in 
aftertax  write-offs.  Waste, 
reeling  from  brutal  competi- 
tion, had  been  overstating 
the  value  of  its  assets  and 
understating  its  environ- 
mental liabihties.  The  com- 
pany has  initiated  talks  vdth 
the  Securities  &  Exchange 
Commission  about  the  past 
accounting,  though  no  formal 


CLOSING  BELL 


JUST  NOT  DOING  IT 

Nike  is  jogging  on  jagged  ter- 
rain, in  the  first  three  weeks 
of  February,  the  stock  rose 
from  41^6  to  46%  partly  on 
rumors  that  Warren  Buffett 
was  buying.  But  on  Feb.  24, 
Nike  said  third-quarter  and 
yearend  earnings  would  be 
below  analysts'  estimates — 
and  layoffs  and  other  cuts 
would  ensue.  The  stock 
dropped  to  43X  in  after-hours 
trading.  What  was  Nike's 
Achilles'  heel?  Excess  inven- 
tory, especially  in  the  U.S. 
and  Asia.  Nike  had  been  hop- 
ing to  double  Asian  sales  but 
now  expects  them  to  be  flat. 


0  III  II 
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DATA:  BLOOMBERG  FINANCIAL  MARKETS 


investigation  is  under  way. 
With  the  big  cleanup  behind 
him.  Miller  insists  the  future 
is  brighter:  "There  is  grow^th 
in  our  core  business,  though 
it's  not  Silicon  Valley." 

CURTAINS  FOR 
NEW  CENTURY 

IT  WAS  SUPPOSED  TO  BE  A 

model  for  providing  news 
online  and  a  way  for  news- 
papers to  protect  their  turf 
against  the  likes  of  Microsoft. 
Instead,  New  Century  Net- 
work became  a  money  pit 
and  a  source  of  infighting 
among  the  nine  partners — 
including  The  New  York 
Tiynes,  The  Washington  Post, 
Gannett,  and  Knight-Ridder. 
So  on  Feb.  25,  less  than  a 
year  after  the  launch,  the 
site  went  dark.  The  idea  had 
been  to  post  the  best  stories 
from  140  newspapers  on  a 
single  site.  But  the  partners 
wrangled  constantly  and  ulti- 
mately lost  $27  million. 

DRUG  DEALS  THE  FTC 
MAY  NOT  SWALLOW 

CREATING  MORE  EFFICIENT 
health  care  is  a  top  priority 
in  Washington.  But  Federal 
Trade  Commission  staffers 
fear  that  proposed  mergers 
among  the  top  four  drug 
wholesalers  might  be  a  bit 
too  efficient — a  prescription 
for  higher  prices  and  slower 
deliveries.  Sources  close  to 
the  case  say  etc  staff  will 
recommend  that  the  board 
block  Cardinal  Health's  pro- 
posed merger  with  Bergen 
Brunswig  and  McKesson's 
buy  of  AmeriSource  Health. 
These  companies  control  82% 
of  the  $66  billion  industry. 
The  ftc's  decision  could  come 
on  March  3. 


CREDIT  UNIONS  GET 
THEIR  WINGS  CLIPPED 

SCORE  ONE  FOR  THE  BANKS  IN 
their  battle  against  credit 


Jan  Leschly  is  on  the 
defensive.  Following  the 
acrimonious  Feb.  23  col- 
lapse of  merger  talks 
between  Smith- 
Kline  Beecham  mr 
and  Glaxo  Well- 
come,  Leschly,  IP7 
a  tennis  pro  ft  /  _ 

turned  Smith-  ^Hb-^ 
Kline  CEO,  is 

under  pressure  jHlii 
from  investors  to 
get  a  deal. 

Leschly  nixed  the  Glaxo 
deal  after  a  Feb.  20  meet- 
ing with  Glaxo  CEO 
Richard  Sykes  in  which,  a 
former  SB  insider  says,  the 
exec  discovered  that  the 
proposed  combination  was 
"not  a  merger,  but  a 
takeover."  But  investors 
were  upset  that  the  deal 
had  come  apart:  They 


unions.  On  Feb.  25,  the 
Supreme  Court  upheld  a  fed- 
eral law  barring  the  unions 
from  expanding  their  mem- 
bership beyond  persons  who 
work  in  the  same  occupation. 
In  a  5-4  decision,  the  court 
noted  that  the  1934  law  that 
established  the  credit  unions 
required  that  their  member- 
ship be  limited  to  groups 
"having  a  common  bond  of 
occupation  or  association."  In 
1982,  credit  unions  started 
letting  small  businesses  join. 
Bankers  sued,  arguing  that 
any  number  of  people  coidd 
join  credit  unions,  which  offer 
many  bank  services  but 
which  are  tax-exempt. 

BEN  &  JERRY'S  ICES 
ADREYER'S  OFFER 

ON  FEB.  24,  BEN  COHEN  AND 

Jerry  Greenfield,  the  self- 
described  former  hippies  who 
foionded  Ben  &  Jerry's  Home- 
made, put  the  deep  freeze  on 
an  offer  from  Dreyer's  Grand 


knocked  SmithKline's  val- 
ue down  by  $6.6  billion. 
SmithKline  is  prof- 
itable— earnings  rose 
Hil^     17%,  to  $2.7  billion, 
^^L^    in  1997— but  it 
ranks  ninth  in 
^    M  prescription- 
drug  sales, 
dowTi  from 
r         third  in  1989. 
|.  And  while  its 

/        investments  have 
turned  up  many  leads 
for  new  drugs,  SmithKline 
lacks  the  r&d  funds  to  pur- 
sue all  of  them. 

Roche  Holdings,  Scher- 
ing-Plough, Warner-Lam- 
bert, and  Britain's  Zeneca 
are  all  possible  partners. 
Now,  Leschly,  57,  has  to 
prove  he  can  fight  back 
from  two  sets  down. 

By  Julia  Flynn 


Ice  Cream,  Ben  &  Jerry 
largest  distributor.  Since  t\ 
arrival  of  a  new  CEO  a  yes 
ago,  Ben  &  Jerry's,  the  mal 
er  of  such  funky  supe 
premium  flavors  as  Chubl 
Hubby  and  Wavy  Gravy,  hi 
halted  a  financial  meltdow 
that  has  resulted  in  fi\ 
straight  quarters  of  decUnii 
profits.  But  spurning  Dre; 
er's  may  launch  Ben  &  Je 
ry's  dovm  another  rocky  roa 
putting  pressure  on  the  rel 
tionship  between  the  tv 
companies.  I 

ETCETERA...  | 

■  To  arms:  Intel  is  licensiiBj 

a  low-priced  microprocess« 
design,  the  arm  chip.  I 

■  General  Motors'  Delpl 
Automotive  Systems  will  s( 
its  seating  business  to  Les 

■  Allstate  is  seeking  $!( 
million  in  damages  fro 
alleged  insurance  scamstei 

■  Toys  'R'  says  fourth  qua 
ter  earnings  will  be  hurt  1 
high  promotional  spending 
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Before  youdive 
digital  copiers, 
re-introduce  the  art 


headfirst  into 
lue'd  like  to 
of  thinking  ahead. 


The  Oce  3165  digital  copier/prinler  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


When  investing  in  a  digital  copier/printer,  a  little 


forethought  can  go  a  long  way.  Before  taking  the  plunge, 


consider  this:  many  digital  copiers  are  painfully  slow,  non- 


networkable  and  require  an  advanced  degree  to  operate. 


Now  consider  the  Oce  3165  digital  copier/printer. 


It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 


with  any  PC  on  virtually  any  network,  maximizing 


your  productivity  by  letting  you  print,  copy,  and  collate 


right  from  your  desk.  And  with  Oce  Image  Logic, 


high-quality  images,  graphs  and  text  are  achieved 


without  endless  adjustments. 


Invest  in  the  smarter,  faster,  more 


productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering, 


'In  hindsight  we  should  have  gone  with  Oce." 


Sharpen  your  digital  acumen 
Copier  Buyer's  Guide.  Call  l-8i 
For  general  copier  enlightenment,  visit  www.oceusa.com 


B    n    R    I    N  S 


B    E    H    I    H  0 


BETTER 


D     G     C     U     H     E     N    T  S 


SAS*  Software... #r  in  Decision  Support 


The  Worm  Wide  We 


AP/Business  Intelligence 


SAS  Institute  Inc 


Business  of  Better  Decision  Making 


Nlore  than  3.5  million  decision 
makers  around  the  world  trust 
SAS  software  to  deliver  reliable, 
timely,  and  consistent  information 
to  drive  their  businesses  forward. 
No  wonder  Software  Magazine 
chose  SAS  Institute  as  the  Best 
Decision  Support  Tools  Company. 


Your  Free  Guide  t( 
Today's  Hottest 
Business  Solution? 


Visit  us  on  the  World  Wide  Web,  fci 
or  give  us  a  call,  tor  an  overview 
of  SAS  Institutes  award-winning 
strategies  for  data  warehousing, 
data  mining,  multidimensional  dat; 
analysis  (OLAP),  Web  enablement, 
and  more.  Not  to  mention  our  new 
business  solutions  for  your  financic " 
human  resources,  and  IT  systems 
management  needs. 


E-mail:  bw@sas.com      www.sas.com/solutions/  919.677.8200 


SAS  IS  a  registered  Irademark  ol  SAS  Inslilule  Inc    Copyright  (g  1998  by  SAS  Institute  Inc 


Washington  Outlook 


ED  BY  OWEN  ULLMANN 


iTIENrS  BILL  OF  RIGHTS: 
JSINESS  GETS  OUT  THE  SCALPEL 


■  hen  Corporate  America  launched  a  massive  lobbying 
B  blitz  to  block  sweeping  regulation  of  managed-care 
f  plans  in  late  January,  it  looked  like  a  loser,  hmos 
)ther  employer  health  plans  were  on  the  run  as  con- 
rs,  doctors,  and  pols  cast  them  as  the  villains  in  a 
world  of  bare-bones  medicine.  The  public  mood  was 
down  at  the  cineplex  as  audiences  cheered  Helen 
's  character  in  As  Good  As  It  Gets  when  she  blasted  an 
doctor  for  limiting  her  child's  treatment, 
t  in  a  few  short  weeks,  coi-porate  forces 
staged  a  remarkable  comeback.  Thi'ough 
il  politicking,  business  has  stalled  the  rush 
pose  new  iTiles  on  health  cai*e.  While  Con- 
is  still  likely  to  enact  a  patient's  bill  of 
5  this  year,  the  final  package  will  be  much 
to  employer.-  '  liking. 

at's  no  mean  feat.  President  Clinton's  ver- 
)f  the  patient's  bill  of  rights  gets  plenty  of 
use  for  its  call  for  easier  access  to  spe- 
;s  and  treatments.  And  a  physician-friend- 
ipublican  alternative  that's  even  tougher 
AOs  has  216  House  sponsors. 
miDATED."  To  stem  the  tide,  business  lob- 
3  argue  that  the  gop  bill,  the  Patient  Ac- 
to  Responsible  Care  Act  (parca),  would 
rmine  the  managed-care  networks  that 
halted  the  double-digit  medical  inflation  of 
980s.  parca's  backers — a  coalition  of  med- 
nd  consumer  gi'oups — maintain  that  the  measure  would 

costs  by  no  more  than  2.6%.  But  actuaries  Milliman  & 
rtson  Inc.  conclude  that  the  bill  would  liike  premiums  by 
A  boost  tliat  lai-ge  would  induce  46%  of  smaU  companies 
•op  health  insurance,  according  to  a  poll  released  on 
24  by  the  business-backed  Health  Benefits  Coalition, 
ose  figures  may  be  self-seiwig,  but  companies  are  using 

to  chip  away  at  parca's  support.  They've  teamed  up 
Senate  gop  Whip  Don  Nickles  (R-Okla.)  and  House  Ma- 


HUNT:  The  people's  voice 


jority  Leader  Dick  Armey  (R-Tex.),  who  were  fiuious  that 
Senator  Alfonse  M.  D'Amato  (R-N.Y.)  and  90  RepubUcan 
House  members — all  up  for  reelection  this  fall — backed  the 
measure.  Now,  two  gop  co-sponsors  have  dropped  out,  and 
"many,  many  others  have  told  us  privately  that  they  wish 
they  hadn't  signed  on,"  says  small-business  lobbyist  Dan 
Danner.  Business,  laments  a  Senate  Democratic  staffer,  "has 
intimidated"  Republicans  sympathetic  to  hmo  refonn. 

Coiporate  America  still  faces  a  formidable  foe:  Bill  Clinton. 

His  bill  of  rights  would  require  health  plans  to 
give  member's  detailed  infoiTnation  about  physi- 
cians, hospitals,  and  claims  processing.  It  would 
mandate  external  appeal  boards  when  health 
plans  deny  coverage.  The  package  also  would 
make  it  easier  for  patients  to  see  specialists 
and  to  win  payment  for  emergency-i'oom  visits 
even  when  they're  false  alarms.  On  Feb.  20, 
Clinton  ordered  that  his  rules  apply  to  health 
plans  covering  87  million  federal  employees, 
veterans,  and  Medicai-e  and  Medicaid  recipients. 

But  business  won't  willingly  follow  suit.  It 
sees  the  bill  of  rights  as  part  of  a  Clinton 
plan  to  win  what  he  couldn't  get  in  1994 — 
sweeping  health-care  reform — one  step  at  a 
time.  The  Business  Roundtable  wants  a  pur- 
chasers' coalition  of  lai"ge  employers — excluding 
insm-ance,  HMOs,  and  di^ug  companies — to  ch'aft 
patient-protection  rales  that  companies  would 
pledge  to  meet  voluntarily. 

That  won't  satisfy  politicians  eager  to  ride  the  tide  of  hmo 
resentment.  The  Dems  plan  to  make  patient  rights  a  center- 
piece of  their  fall  campaigns.  And  a  gop  strategist  concedes 
that  such  legislation  "is  a  political  imperative."  With  both 
parties  aboard,  some  version  seems  bound  to  pass.  Business 
may  have  defused  the  anti-HMo  explosion — but  it  won't  es- 
cape unscathed. 

By  Mike  McNamee,  with  Richard  S.  Dunham 


CAPITAL  WRAPUP 


E  PAXON  SHOCKER 

even  months  after  surviving  a 
p  attempt.  Speaker  Newt  Gingrich 
apidly  consolidating  his  once- 
ky  hold  on  the  House.  Latest  good 
/s  for  Newt:  the  surprise  retire- 
it  of  Representative  Bill  Paxon 
N.  Y.)  on  Feb.  25. 

lis  depaitm-e  will  remove  the  No.  1 
jat  to  Gingrich's  leadership.  Paxon 
been  working  to  topple  Nevrt's  top 
tenant.  House  Majority  Leader 
k  Ai-mey  (R-Tex.).  Paxon,  who  lost 
leadership  post  after  meeting  with 


the  coup  plotters,  says  he  wants  to 
spend  more  time  with  wife,  Susan 
Molinari,  and  family.  Molinari  left  the 
House  last  year  to  become  a  news  an- 
chor. "The  priority  of  family  must  now 
take  precedence,"  said  Paxon.  "I  will 
never  ran  for  office  again,  never,  not 
even  for  dog  wai'den."  Another  reason: 
Armey — with  Newt's  help — is  likely  to 
keep  his  post  after  the  elections. 

Gingiich  can  now  focus  on  plotting 
'98  House  races  and  Ms  2000  Presiden- 
tial bid.  "With  Paxon  off  the  hoiizon, 
there's  no  immediate  thi'eat,"  notes 
congressional  analyst  Charles  Cook. 


Except  from  his  own  image: 
Gingrich  remains  hugely  unpopular, 
though  focusing  on  issues  such  as  bet- 
ter schools  has  helped.  And,  says  Re- 
publican pollster  Whit  Ayres,  "He  has 
been  veiy  small  to  keep  his  mouth 
shut  on  the  Clinton  scandals." 

Inside  the  House  gop,  Newl  is 
stronger  than  at  anytime  since  the 
1995-96  government  shutdowns, 
though  consei-vative  dissidents  vow  to 
keep  up  pressure.  Says  one  gop  strate- 
gist: "Newt  doesn't  have  to  watch  his 
back  at  eveiy  turn — just  at  every  oth- 
er turn."         By  Ricliard  S.  Dunham 
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International  Business 


ASIA 


CAR 

TROUBLE 


The  boom  is  a 
bust.  And  scared 
consumers  have 
stopped  buying 

The  perfect  market.  That's  how 
the  world's  carmakers  viewed 
Asia  unto  just  a  few  months  ago. 
Rising  incomes,  hundreds  of  mil- 
lions of  potential  buyei-s — the  in- 
gi'edients  seemed  in  place  for 
the  biggest  cai"-buying  binge 
in  automotive  history.  The 
Japanese,  Europeans,  Amer- 
icans, and  Koreans  all  i-ushed 
to  get  in  on  the  bonanza  be- 
fore it  was  too  late. 

Now,  the  boom  has  turned 
into  a  bust  because  of  a  cur- 
rency crisis  that  has  devas- 
tated many  local  economies 
and  prompted  scared  con- 
sumers to  shun  big-ticket 
items  like  cars.  In  Japan, 
dealers  ai'e  desperately  seek- 
ing cu-stomei-s,  while  the  Chi- 
nese are  selling  their  most 
popular  cai",  the  locally  made 
Volkswagen  Santana,  for  2-5% 
less  than  two  years  ago. 
Sales  are  evaporating  in 
Thailand,  Malaysia,  and  In- 
donesia. Giants  like  Toyota 
Motor  Corp.  and  Ford  Mo- 
tor are  ginmly  endmnng  the 
recession,  while  the  national 
car  companies  of  Indonesia 
and  Malaysia  face  their 
roughest  road  test  yet. 

It's  time  to  rethink  strategies.  Both 
Ford  and  General  Motors  Corp.  want 
to  win  a  10%  share  of  Asia's  market  in 
the  next  decade  or  so.  Local  production 
is  a  must,  so  why  not  pick  up  someone 
else's  capacity  cheap,  especially  in  haixl- 
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hit  Korea?  Thus  Ford  is  talking  to  Sam- 
sung and  Kia,  while  gm  is  dancing  with 
Daewoo  Motor  just  six  years  after  a 
bitter  coi-porate  divorce.  Says  Alan  Per- 
riton,  president  of  GM  Korea:  "Trying 
to  go  it  alone  just  doesn't  make  sense." 

Meanwhile,  the  Japanese  have  spent 
billions  creating  an  Asian  auto  indus- 
ti-y  fi'om  scratch.  Nine  out  of  10  cars 
and  pickup  trucks  in  the  region  are 
made  by  Japanese  companies,  and  they 
want  to  keep  it  that  way.  "We  are  not 
going  to  flee,"  says  Honda  Motor  Presi- 
dent Nobuliiko  Kawamoto. 

So  Japan's  cai-makers  are  flying  hun- 
dreds of  Thai  workers  back 
to  Japan  for  additional  tech- 
nical training  and  extending 
support  to  local  suppliers  to 
revamp  theii*  operations  for 
export.  Even  before  Ford 
and  GM  get  rolling  in  Thai- 
land, "the  Japanese  are  dig- 
ging in  even  deeper,"  says 
Michael  Dunne,  president  of 
Automotive  Resources  Asia. 
THAI  CONCEPT.  Yet  the 
Japanese  also  have  problems. 
They  want  to  source  all  their 
parts  locally:  That  way,  a 
Thai  plant  won't  have  to 
spend  huge  amounts  of  de- 
preciated baht  to  buy  parts 
from  Japan.  Far  better  to 
buy  locally  and  earn  hard- 
ciuTency  profits  in  Japan,  the 
U.  S.,  or  Europe.  It's  a  good 
idea,  but  it  needs  work. 
Japan's  carmakers  in  Thai- 
land get  only  70%  of  their 
parts  locally,  and  their  loca- 
tions in  Indonesia  and  the 
Philippines  have  much  low- 
er local  content  and  so  prac- 
tically no  cost  advantage. 

The  cost  of  staying  in  Asia's  auto 
mai'kets  will  keej)  climbing  as  sales  con- 
tract further.  Cannakers  have  a  choice: 
stay  in  the  race  or  end  up  as  roadkill. 

By  Emily  Thornton  in  Tokyo 


EST 


THE  BIG  CRUNCH 
IN  THAILAND 


You  get  a  sense  of  how  bad  Tha 
land's  recession  is  soon  after  entei 
ing  Mitsubishi  Motors  Corp.'s  n 
gional  offices  in  suburban  Bangkok 
save  on  electricity,  the  hallways  are  ui 
lit  and  aii"  conditioners  are  set  a  fe 
degrees  warmer  than  usual.  The  fourt 
floor,  once  home  to  spacious  office  suit( 
with  special  executive  showers  an 
washrooms,  is  closed  completely.  An 
Mitsubishi's  car  business?  The  compan 
is  shutting  assembly  lines  and  layin 
off  hundreds  of  workers. 

The  worst  is  yet  to  come.  After 
dismal  1997,  Thailand's  automobile  ma 
ket  is  still  slu-inking.  Demand  could  drc 
to  160,000  units  this  year,  one-third  tl 
number  sold  in  the  peak  year  of  199 
That's  even  less  than  the  capacity 
Mitsubishi's  four  Thai  facilities,  not 
mention  the  10  plants  of  its  Japanes 
and  American  rivals.  And  with  demar 
plunging  everywhere  else  in  Southea 
Asia  as  well,  e.xijort  prospects  ai*e  blea 
"How  can  we  survive?"  asks  Susun' 
Nakagawa,  Mitsubislii  ThaDand's  exeei 
five  \ace-president. 
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)t  everybody  will.  After  the  world's 
makers  poured  billions  into  Thai- 
to  grab  a  share  of  the  domestic 
:et  and  produce  for  the  entire  re- 

the  country  now  has  a  capacity 
that  will  last  well  into  the  next 
iry.  Major  new  factories  by  late- 
rs  General  Motors  Corp.  and  Ford 
r  Co.  are  still  going  up  in  the  for- 
pineapple  fields  of  an  industrial  es- 
two  hours  southeast  of  Bangkok. 

will  soon  help  push  Thailand's  total 
al  capacity  to  1.2  million  cars  and 
:s,  says  Dennis  Meseroll,  associate 
tor  of  Brooker  Group,  a  Bangkok 
ilting  company. 

N,  NOT  OUT.  It  looks  grim.  But  so 
0  auto  makers  have  decided  to  cut 
"un.  Instead,  they  are  scaling  back 
hunkering  dovra.  gm,  for  example, 
ilashed  planned  output  of  Opel  pas- 
er  cars  from  100,000  annually  by 
to  40,000  and  reduced  its  invest- 
.  by  one- third,  to  $500  million,  in 
by  building  a  smaller  plant  and  de- 
g  production.  Meanwhile,  to  keep 
operations  from  deteriorating  fui- 
Japanese  cannakers  are  dropping 
:  shifts,  bailing  out  wobbly  parts 
;rs,  and  setting  up  consumer  credit 
;  to  prop  up  dealers  and  push  sales, 
it  reducing  output  won't  solve  prof- 
)es,  since  car  plants  require  large 
action  volumes  to  pay  off.  "Because 


the  auto  industry  is  capital  in- 
tensive, you  want  to  be  run- 
ning full  bore  to  make  mon- 
ey," says  Brooker's  Meseroll. 
Right  now,  the  industry  is  run- 
ning at  just  30%  capacity. 
"People  are  in  big  trouble," 
adds  Meseroll. 

The  government  has  not 
made  the  auto  makers'  task  any  easier. 
Because  of  the  fiscal  policies  mandated 
by  the  International  Monetary  Fund,  the 
Thais  have  increased  value-added  taxes, 
excise  taxes,  and  import  duties  on  goods, 
including  cai"s.  Some  carmakers,  such  as 
Toyota  Motor  Corp.  with  its  Corolla,  are 
swallowing  these  costs  and  actually  low- 
ering prices.  Others,  such  as  Clirysler 
Coip.  vrith  its  Jeep  Cherokee,  ai'e  pass- 
ing on  the  costs,  adding  as  much  as 
$20,000  to  the  retail  price.  Neither  ap- 
proach helps  profits. 

Even  before  the  crisis,  the  signs  of  a 
weakening  mai-ket  were  appearing.  Hon- 
da Motor  Co.'s  experience  vrith  the  City, 
a  four-door  car  unveiled  in  1996,  is  a 
case  in  point.  The  simply  designed, 
$8,300  City  is  made  specifically  for 
Southeast  Asian  buyei-s  in  a  $100  million 
plant  neai"  Ayutthaya.  "We  were  hoping 
to  create  a  new  passenger-car  market," 
says  Satoshi  Toshida,  president  and  ceo 
of  Asian  Honda  Motor  Co.  Yet  in  the 
past  two  years,  only  30,000  were  sold — 


THAILAND'S 
CAR  CRISIS 

VANISHING  SALES 

Sales  may  not  even 
reach  160,000  vehi- 
cles this  year,  a  third 
of  1996  results.  A 
big  rebound  will  not 
occur  until  2000. 

OVERCAPACITY 

Japanese  and  Ameri- 
can companies  will 
soon  be  able  to  make 
1.2  million  vehicles  a 
year  in  Thailand. 

WEAK  EXPORTS 

They  will  eventually 
pick  up,  but  for  now, 
even  the  Japanese 
are  too  pinched  to 
buy  many  Thai-made 
cars. 

DATA;  BUSINESS  WEEK 


way  below  expectations. 

Carmakers  still  haven't 
given  up  hope  that  exports 
vdll  help  compensate  for 
weak  local  sales.  The  ques- 
tion remains:  Export 
where?  Unlike  Mexico, 
which  survived  the  1994 
peso  crash  thanks  in  large 
part  to  the  North  American  Free  Trade 
Agreement,  Thailand  does  not  have  a 
huge  open  mai'ket  right  next  door.  Tr-ue, 
Japanese  auto  maker's  can  use  their  Thai 
factories  to  supplant  more  expensive  as- 
sembly lines  at  home.  Toyota  Motor 
Corp.  wants  to  sell  22,000  Thai-produced 
pickups  in  Australia  and  New  Zealand, 
replacing  tioicks  that  came  fr-om  Japan. 
Yoshiaki  Miu-amatsu,  president  of  Toyota 
Motor  Tliailand  Co.,  thinks  that  he  might 
be  able  to  export  to  smallish  markets 
like  Sri  Lanka  or  the  Middle  East. 
TIGHT  MARKETS.  But  the  quantities  being 
talked  about  are  small,  and  demand  is 
slow  in  Japan  as  well.  Longer  term,  car- 
makers are  looking  forwar'd  to  2003, 
when  tariffs  on  car-s  traded  within  the 
Association  of  South  East  Asian  Nations 
are  supposed  to  cb'op  to  5%  and  ThaOand 
can  export  fi^eely  to  nearby  mar-kets.  But 
even  if  trade  baniers  ar-e  dismantled  as 
promised,  any  relief  is  still  year's  away. 

Cracking  developed  countries  vrill  be 
difficult,  too.  Despite  the  cheap  baht, 


GOING.  GOINi 


Repossessed  cars 
are  auctioned  off 
in  Bangkok.  Credit 
has  become 
difficult  to  find 
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Thai  factories  are  too  small  to  compete 
efticiently  with  the  giant  auto  facilities 
in  the  U.  S.,  Japan,  or  Europe.  Con- 
cedes one  top  car  executive:  "We  are 
all  going  to  meet  each  other  on  a  street 
comer  in  a  foreign  coiintiy  and  iind  that 
we  are  all  tiying  to  do  the  same  thing." 
Says  David  L.  Snyder,  president  of  Foi'd 
Operations  (Thailand)  Co.:  "We  don't 
want  to  become  a  company  that's  just 
exporting  out  of  Thailand." 


A  WRONG  TURN 
IN  MALAYSIA 


rom  Britain's  Lotus,  Japan's 

lishi  Motor,  and  France's  Cit-  M 

as  also  been  a  challenge.  Even-  ^ 

Proton  intends  to  blend  the 
'ountries'  teclmologies  into  a  single 
it  is  still  in  the  design  stage.  How- 
;he  engineers  avoid  eye  contact 
heir  foreign  counterparts  at  the 
g  machines.  YosliifLurii  Kawasliima, 
tsubisW  executive  in  chai'ge  of  the 
ast  Asian  division,  says  he  has  no 
m  with  Proton's  new  Lotus  divi- 
et  one  Proton  executive  says  pri- 

"Anyone  can  see  Mitsubishi  is 
ppy  we  bought  Lotus." 
pled  with  the  management  prob- 
ire  serious  bottom-line  issues.  It 
ng  cost  Proton  more  to  acquire 


does  best:  assemble  Japanese-made  car! 
foi'  the  low  end  of  the  domestic  marke' 
Yet  this  does  not  seem  likely.  Proto 
has  delayed  by  up  to  36  months  it 
plans  to  build  the  huge  new  Tanjun 
Malim  facility.  But  it  is  not  cancelin 
them.  Proton  still  wants  to  be  work 
class.  In  an  age  of  survival,  such  v 
sionary  thinking  could  be  dangerous. 

By  Michael  Shari  in  Kuala  Lumfrn 
with  Heidi  Dawley  in  London 


When  the  Thai  market  finally  does 
recover,  those  carmakers  still  standing 
should  profit  from  a  surge  in  pent-up 
demand  for  new  vehicles.  "That  hope 
is  still  there,"  says  Mitsubishi's  Naka- 
gawa.  "But  at  this  moment,  it  is  rather 
difficult  to  expect  that."  Instead,  Naka- 
gawa  can  only  soldier  on,  waiting  for  a 
comeback  and  looking  foi-ward  to  the 
day  he  can  turn  on  a  few  more  lights. 

By  Bmce  Einhorn  in  Bangkok 


It  was,  perhaps,  the  high  point  in  the 
histoiy  of  Peinsahaan  Otomobil  Na- 
sional,  or  Proton,  Malaysia's  national 
carmaker.  At  a  secret  ceremony  last 
November  outside  Kuala  Lumpur,  the 
fii-st  $200,000  Lotus  Elise  sports  coupe 
rolled  off  a  Proton  assembly  line.  The 
Malaysians,  who  bought  control  of 
the  British  auto  maker  in  1996, 
had  worked  with  Lotus  engineers 
to  build  an  assembly  line  for  the 
sports  cars  in  Malaysia.  The 
move  was  supposed  to  showcase 
Proton's  ability  to  make  one  of 
the  world's  most  sophisticated 
cars,  open  up  a  new  luxmy  seg- 
ment and  follow  a  fiscal  year  when 
earnings  more  than  doubled  on  sales 
of  $L6  billion. 

The  currency  crisis  has  changed  all 
that.  In  the  latest  statistics.  Proton's 
Januaiy  cai'  sales  dropped 
13%.  Annual  profits  could 
drop  as  much  as  20%  in 
the  fiscal  year  ending  in 
March,  and  another  60%' 
next  year,  as  Malaysian  won't  be  making 
car  buyers  feel  the  shai-p  any  big  changes 
pinch  of  recession.  Despite 
delays,  the  company  still  plans  to  in- 
ci'ease  capacity  fi'om  230,000  to  as  much 
as  1  million  cars  a  year,  and  make 
everything  fi'om  cheap  minicars  to  Lo- 
tus exotics.  But  it's  hard  to  see  who 
will  buy  those  cars  in  this  recession, 
which  could  last  years.  Proton  execu- 
tives still  have  high  ambitions.  The 
question  is  how  much  ambition  this  com- 
jjany  can  afford. 

PRINCE  CHARMING?  Proton  still  has  $261 
million  in  cash  on  hand  and  has  rela- 
tively modem  plants  that  can  spit  out 
Mitsubishi-designed  cars.  It  may  pick 
up  some  extra  sales  as  affluent  Ma- 
laysians trade  down  to  cheaper  vehi- 
cles. Last  November,  Saudi  Prince  Al- 
waleed  bin  Talal  bin  Abdulaziz  Alsaud 


bought  a  3%  stake.  The  Prince,  says 
one  Proton  manager,  will  "put  our  name 
up  in  lights  alongside  Michael  Jackson, 
Eui'O  Disney,  Canary  Wharf,"  and  his 
other  moneymakers. 

But  to  be  a  front-mmier,  a  company 
needs  a  strong  market,  efficient  manu- 
factming,  and  the  latest  technology.  Pi'o- 
ton  is  stinggling  on  all  three  fronts.  Total 
demand  in  the  Malaysian  car  market 
may  di"op  40%  to  50%  this  yeai'.  Melding 
together  an  en- 
gineering 


locally  made  paits  than  to  import  them, 
because  of  inefficient  local  suppliers. 
Now,  with  the  depreciation,  the  cost  of 
imported  parts  will  go  up  as  well. 

Until  the  crisis,  none  of  this  mat- 
tered. Because  of  tariffs  on  imported 
cars.  Proton — which  is  part  of  the  con- 
glomerate DRB-Hicom  Group — had  a 
gi'eat  business.  After  Chairman  Yahaya 
Ahmed's  death  in  a  helicopter  ci-ash  in 
1997,  an  old  associate,  Mohamed  Saleh 
Sulong,  immediately  took  over  But  don't 
look  for  big  changes  anytime  soon.  Saleh 
makes  it  clear  he  is  keeping  the  chair 
wami  for  Yaliaya's  yoimg  daughter  Yati- 
na,  who  now  has  a  seat  on  the  board  of 
DRB-Hicom:  "We're  giving  her  the  op- 
portunity to  take  the  leading  role." 

Yahaya's  daughter  will  have  a  lot  on 
her  hands.  As  the  crisis  deepens,  eveiy 
auto  maker  is  tiying  to  export  its  way 
out  of  a  sales  slump.  Yet  overseas.  Pro- 
ton must  compete  with  better-known 
low-enders  such  as  Hyundai — whose 
prices  will  also  fall  because  of  the  weak- 
er Koi'ea  won.  "I  applaud  Proton's  ambi- 
tion. They've  tried  like  mad  to  get  some- 
where. I  just  wonder  if  they're  not  up 
against  a  tiger  or  something  bigger," 
says  John  Bonnel,  analyst  at  Au- 
tomotive Resoui'ces  Asia 
in  Bangkok. 

Some  say  Proton 
has    to  focus 
on  what  it 


STUCK  IN  PARK? 


As  temporary  ciiief. 
Proton's  Saleh 
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They're  Helping  Build 
America's  Homes. 

We're  Helping  Them  Afford 
One  Of  Their  Own. 


Actually  they're  building  better 
lives.  Not  just  for  those  who'll 
occupy  those  homes,  but  for  them- 
selves. We  help  millions  of  hard- 
working people  build  the  financial 
strength  to  make  the  most  of  life. 
We're  American  General.  One  of 
the  largest  providers  of  retirement 
services,  life  insurance,  and  con- 
sumer loans.  We've  grown  to 
become  one  of  the  most  successful 
financial  services  organizations  in 
the  country.  A  corporation  with  $81  billion  in  assets  and 
$7.6  billion  in  shareholders'  equity.  By  doing  what  we  do 
best,  we're  helping  people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 


Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 
American  General  Finance  'VALIC  •  American  General  Securities  Incorporated 


For  information,  visit  www.agc.com  or  call  1  (800)  AGC  - 1111 
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FRANCE 


GO  WEST, 

YOUNG  FRENCHMAN 


A  torrent  of  high-tech  talent  is  leaving-maybe  for  good 


When  Eric  Di  Benedetto  got  his 
degi-ee  from  the  Essec  Graduate 
School  of  Management  in  Paris, 
he  was  one  of  a  handful  who  headed 
straight  for  Silicon  Valley.  That  was 
1989,  and  Di  Benedetto  knew  that  in 
France,  15  years  might  pass  before  he 
could  assume  any  serious  responsibili- 
ties. In  California's  high-tech  mecca,  by 
contrast,  his  career  took  off.  Last  year, 
the  32-year-old  expat  launched  his  own 
venture  firm.  Convergence  Partners, 
with  two  U.  S.  colleagues — and  had  a 
$60  million  fund  the  day  it  was  bom. 

From  Palis  to  Aix-en-Provence,  the 
word  is  out:  Silicon  Valley  holds  all  the 
promise  the  Fr-ench  economy  lacks.  And 
what  began  as  a  trickle  of  entrepreneur's 
and  high-tech  talent  is  becoming  a  tor-- 
rent.  For  the  new  expats,  the  trip  west- 
ward brings  not  only  well-paid  jobs  but 
the  chance  to  ride  a  high-tech  revolution 
into  the  next  century.  For  France, 
though,  the  trend  is  ominous.  "The 
whole  envir-onment  in  France  is  tragic," 
says  Alex  Balkanski,  a  French  trans- 
plant whose  C-Cube  Microsystems  Inc., 
founded  in  SUicon  Valley  a  decade  ago,  is 
now  a  $340  million  company.  The  tech 
gap  between  the  U.  S.  and  France,  he 
says,  "is  not  closing,  it's  getting  wader" 
As  r-ecently  as  five  years  ago,  few 
French  gr-aduates  would  have  gone 
abroad.  But  now,  up  to  25%  of  France's 


elite  graduates  are  leaving,  placement 
executives  say.  And  a  recent  poll  shows 
77%  of  French  youth  would  take  a  job 
overseas  if  it  meant  a  promotion.  Small 
wonder:  Di  Benedetto  says  a  typical 
Fr-ench  business  grad  earns  half  the 
salary  of  a  new  mba  in  the  U.  S. 
STARTUP  HEAVEN.  A  brain  drain  of  this 
magnitude  is  a  serious  blow  for  France. 
It  is  already  struggling  with  24%  un- 
employment among  those  under  26,  a 
business  culture  hostile  to  entrepre- 
neur's, and  an  underdeveloped  high-tech 
sector  Yet  these  are  the  very  problems 
driving  engineers,  programmers,  and 
MBAs  to  vote  vdth  their  feet.  In  effect, 
France  is  hemorrhaging  its  lifeblood — 
the  people  it  needs  to  create  new  jobs 
and  industries. 

Many  exiles  head  to  Silicon  Valley, 
where  some  transplants  are  noted  ex- 
ecutives: 3Com  chief  Eric  Benhamou, 
for  instance,   and   Borland  founder 


In  effect,  France  is 
losing  its  lifeblood- 
the  people  it  needs  to 
create  jobs 


Philippe  Kahn.  The  number  of  cit 
zens  registered  with  France's  consulai 
in  San  Francisco  quadrupled,  to  40,00 
between  1991  and  1996.  Many  more  rm 
be  unregistered,  French  techies  say. 

Some  of  the  high-tech  startups  th. 
have  sprouted  in  France  are  also  shii 
ing  offices  and  oper-ations  to  Silicon  Vs 
ley  or  cities  such  as  Boston.  Aplio  Ir 
was  founded  in  France  15  months  aj 
but  is  building  up  its  activities  in  tl 
U.  S.  from  a  San  Bruno  (Calif.)  hea 
quarters.  "I  can  build  a  company  in  oi 
to  two  days  in  the  U.  S.,"  says  C]| 
Olivier  Zitoun,  a  30-year  old  expatrialj 

Last  year,  after  Zitoun  helped  laun 
a  device  allowing  telephones  to  seil 
calls  via  the  Internet,  Aplio  was  fe| 
tured  in  a  spot  on  national  television,  j 
was  just  the  kind  of  fame  Zitoun  need| 
to  be  reminded  that  he  wasn't 
France,  where  small  companies  ai 
viewed  as  unreliable.  "Most  people  he| 
didn't  even  know  we  were  a  startup—] 
French,"  says  Zitoun. 

To  be  sure,  the  French  exodus  in  pii 
reflects  a  desire  among  young  managf 
to  gain  international  experience — at: 
eventually  take  it  home.  On  that  ind 
sumption,  goverTiment  officials  applabj 
the  trend.  Instead  of  worrying,  comp,-  ! 
cent  ministers  say  the  diaspora  wiU  cM 
ate  a  savvy  generation  of  French  exi-ri 
utives.  But  educators,  economists, 
entrepreneurs  warTi  that  of  those  fli 
ing,  many  won't  return  to  France. 

Count  venture  capitahst  Di  Benedr 
to  among  them.  "The  French  modelJi 
not  working,"  he  says  flatly.  Such  a  r' 
buke  is  easily  dismissed  in  Paris.  H' 
French  government  would  do  better*; 
find  ways  to  keep  its  bright  people  !t< 
home  if  it  wants  a  dynamic  economyi  i 
By  Gail  Edmondson  in  Pa^\ 
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www.ey.com 


Your  House.  Your  Competitor's. 

How  Come? 

You  may  not  care  about  square  footage  or  a  driveway  that  dou- 
bles your  commute.  But  if  you  sense  that  your  company  isn't  as 
profitable  as  it  could  be,  maybe  it's  time  to  do  something  about 
it.  At  Ernst &Young,  we  can  help  maximize  the  profitability  of  vir- 
tually every  facet  of  your  business.  And  it  sometimes  takes  only 
a  single  idea  to  make  a  multimillion-dollar  difference  in  profits. 

We  hope  you'll  call.  Because  even  if  you're  happy  with  your 
house,  you  may  still  want  to  consider  an  expansion. 

Of  your  bottom  line. 

There  Isn^tA  Business  We  Can^t  Improve  ^ 

e!I  Ernst  &YOUNG 


You  could  fill  a  few  books  on  the  shelf  with  your 
own  experiences.  Here's  to  setting  off  in  search  of 
them — in  a  versatile  Mercury  like  the  go-anywhere, 
pack-any  thing  Villager.  We  designed  it  to  surround 
you  and  your  family  in  comfort,  and  threw  in  a 
sliding  rear  seat  to  make  you  ready  for  any  adventure 
you  have  in  mind.  Call  1 800  446-8888  or  visit 
wwwmercuryvehicles.cc~)m. 


iternational  Outlook 


ED  BY  JOHN  TEMPLEMAN 


HAT  A  DEAL  WITH  IRAQ  WONT  FIX: 

IE  WEAPONS  BUILDUP  IN  IRAN  

cree  tightening  export  controls.  But  just  how  vigorous  en- 
forcement will  be  is  an  open  question.  "You  can  have  better 
regulations,  but  a  pereon  in  the  Customs  Sei-vice  stOl  has  no  in- 
centive to  check,"  says  Vladimir  Orlov,  head  of  Moscow's  pir 
Center  for  Policy  Studies. 

CASH  COW.  Russian  officials  deny  that  there's  a  big  problem. 
Space  Agency  chief  Ymi  Koptev,  for  instance,  insists  that 
Russia  hasn't  breached  international  agi'eements  coveiing  mis- 
sile nonpi'oliferation. 

A  Senate  subcommittee  report  in  January  alleged  that 
Moscow's  Polyus  Research  Institute  has  supplied  g-uidance 
systems  to  Iran — an  assertion  the  in- 
stitute's director  denies.  Also,  the  re- 
port said,  Russia's  Central  Aero- 
hydrodynamic  Institute  has  contracts 
to  help  Iran  build  wind  tunnels  and 
provide  missile-design  softwai-e.  Mean- 
while, Iranian  students  are  studying 
rocket  construction  at  schools  such  as 
Baltic  State  University  in  St.  Peters- 
biu'g,  according  to  the  report. 

Iran's  missile  program  depends  on 
Russian  knowhow.  Russian  scientists 
can  solve  glitches  in  the  development 
stage,  says  a  U.  S.  official.  So  Wash- 
ington wants  Moscow  to  restrict  the  flow  of  expertise  as  well. 

How  much  Russia  wants  to  play  ball  is  another  question.  Ex- 
ports could  be  a  cash  cow  for  its  military-industrial  complex, 
which  is,  according  to  Russian  news  reports,  helping  Ii'an  de- 
velop a  communications  satellite  with  potential  militaiy  uses. 

Wliatever  Moscow  eventually  does,  Tehran  will  remain  an 
aggressive  weapons  buyer  Iran,  after  all,  is  the  only  countiy 
to  be  hit  by  Iraqi  weapons  of  mass  destnaction.  It  suffered  an 
estimated  45,000  casualties  from  Iraq's  use  of  chemical 
weapons  during  the  eight-year  Iran-Iraq  war. 

By  Stan  Crock  in  Washington, 
with  Carol  Matlack  in  Moscow 


le  deal  that  U.  N.  Secretary  General  Kofi  Annan  cut  with 
raqi  strongman  Saddam  Hussein  on  Feb.  22  won't  end 
he  weapons  buildup  in  the  Middle  East.  Saddam's  con- 
1  efforts  to  develop  chemical  and  biological  weapons  are  a 
r  threat  to  his  neighbors  than  to  the  U.  S.  or  Em-ope.  So 
•e  arming  themselves.  Egypt,  Israel,  and  Saudi  Ai'abia  all 
medium-range  missile  systems. 

n's  weapons  program,  however,  is  the  boldest.  So  bold,  in- 
that  it  alaiTns  both  Iran's  neighbors  and  the  U.  S.  Wash- 
1  believes  Iran  is  receiving  knowhow  from  Russia.  That 
•bs  the  Administration  because  Russia  has  been  working 
;i"ease  its  Middle  East  clout  at 
expense  by  moves  such  as  in- 
ning in  the  Iraq  crisis, 
nsequently,  Iran's  progi'am  will 
^h  on  the  agenda  when  Russian 
3  Minister  Viktor  S.  Cher- 
rdin  visits  Vice-President  Al 

in  Washington  on  Mar.  10. 
d  on  by  Israel,  Washington  is 
ig  on  Moscow  to  stop  Tehran's 
ious  program.  The  pressure  is 
cause  Iran's  Shahab-o,  developed 
North  Korea's  No  Dong  missile  HOT  SPOT:  Miss  1 1 
Russian  help,  could  make  a  test   

by  the  end  of  this  year  and  be  deployed  by  2000,  ac- 
ig  to  an  Administration  official.  With  a  780-mile  r-ange,  it 
hit  Tel  Aviv  or  Riyadh  as  well  as  Baghdad, 
at's  just  the  beginning.  Another  Iranian  project,  the  Sha- 
,  based  on  Russia's  ss-4,  could  be  deployed  in  four  or  five 
.  It  packs  a  2,200-pound  payload,  flies  faster  to  elude 
se,  and  could  reach  Em-ope  with  its  1,200-mile  range, 
der  U.  S.  prodding,  Moscow  is  toughening  its  stance, 
last  year,  Russia  canceled  a  contract  that  rocket  maker 
Yud  had  with  Iran  to  develop  an  engine  for  the  Shahab- 
November,  it  expelled  an  Iranian  diplomat  for  ti-ying  to 
/eapons  designs.  And  on  Feb.  18,  Moscow  published  a  de- 


ill  Tehran 


GLOBAL  WRAPUP 


RE  SPENDING  iN  CANADA 

anada  has  just  balanced  its  bud- 
for  the  first  time  since  1970.  But 
mier  Jean  Chretien  won't  be 
ig  the  country's  sky-high  personal 
3S  or  paying  down  any  outstand- 
government  debt.  On  Feb.  24,  his 
ng  Liberal  Party  unveiled  new 
nding,  chiefly  on  higher  educa- 
;,  that  will  cost  $7.6  billion 
)Ugh  fiscal  2000. 

'ritics  charge  Chretien  should  pay 
e  attention  to  debt  reduction.  The 
i  billion  piled  up  in  years  of  man- 


ning deficits  puts  Canada  second  be- 
hind Italy  in  debt  levels  among  major 
countries.  Chretien  is  offering  tax  cuts 
totaling  $5  billion  to  low-income  earn- 
ers. But  he's  leaving  top  income  rates 
at  more  than  50% — a  major  factor  in 
Canada's  brain  drain  to  the  U.  S. 

GERMAN  CORPORATE  FLIGHT? 

►  SGL  Carbon  Group  was  a  wild  suc- 
cess when  German  chemical  giant 
Hoechst  spun  it  off  in  1995.  But  the 
company,  which  specializes  in  carbon 
and  graphite  products,  has  lost  its 
luster  since  European  and  U.  S.  offi- 


cials began  ongoingantitrust  investi- 
gations last  year.  On  Feb.  24,  after 
news  that  the  U.  S.  Justice  Dept.  had 
fined  a  Japanese  competitor  for  price- 
fixing,  SGL  shares  fell  more  than  16%. 

Meanwhile,  Chairman  Robert  J. 
Koehler  is  hinting  that  unless  Ger- 
many reforms  its  laws  on  stock  op- 
tions and  share  buybacks,  sol  might 
move  its  tiny  Wiesbaden  headquarters 
out  of  the  country.  Koehler  has  previ- 
ously championed  shareholder  value, 
but  the  promise  of  a  share  buyback 
may  not  pacify  investors  if  Justice 
hits  SGL  with  a  heavy  fine. 
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CEO  FITES  VOWS 
SUSTAINED  SALES 
GROWTH 


Slowing  global  markets 
are  shaping  up  as  the 
first  big  test  for  the 
revamped  Caterpillar 

For  eight  years,  ceo  Donald  V. 
Fites  has  been  working  to  insu- 
late Caterpillar  Inc.  from  surpris- 
es. But  on  Feb.  22,  Illinois  mem- 
bers of  the  United  Auto  Workers  gave 
him  a  shock.  Although  union  leaders 
had  finally  agi'eed  to  a  contract  to  end 
the  company's  six-year  labor  standoff, 
rank-and-file  workers  rejected  the  deal. 
The  setback  comes  at  a  particularly 


delicati-  liim'  lui-  tlic  cijn.vii-iK-l inn  and 
heavy-duty  equipment  giant.  Thanks  to 
booming  U.  S.  markets,  a  flood  of  new 
products,  and  a  hugely  successful  re- 
stinctuiing  that  has  slashed  costs  while 
making  global  diversification  priority 
No.  1,  the  Peoria  (Ill.)-based  company 
has  been  on  a  tear.  But  with  a  slow- 
down in  global  markets  sure  to  give 
management  plenty  of  new  problems  to 
won^y  about.  Cat  had  hoped  finally  to 
put  its  bitter  labor  troubles  behind  it. 

That  looks  unlikely  to  happen  any- 
time soon.  The  union  rejection  has  put 
an  end  to  talks — and  for  now,  an  end  to 
any  hope  Cat  had  of  being  able  to  hire 
lower-cost  workers  at  its  union  plants. 


Still,  if  ('at'-  managers  are  wori-ic( 
they're  not  showing  it.  Although  P'ite 
63,  wouldn't  comment  for  this  articl 
his  executives  brush  off  any  difficultit 
ahead.  Overall,  the  company  has  "nevf 
been  in  a  better  position"  to  weather 
tough  environment,  says  Cat  'Vice-Pre; 
ident  James  W.  Baldwin,  who  overse* 
the  key  service  and  parts  business. 
IMPORT  SCARE.  For  now,  'Wall  Strei 
also  appears  fairly  sanguine.  Cat 
shares  tumbled  36%,  to  44,  in  less  thg 
a  month  last  fall  after  news  hit  th;, 
Asia's  cuiTency  crisis  would  trim  sak 
by  $80  million,  but  they  have  since  vi 
covered  to  around  52.  The  reason: 
spite  initial  fears  that  collapsing  Asi£ 
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Want  To  Get  A  Better  Handle  On 
Your  Corporate  Travel  Costs? 


Get  A  Hold  Of  Air  Travel  Card. 


No  other  corporate  payment  system  helps  cut 
costs  and  increase  control  like  the  Air  Travel  Card. 

Any  payment  system  can  help  you  manage  your  corporate  travel  costs. 
The  Air  Travel  Card  actually  helps  you  cut  them.  Unlike  other  payment 
systems,  Air  Travel  Card  has  no  annual  fees  and  no  per  card  charges. 
But  that's  just  the  beginning.  Issued  by  some  30  airlines  and  accepted 
by  virtually  every  airline  worldwide,  Air  Travel  Card  is  the  only  payment 
system  managed  by  the  airlines  themselves.  So,  it  provides  you  with 
comprehensive  management  reports  and  customized,  centralized 
billing  information  -  direct  from  the  airlines.  In  fact,  you  can  get  it  all  in  a 
format  that  directly  interfaces  with  your  internal  accounting  system  - 
computer  disk,  magnetic  tape  or  hard  copy  -  which  saves  you  time  and 
money  during  reconciliation. 


Call  800-222-4688  ext.  103  for  a  free 
presentation  disk  or  information  kit. 

To  find  out  why  more  than  100,000  companies  worldwide  -  and  half  of  the 
Fortune  500  -  use  the  Air  Travel  Card  as  their  corporate  travel  payment  system, 
contact  us  today.  We'll  send  you  a  complete  Air  Travel  Card  information  kit  or  a 
presentation  disk,  and  show  you  how  to  put  your  company  on  the  cutting 
edge  of  cost  control. 
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Corporate  Card ;; 
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Only  One  Corporate  Payment! 
System  Can  Do  All  This. 


Sure.  Air  Travel  Card  helps  you  cut  corporate  travel  costs.  But  that's  not  all  it  can  do. 
Now,  it  can  give  you  all  the  cost  control  benefits  of  a  traditional  Air  Travel  Card  and  the 
convenience  and  worldwide  acceptance  of  a  corporate  MasterCard"".  The  new 
corporate  Air  Travel  Card  MasterCard''  is  not  only  accepted  by  virtually  every  airline 
worldwide,  but  also  at  over  12  million  hotels,  restaurants,  and  other  merchants  across 
the  globe  -  plus  some  460,000  cash  access  locations.  Airfare  charges  are  automatically 
isolated  and  billed  directly  to  the  company,  allowing  you  to  greatly  reduce  your 
reconciliation  expenses  and  better  analyze  your  corporate  air  travel  costs.  And  while 
non-airfare  charges  are  billed  individually  to  the  cardholder,  management  information 
for  both  air  and  non-airfare  charges  are  consolidated  and  provided  to  the  company, 
giving  you  greater  control  over  usage  or  misuse.  So,  if  you're  looking  for  a  payment 
system  that  does  more  -  a  lot  more  -  look  to  Air  Travel  Card. 


For  a  free  presentation  disk  or  information  kit, 

visit  our  WorldWideWebsite  at  http://airtravelcard.com 
email  us  at  atc@airtravelcard.com  or  call  us  at 
800-222-4688  ext.  103  (U.S.  Only)  or  202-646-4225  ext.103 
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BILLIONS  OF  DOLLARS 


encies  would  lead  to  a  flood  of  cheap 
lucts  from  Asian  rivals,  it's  now 
r  that  most  don't  have  capital  to 
ch  an  export  attack.  ManufactLU'ers 
Cat  "had  their  stock  punished  too 
h"  last  fall,  says  Jeffi-ey  P.  Davis, 
f  investment  strategist  wdth  State 
set  Global  Advisors,  which  holds 
>  of  Cat's  shares. 

f  course,  that  hardly  means  the 
zon  is  trouble-free.  The  U.  S.  mar- 
where  Cat  sells  49%  of  its  goods,  is 
3cted  to  slow  in  1998.  And  Asia, 
3  fastest-growing  market,  is  suffer- 
a  headline-grabbing  downturn.  Al- 
ly, American  dealers  say  barely 
I,  heavily  discounted  Cat  equipment 
begun  to  trickle  into  the  U.  S.  from 
,,  as  customers  dump  equipment  to 
i  cash.  The  slowdown  promises  the 
est  test  yet  of  the 
w  Cat"  the  combat- 
"EO  has  built, 
ne  thing  is  for  sure: 

reborn  company 
■ocketed  through 
upturn  with  flying 
•s.  Since  1993,  when 
completed  its  man- 
turing  overhaul 
i  soaring  demand 
constnaction  equip- 
t  in  the  U.  S.  and 
sloping  nations, 
5  have  leaped  from  $11.6  billion  to 
J  billion,  an  average  of  13%  a  year, 
nwhile,  earnings  have  risen  a  stun- 

45%  annually,  jumping  from  just 

milhon  to  $2.3  billion  last  year.  In- 
ors  have  also  won  big:  In  five  years, 
3  stock  has  more  than  tripled, 
ites's  tumultuous  restructuring 
e  in  response  to  a  painful  industry 
ipse  in  the  1980s.  Global  demand 

dropping  fast,  and  the  weak  yen 
ved  Cat's  biggest  rival,  Japan's  Ko- 
5U  Ltd.,  to  undercut  prices  by  40%. 
;n  Komatsu  began  to  gain  share, 
s — and  Cat — got  the  scare  of  their 

ites  began  by  overhauling  manufac- 
ig  in  Cat's  core  truck  and  tractor 
ations.  He  invested  almost  $2  billion 
nodernize  his  U.  S.  plants.  New 
3-of-the-art  machinery  helped  Cat 
1  time  out  of  such  mimdane  tasks  as 
ting,  for  example,  and  vastly  sim- 
3d  production.  'Today,  Cat  can  build 
ifferent  models  fi'om  the  same  basic 
pi.  The  changes — together  with  the 
sased  use  of  temporaiy  workers  in 
lonunion  plants — have  also  gi-eatly 
roved  Cat's  flexibility.  The  compa- 
:an  now  change  production  levels 
1  a  week's  notice — down  from  six 
ths  at  the  height  of  its  1980s  crisis. 


Altogether,  Cat's  manufacturing  time 
has  fallen  75%- — one  key  reason  oper- 
ating margins  have  exploded,  from  5.2% 
in  1993,  to  12.6%  in  1997. 

Faster  production  has  also  allowed 
Fites  to  slash  inventories.  Gone  are  the 
long  order  backlogs  and  dealer  invento- 
ries that  weighed  heavily  on  Cat's 
books;  today,  it  refuses  orders  more 
than  three  months  in  advance.  At  the 
same  time.  Cat  has  broadened  its  prod- 
ucts. In  the  last  two  years,  it  has  intro- 
duced 90  offerings — some  all-new,  some 
well-targeted  line  extensions.  In  1997, 
for  example,  Cat  introduced  a  telescop- 
ic handler — essentially  a  tractor  vrith 
an  arm  on  it  that  allows  masons  to  work 
their  way  up  the  side  of  a  building. 

Good  timing  helped  with  the  turn- 
around, too.  As  the  combination  of  re- 


CAT  IN  THE  1990s: 
FAST  GROWTH  HAS  THE  STOCK  CLIMBING 


DATA;  BLOOMBERG  FINANCIAL  MARKETS 


duced  costs  and  the  end  of  recession 
restored  the  company's  financial  health, 
Fites  pushed  into  new  markets.  He  fo- 
cused on  Asia,  where  infi-astr-ucture  de- 
velopment created  huge  demand.  Mar- 
kets in  Latin  America,  Central  Europe, 
Russia  and  other  former  Soviet  states. 
POWER  SURGE.  Today,  some  51%  of  Cat 
sales  come  from  overseas — though  Fites 
wants  to  hit  75%-  by  2008.  To  cut  the 
risk  of  fluctuating  ciu-rencies — and  trim 
labor  costs — Fites  has  also  pushed  much 
manufacturing  abroad.  Today,  roughly 
half  of  Cat's  74  plants  are  abroad,  vs. 
just  39%  of  its  38  plants  a  decade  ago. 
In  the  wake  of  the  UAW's  rejection  of 
the  labor  contract — which  will  prevent 
Cat  from  hiring  new  workers  at  lower 
wages  or  demanding  more  flexible 
scheduling  in  union  plants — analysts  say 
the  percentage  of  foreign  production 
could  go  even  higher. 

Fites  has  also  bulked  up  in  less-cycU- 
cal  businesses  like  electric  power  gen- 
eration. An  offshoot  of  its  long-stand- 
ing engine  business,  the  move  into 
power  gained  steam  in  1996  when  Fites 
purchased  a  German  maker  of  engines 
for  generators.  Driven  by  demand  for 
power  in  developing  countries — where 
governments  often  don't  want  to  buUd 
big  power  plants — generation  has  helped 


boost  engines  to  more  than  25%)  of  Cat 
sales.  "They  are  trending  toward  small- 
er, easier-to-operate  generators,"  says 
Siegfried  R.  Ramseyer,  vice-president 
of  Cat  Asia.  "This  we  can  do  very,  very 
well."  He  says  sales  could  triple  in  the 
next  few  years. 

The  company's  largest  acquisition  to 
date — the  $1.3  billion  purchase  of 
Britain's  Perkins  Engines,  which  closed 
in  Febiniary — was  dii-ected  at  another 
target  altogether:  the  fast-gi"owing  $3.6 
billion  market  for  compact  construction 
machinery.  These  machines,  typically 
operated  by  one  person,  are  the  indus- 
try's hottest  segment.  The  star  of  the 
category:  skid-steer  loaders,  which  break 
up  asphalt,  move  dirt,  and  do  such  a 
variety  of  useful  things  that  sales  are 
growing  a  red-hot  11%  a  year. 

Today,  Cat  is  all  but 
absent  in  the  lucrative 
small-equipment  mar- 
ket, but  Fites  wants  a 
20%  share  by  2003. 
He's  counting  on  big 
gains  from  Perkins, 
which  makes  engines 
for  skid-steers.  Since 
engines  account  for 
25%  of  the  costs  of  a 
skid-steer.  Cat  figures 
that  ti'imming  those  ex- 
penses will  allow  it  to 
undercut  rivals  while  maintaining  mar- 
gins. But  Rivals  Deere  &  Co.  and  Case 
Corp.  are  also  revving  up.  "It  is  going 
to  be  a  brawl,"  says  industry  consul- 
tant Frank  Manfredi. 

Elsewhere,  Fites  has  tapped  other 
new  markets  by  focusing  dealers  on 
rental  equipment.  Initially  unpopular 
with  dealers,  who  must  keep  rental  gear 
on  their  books  as  assets,  the  change 
drew  lots  of  smaller  customers.  The 
added  demand  also  helped  keep  prices 
strong.  In  1997,  for  example,  when  few 
companies  could  do  so.  Cat  raised  prices. 

But  that,  as  they  say,  was  then,  and 
this  is  now.  The  question  today  is 
whether  Fites  can  keep  up  the  perfor- 
mance. Speaking  to  investors  at  a 
Boston  conference,  he  promised  sus- 
tained sales  growth  of  5%  to  7%  annu- 
ally for  the  next  decade.  But  outside 
predictions  for  1998  are  much  lower. 
Analyst  Eli  S.  Lustgarten  of  Schi-oder  & 
Co.  expects  sales  to  gi-ow  only  3.2%  in 
1998,  to  $19.5  billion.  Operating  earn- 
ings should  nudge  up  only  1.5%-,  to  $2.3 
billion.  Although  he  believes  "strategi- 
cally they  are  in  a  very  strong  posi- 
tion," Lustgarten  doesn't  expect  Cat  to 
avoid  the  cyclical  slowdown.  Fites  has 
brought  Cat  far.  But  not  that  far. 

By  De'Ann  Weimer  in  Peoria,  III. 
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Government 


COIVUVIENTARY 

By  Howard  Gleckman 

YOUR  TAXES  MAY  BE  HIGHER  THAN  YOU  THINK 


What  will  your  tax  rate  be  this 
year— 15%,  28%,  31%,  36%,  or 
39.6%?  The  answer:  maybe 
none  of  the  above.  Those  are  the  of- 
ficial rates  in  the  Internal  Revenue 
Service  tax  tables.  But  about  33  mil- 
lion Americans  will  actually  pay 
much  higher  effective  marginal  rates. 

That's  the  stunning  conclusion  of  a 
Feb.  3  study  by  the  congressional 
Joint  Committee  on  Taxation.  The 
reason:  Over  the  past  15  yeai's.  Con- 
gress has  enacted  23  different  tax 
credits  and  deductions  that  phase  out 
as  income  rises.  True,  some  of  these 
breaks  benefit  taxpayers  who  can  take 
full  advantage  of  them.  But  as  they 
disappear,  they  begin  to  have  a  per- 
verse effect:  The  tax  on  the  last  dollar 
you  eaiTi  can  rise  shaiply  as  the  value 
of  your  tax  benefit  falls. 

The  wealthy  are  whacked  as  their 
personal  exemptions  and  itemized  de- 
ductions are  gi'adually  eliminated. 
Some  4.5  million  high-income  taxpay- 
ers get  hit  by  hidden  rates  as  then* 
income  rises  and  deductions  such  as 
medical  expenses,  mortgage  interest, 
and  state  taxes  disappear.  That  means 
a  taxpayer  with  a  top  rate  of  39.6% 
really  gets  clipped  for  nearly  41%. 
But  the  real  victims  are  low-wage 
families  with  kids,  who  lose  tax  cred- 
its as  theii"  earnings  rise,  and  middle- 
class  retirees,  who  are  taxed  on  Social 
Secuiity  benefits  if  they  work. 
ANTI-WORK.  Lawmakers  say  all  these 
phase-outs  make  the  code  fairer.  In 
truth,  they  are  a  cjuiet  way  to  raise 
revenue  without  hiking  published 
i-ates.  And  they  add  comjjlexity  to 
the  tax  code  and  discom-age  hard 
work  and  saving.  "It's  a  rotten  way 


REAL  VICTIMS:  Those  go  ing  off  welfare  take  a  big  hit 


to  nan  a  railroad,"  says  Robert  S. 
Mclntyre,  director  of  Citizens  for 
Tax  Justice,  a  liberal  think  tank. 

Consider  this  simple  example:  Say 
the  tax  rate  for  income  up  to  $1,000 
is  15%.  That  means  Jane  Taxpayer 
forks  over  $15  on  eveiy  $100  she 
earns.  But  if  Jane  is  eligible  for  a 
10%  credit,  her  tax  is  really  $5 — an 
effective  rate  of  only  5%.  Now  sup- 
pose Jane's  tax  credit  declines  by  one 
percentage  point  for  each  dollar  she 
earns  over  $100.  So  when  she  earns 
$101,  her  tax  jumps  from  $5  to  $6.06, 
and  her  take-home  pay  drops  from 
$95  to  $94.94.  Thus,  her  marginal 
rate  on  that  additional  dollar  is  over 
100%,  a  powerful  disincentive  to 
work  for  an  extra  buck. 

Perhaps  the  cmelest  real-world 
example  is  the  mother  pushed  off 
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STEALTH  TAX  RATES 

As  wages  increase,  they  lose  the  benefits  of  the  Earned  Income  Tax  Credit,  the 
child-care  credit,  and  other  tax  breaks.  A  single,  working  mother  can  pay  rates  of 
nearly  40%  on  each  extra  dollar  earned  between  $20,000  and  $30,000. 

If  they  work  or  earn  more  than  $34,000  in  investment  income,  up  to  85%  of  their 
Social  Security  benefits  may  be  taxed.  For  some,  that  can  mean  almost  every  penny 
of  that  extra  income  is  taxed. 


welfare.  To  ease  the 
transition,  she  is  ehgible 
for  the  Earned  Income 
Tax  Credit  to  supple- 
ment her  pay.  The  eitc 
allows  a  working  moth- 
er with  two  kids  to  get 
an  annual  payout  of 
about  $2,500 — as  long  as 
her  income  remains  be- 
low $12,000.  But  once 
her  income  exceeds  that 
level,  the  eitc  and  a 
child-care  credit  slowly 
disappear,  causing  taxes 
to  shoot  up.  The  Joint 
I'ommittee  reports  that 
a  mother  of  two  who 
earns  $25,000  pays  an 
effective  marginal  rate 
of  38.5%,  not  counting 
payi'oll  taxes.  That's 
nearly  the  same  rate  as  that  of  a 
man-ied  couple  earning  $300,000. 

For  some  former  welfare  moms,  it 
can  be  absurd.  Take  an  unmanned 
mother  who  does  just  what  the  fami- 
ly values  folks  want — gets  manned 
and  gets  a  job.  Now,  she  and  her 
husband  average  about  $6.50  an  hour, 
or  a  combined  $27,000  a  year.  An  Ur- 
ban Institute  study  estimates  she 
will  give  back  100%  of  what  she 
earns  in  the  fonn  of  higher  taxes  and 
lost  benefits.  Bottom  line:  She's  no 
better  off  economically  than  when 
she  was  single  and  on  assistance. 

Last  year,  nearly  every  tax  break 
enacted  by  Congress  came  with  tax 
code  sleight-of-hand.  Even  crazier,  all 
these  benefits  phase  out  at  different 
income  levels,  so  you've  got  to  run  a 
separate  set  of  numbers  every  time 
you  get  hit. 

These  hidden  rates 
are  unfair,  complicated, 
and  anti-work.  Yet  Con- 
gi-ess — abetted  by  the 
President — can't  resist 
sneaking  them  into  the 
tax  code.  No  wonder  the 
public  is  so  disgusted 
with  the  games  Washing- 
ton plays. 


Couples  with  income  exceedmg  $124,500  gradually  lose  the  benefits  of  their 
itemized  deductions.  The  result:  Their  true  marginal  tax  rates  are  one  full 
percentage  point  higher  than  the  published  rates. 


Senior  Correspondent 
Gleckman  covers  taxes 
from-  Washington. 
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James  Cameron's  "Titanic,"  Digital  AlpliaServer "  systems  ran  nonstop  for  vneeks,  rendering  the  film's  complex 
lal  effects  beautifully,  and  blazingly  fast,  if  your  business  could  use  thai  kind  of  speed,  power  and  reliability,  we're 
on^  way  to  go.  Find  us  at  www.digital.com/glgahit  prcall  1-800-DIGITAL.  And  get  ready  to  win  in  a  networi(ed  world. 
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Legal  Affairs 


LAWSUITS 


BANK  OF  AMERICA'S  BACK 
IS  AGAINST  THE  WALL 

A  trial  looms  over  charges  that  it  defrauded  local  governments 


After  the  Great  San  Francisco  Eatth- 
quake  of  1906,  BankAmerica  Corp. 
founder  A.  P.  Giannini  personally 
lent  cash  to  victims,  asking  only  for  a 
handshake  as  collateral.  Ever  since  then, 
the  state's  largest  bank  has  worked  hai"d 
to  be  a  model  coriDorate  citizen,  spon- 
soring cultural  events,  boosting  minori- 
ty hiring,  and  forging  close  ties  with 
California's  political  elite.  One  of  the 
many  payoffs  has  been  BofA's  role  as 
chief  banker  for  hundreds  of  cities  and 
counties  along  the  coast. 

But  now,  many  of  the  bank's  longtime 
government  customers  are  accusing  the 
economic  and  political  powerhouse  of 


thievery.  In  Apiil,  State  Attorney  Gen- 
eral Daniel  E.  Lundgi'en,  the  city  of  San 
Francisco,  and  250  other  political  subdi- 
visions will  go  to  state  Superior  Court  in 
a  suit  chai'ging  the  bank  vdth  defi-auding 
taxpayers  of  hundi'eds  of  millions  of  dol- 
lars wliile  it  managed  municipal  bonds 
for  them  from  1978  to  1993.  As  the  trial 
draws  closer,  elected  officials  ai*e  giving 
the  nation's  fifth-largest  bank  a  drub- 
bing— one  that  thi-eatens  to  diive  away 
some  of  the  bank's  valuable  clients.  "The 
bank  is  so  entrenched  that  it  felt  it  was 
above  scmtiny  and  above  the  law,"  says 
Riverside  County  Supei-visor  Bob  Buster, 
one  of  the  plaintiffs. 


BofA  BASHER:  Plaintiff  Btister  says 
the  bank  'felt  it  was  above  scrutinij" 

The  suit  centers  around  the  bank 
role  as  the  trustee  for  billions  of  dolla 
of  municipal-bond  offerings.  This  job  r 
quired  BofA  to  invest  money  raised  1 
the  state  and  cities  and  then  to  forv>'ai 
proceeds  to  thousands  of  bondhoklpi 
Bondholders  were  generally  required 
send  in  coupons  and  matured  bonds 
claim  interest  and  principal,  but  as  mai 
as  3%  of  them  may  have  failed  to  du  s 
The  plaintiffs  allege  that  BofA  illegal 
kept  the  unclaimed  money,  rather  t\\i 
returning  it  to  the  state  and  cities. 
"BAFFLING."  The  suit  also  accuses  tl 
bank  of  billing  for  sei-vices  it  didn't  j  le 
form,  overcharging  for  those  it  did 
form,  and  hiding  evidence  of  its  allegi. 
misdeeds  (table).  Ai'guing  that  other  i- 
stitutions  with  bond  trust  compani 
have  engaged  in  abuses  similar  to  tl' 
ones  BofA  is  alleged  to  have  commits , 
Zane  Mann,  publisher  of  The  Califoni 
Municipal  Bond  Advisor,  hopes  the  si 
will  "open  the  cmtain  so  people  can  < : 
what's  going  on"  and  eventually  "cln 
down  some  of  these  practices." 

Banl<  of  America  denies  it  comniiii 
theft,  fraud,  document  destruction.  • 
any  of  the  othei-  illegal  acts  alleged  in  t 
suit.  While  bank  executives  admit  i 
corjiorate  tnast  office  made  some  en-o 
it  claims  these  mistakes  unintentiona 
ai'ose  in  the  process  of  switching  to 
new  record-keeping  system.  Before  t 
suit  was  filed,  the  bank  says,  it  condui 
ed  an  internal  review  and  returned 
unclaimed  bond  money  it  owed,  abo 
$47  million.  In  fact,  it  sold  its  muni 
pal-bond-management  unit  in  1995. 
the  eyes  of  bank  executives,  pohticia 
are  simply  bashing  the  bank  to  ma 
hay  with  voters.  "The  steady  stream 
invective  aimed  at  the  bank  is  bafflinj 
says  BofA  spokesman  Jolm  Keane.  "T 
more  of  a  media  campaign  they  condu 
the  less  of  a  case  we  think  they  have, 

The  controversy  might  never  ha 


i 


HOW  BADLY  DID  BofA  BLUNDER? 

More  than  200  California  cities  charge  that  Bank  of  America,  which  managed  their  bmid 
offerings,  cheated  them  out  of  hundreds  of  millions.  Here's  what  BofA  allegedly  did: 

TOOK  MONEY  THAT  BELONGED  TO  THE  CITIES  In  the  days  when  bondholders  were  supposed  to 
send  m  coupons  to  get  interest  payments,  many  neglected  to  claim  their  money.  BofA 
illegitimately  kept  hundreds  of  millions  in  unpaid  funds,  the  governments  claim. 

DESTROYED  EVIDENCE  After  internal  audits  revealed  that  it  may  have  owed  money  to  the  cities, 
the  bank  allegedly  eliminated  records  of  the  debts. 

OVERCHARGED  FOR  SERVICES  Excess  fees  were  charged  for  canceling  bonds,  transferring 
funds,  and  maintaining  accounts,  among  other  things,  plaintiffs  claim. 

DATA  CALIFORNIA  AHORNEY  GENERAL,  BUSINESS  WEEK 
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fixing  health   care  isn't 
exactly   brain  surgery, 
(if   only   it   were   that  easy.) 


About  the  only  aspect  of  the  heahh  care  debate  any  two  people  might  agree  on  is  that  the  system  needs 
work.  We'd  like  to  weigh  in  with  a  few  ideas  of  our  own  since  we're  actually  in  the  position  to  do  something 

about  it.  ■  First  off,  the  paramount  focus  of  health  care  must  be 
quality.  Which  is  why  we're  working  to  enable  a  level  of  health  care 
never  available  under  the  old  fee-for-service  system.  ■  We  can't  do  it 
alone.  So  we're  joining  with  academic  medicine  to  make  the  system 
better.  We've  pioneered  and  allocated  $1.5  million  to  fund  the 
Academic  Medicine  and  Managed  Care  Forum.  An  ongoing  gathering 
of  our  experts,  and  those  from  more  than  30  leading  universities 
and  teaching  hospitals.  Including  Johns  Hopkins,  Yale,  Emory, 
Baylor,  University  of  Pennsylvania  and  Stanford.  Together,  we're  seeking  new  ways  to  help  get  patients 
the  health  care  they  need.  ■  Already,  we  send  timely  reminders  that  encourage  members  to  see  their 
doctors  for  immunizations  to  prevent  illness  and  screenings  that  diagnose  disease  early  enough  to  do 
something  about  it.  One  result  has  been  a  significant  reduction  in  late-stage  breast  cancer.  ■  To  better 
manage  chronic  diseases,  we've  created  outreach  efforts  that  have  reduced  asthma  emergencies 
60%,  promoted  eyesight-saving  laser  therapy  for  diabetics,  and  improved  the  quality  of  life  for  people 
with  congestive  heart  failure.  ■  There's  more  work  to  be  done.  And  we'll  do  more  than  our  share 
of  it.  Because  no  matter  how  complex,  it  has  never  been  our  policy  to  turn  our  back 
on  a  problem.  Whether  it's  that  of  a  patient,  or  of  an  entire  health  care  system. 

US  Healthcare 
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"The  Nation  s  Best-Known 
Team  Doctor." 

— Mark  Fisclietti,  Fast  Company 
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Unleashing  the  Potential  of  Both 
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In  a  natural  follow-up  to  his  bestselling  The 
Wisdom  of  Teams,  ion  Katzenbach  moves  his 
focus  up  the  organizational  ladder  to  show 
how  even  the  strongest  and  most  successful 
CEO  can  improve  a  company's  performance 
by  enabling  senior  executives  to  function  as 
real  teams — without  sacrificing  individual 
leadership  capabilities. 

$24.95  at  bookstores  everywhere, 
or  call  1-888-500-1016  •  617-496-1449. 
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IF  IT  WEREN  T  FOR  COMPANIES  LIKE  YOURS, 
THERE  WOULDN'T  BE  COMPANIES  LIKE  THIS, 


Over  50%  of  our  military  forces  are  in  the  National  Guard  and  Reserve.  But  we  couldn't 
have  a  part-time  military  if  it  weren't  for  the  full-time  support  of  you  and  companies 
like  yours  THANKS  FOR  MAKING  US  YOUR  BUSINESS. 
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Legal  Affairs 


come  to  light  but  for  a  whistle-blowe] 
named  Patrick  StuU.  After  joining  Bof/ 
as  a  systems  analyst  in  1978,  Stull  ros( 
to  vice-president  in  the  corporate  tms 
division.  Although  he  did  not  paiticipatt 
in  bond  management,  StuU  says  he  hean 
rumors  "about  the  mess"  and  observe( 
some  disarray  fu'sthand.  "They  had  box 
es  and  boxes  of  live  beai-er  bonds  lyinj 
around,  with  no  secuiity,"  he  says.  Th 
bank  responds  that  Stull  never  com 
plained  about  these  problems  while  hi 
was  a  member  of  management. 

Because  he  needed  more  time  to  tak 
cai'e  of  a  seriously  ill  newborn  son,  Stu 
left  the  bank  in  1990  to  become  a  pr 
vate  consultant  specializing  in  advisin, 
governments  on  cash  management 
Hired  by  four  municipalities  that  ha 
business  with  BofA,  Stull  discovere 
that  the  bank  had  overchai'ged  each  cit 
for  bond-management  services  and  ever 
tually  won  each  of  them  refimds. 

Convinced  the  problems  were  wide 
spread,  Stull  filed  a  whistle-blower  con 
plaint  against  the  bank  in  1995.  Stat 
law  allows  citizens  who  leara  of  possibl 
wrongdoing  that  costs  the  govemmer 
money  to  sue — and  to  keep  part  of  th 
proceeds  if  they  win.  His  suit  obhgate 
the  attomey  general's  office  to  condu< 
its  own  probe,  which  uncovered  ev 
dence  that  the  bank  may  have  kept  lu 
claimed  bond  money. 
OFF  TRACK.  Based  on  their  investigi 
tion,  government  officials  say  BofA 
backi'oom  operations  were  a  mess  fc 
yeai's,  stalling  with  disorganized  manu; 
record  keeping.  By  the  mid-'80s,  the  su 
argues,  the  bond  office  had  lost  track 
the  money  it  had  in  hundreds  of  a 
counts.  As  a  result,  the  bank  did  n( 
know  if  there  was  enough  money  in  eax 
bond  account  to  pay  outstanding  claims- 
potentially  a  violation  of  state  law  r 
cjuu-ing  bond  accounts  to  be  "balanced 

In  1986,  the  bank  changed  to  a  ne 
computerized  system,  but  the  conve 
sion,  plagued  by  bad  management,  nev 
straightened  out  the  accounts,  plaintil 
say.  According  to  bank  documents,  tl 
company  that  sold  BofA  the  new  recor 
keeping  system  advised  the  bank  in  191 
that  it  should  figure  out  how  much 
had  paid  out  fi-om  each  bondholder  a 
count  and  what  was  left  unclaimed.  B 
nearly  two  years  later,  an  internal  auc 
gave  the  unit  an  unsatisfactoiy  ratir 
noting  that  only  50  of  7,000  bond-issi 
accounts  had  been  balanced.  BofA  Ge 
eral  Counsel  James  N.  Roethe  couldi 
recall  details  about  the  vendor's  wamir 
He  says  the  audits  were  "self-improv 
ment"  attempts  to  solve  the  problem. 

The  plaintiffs  claim,  though,  that  t. 
bank  started  to  artificiallv  balance  the 
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YOUR 

crisis? 


alent 

SOLUTION 


)\\  ARD  L.(;i  BM A\ 


TAI  CMT'*'^  your  company's 
InLLlV  1  most  vital  asset. 
But  in  today's  booming  economy, 
there  isn't  enough  of  it  to  go 
around.  In  Ihe  Talent  Solution, 
Edward  Gubman  helps  you  avoid 
losing  ground — and  your  best 
people — to  competitors,  as  he 
explains  how  top  companies  are 
boosting  performance  by 
aligning  strategy  and  employees. 


Available  at  bookstores  everywitere 
Visit  us  on  the  Web  at  www.books.mcgraw-hill.com 


ft  ol  rhcMcGrwHiil' 


Child-proof  caps  protect 
those  who  can't  read. 

Medicme  labels  protect 
those  who  can. 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know. 
It's  the  first  step  to  getting  better. 


A  message  from  the  '/  M »M»\ 

Council  on  Family  Health 

A  public  service  by  the  manufacturers  of  medicine 


Legal  Affairs 


accounts,  dropping  from  the  system 
unpaid  bonds  and  falsely  recording  the 
as  paid.  Any  cash  left  over  in  a  bon^ 
holder  account,  they  contend,  was  plac( 
in  a  "resei-ve"  to  pay  other  expenses, 
evidence,  the  plaintiffs  cite  several  i 
ternal  BofA  documents,  such  as  one  i 
dicating  that  in  July,  1991,  trust  of 
cers  were  unable  to  identify  the  sour 
of  $1.2  million  in  a  customer  accour 
Calling  it  a  "sundry  recovery,"  an  exe 
utive  of  the  unit  transfen-ed  it  to  tl 
bank's  own  reserves.  Roethe  says  tl 
reserves  were  used  to  pay  off  bon 
holders  who  came  in  with  claims. 

By  the  end  of  1991,  the  suit  alleg( 
the  bank  "destroyed  or  lost"  most  of  t' 
paperwoi'k  recording  this  alleged  accoui 
cleansing  campaign — a  charge  the  bai 
denies.  The  judge  has  appointed  an  e 
pert  to  help  determine  the  veracity 
the  records,  and  Roethe  is  convinced  t 


BofA  denies  that  it 
destroyed  records  am 
says  the  charges  meai 

foes  lack  evidence 


bank  will  be  vindicated.  "We  have  mc 
of  the  documents  or  we  have  some  ba( 
up  form  of  documentation,"  he  says.  T 
reason  opponents  ai'e  charging  docume 
destmction,  he  says,  is  because  they  ha 
not  been  able  to  come  up  with  evider 
that  the  bank  owes  more  mom 
"Frankly,  I  don't  think  they  have  dev^ 
ed  the  time  or  energy  to  look  at  th€ 
records,"  says  Roethe. 

Diane  L.  Merdian,  an  analyst  at  > 
tionsBanc  Montgomery  Securities  Ir 
believes  that  the  bank's  ultimate  liabili 
if  any,  will  be  "in  the  tens  of  millioi 
rather  than  the  hundreds  of  millic 
sought  by  its  opponents.  But  with  pol 
cos  bashing  the  bank,  there  are  otl 
woiTies.  "Probably  the  real  economic 
sue  will  be  whether  they  can  lose  bu 
ness  as  a  result  of  the  appearance 
having  harmed  customers,"  she  says. 

That's  bad  news  for  an  instituti 
that  has  spent  so  much  time  and  enei 
burnishing  its  image.  Unless  the  p: 
ties  can  reach  a  settlement  soon — a 
right  now,  there's  no  sign  that  a  deal 
in  the  offing — it  may  be  some  time  1 
fore  BofA  can  win  back  its  good  na 
in  town  halls  across  California. 

By  Susan  B.  Garland  in  Washi'i 
ton,  with  Steve  Hamm  in  San  Franc 
CO  atid  Mike  France  in  New  York 


Ctjstomeks: 


100%  Successful 

100%  Satisfied 


Thomas  M.  Siebel 
Chairman  and  CEO 
Siebel  Systems,  Inc. 


'Siebel  Systems  IS  TIII<:  Cil.OIJAL  MARKKT  I.KAI}I-:K  IX 

SAI.ES,  MARKETIXC;,  AXD  CI TJSTOM I':K  SI-:RVI("K  IXFORM ATIOX  .SYSTEMS. 

We  no  WHATEVER  IT  TAKES  TO  MAKic  OTTR  c:i:kt<;)>i1':kk  SI  :c3(;i<:ssiiti.." 

We've  become  the  world's  leading  provider  of  sales,  marketing,  and  customer  service  systems  because  we  are 
committed  to  100%  customer  satisfaction.  In  fact,  Siebel  Systems  has  become  the  fastest  growing  application 
software  company  in  history  because  our  customers  trust  us  to  make  them  successful.  As  we  expand  our 
relationships  and  global  presence,  one  principle  will  endure:  we  are  here  to  serve  our  customers.  We  will 
continue  to  do  whatever  it  takes  to  assure  our  customers  are  100%  successful,  100%  satisfied.  To  find  out  how  we 
can  make  your  organization  more  successful,  call  1-800-720-3115,  ext.  9169  or  visit  us  at  www.siebel.com. 

^^^^^   Sales  •  Markeliog  •  Customer  Service 
(ylQgS  Siebel  Systems,  Incorporated,  Siebel  is  a  trademark  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions. 


"/  do)t't  know  what  well  be  serv- 
ing hi  the  year  2000,  but  we'll  be 
servhig  more  of  it  than  anybody" 
—  Roy  A.  Kmc,  founder  of 
McDonakVa  Corp. 


The  McDonald  brothers'  fo-st 
restaurant,  foundetl  in  1937 
in  a  parking  lot  just  east  of 
Pasadena,  Calif.,  didn't  sei-ve 
hamburgers.  It  had  no  play- 
ground and  no  Happy 
Meals.  The  most  popular 
item  on  the  menu  was  the 
hot  dog,  and  most  peoj^le  ate  it  sit- 
ting on  an  outdoor  stool  or  in  their 
cherished  new  autos  while  being  sei-ved  by  teenage  carhops. 
.  That  model  was  a  smashing  success — foi'  about  a  decade. 
Then  America's  tastes  began  to  change,  and  the  Golden 
Arches  changed  with  them.  As  cars  lost  some  of  their  ro- 
mance, indoor  restaurants  took  over.  When  adults  became 
bored  with  the  menu  in  the  1960s,  a  new  sandwich  called  the 
Big  Mac  wooed  them  back.  As  consumers  gi-ew  weary  of 
beef,  McDonald's  introduced  bite-size  chunks  of  chicken  in  the 


Can  It  Regain 
Its  Golden 
Touch? 


rt 


Cover  Story 


1) 

early  '80s  and  within  four  ye£  p' 
was  the  nation's  second-larg( 
poultiy  seller. 

The  changes  were  vital,  but  ndml 
ei'  radical.  McDonald's  gave  us  wl 
we  wanted  before  we  even  kiK 
we  wanted  it,  whether  it  w 
movie  tie-ins  or  Egg  McMuffii 
Along  the  way,  it  built  one  of  t 
world's  best-known  coqjorate  ice 
and  its  most  ubiquitous  store.  T  ij 
philosophy  was  neatly  summariz 
by  Ray  Ki'oc's  brash  vow:  whatf 
er  people  ate,  McDonald's  would 
the  ones  to  sell  it. 


But  now,  two  yeai's  shy  of  Krc 
benchmai'k  for  the  far-olT  futm-e,  that  goal  seems  less  assur 
than  ever.  Forget  for  a  moment  all  the  recent  talk  abc 
Burger  King  Cor-p.  and  Wendy's  International  Inc.  steal! 
customers  fi'om  McDonald's.  With  a  42%  share  of  the  U 
fast-food  bui'ger  mai'ket,  McDonald's  still  easily  outpaces  its 
vals.  Nonetheless,  the  problems  under  the  famous  Gold  i> 
Ai'ches  are  far  more  serious  than  a  failed  Ai-ch  Deluxe  h€ 
01'  a  french-fry  war  there.  Quite  simply,  McDonald's  has  1( 


li;. 
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of  its  relevance  to  American  cul- 
-a  culture  that  it,  as  much  as  any 
m  corporation,  helped  to  shape.  Not 

a  still  booming  international  divi- 
responsible  for  half  of  sales  and  60% 
Dfits,  can  mask  the  troubles. 


Where's  the  Sizzle?  h 


stock  performance  of  the  world's 
top  six  brands 

BRAND  2-YEAR  TOTAL  RETURN 


ahead  of  pop  culture  today  is  un- 
;o  construct  even  an  appeahng  new 

sandwich.  Its  last  successful  new 
xct  was  the  Chicken  McNugget, 
I  launched  in  1983.  In  the  '90s,  the 
any  has  careened  from  tests  with 
and  veggie  burgers  to  confusing  dis- 

promotions  such  as  last  yeai''s  Cam- 

55.  Earnings  in  1997  inched  up  4%, 
.6  billion,  on  sales  of  $11.4  bilhon, 
h.  That's  well  below  projections  McDonald's  itself  made 
\.  few  years  ago. 

r  a  company  that  enjoyed  sizzling  growth  for  five 
es  based  on  its  abUity  to  read  and  shape  populai-  trends, 
readth  of  its  problems  is  astonishing.  Since  1987,  Mc- 
Id's  share  of  fast-food  sales  in  the  U.  S.  has  slipped  al- 

two  percentage  points,  to  16.2%.  The  drop  has  come 
as  the  company  has  increased  its  nimiber  of  restaiu-ants 
%,  far  outpacing  the  industry's  expansion  rate.  The  re- 
Domestic  sales  have  climbed  only  18%  since  1989,  while 
iting  profits  haven't  even  kept  pace  with  inflation, 
ve  risen  just  2%  a  year  in  that  period.  That  trend  has 
id  U.  S.  per-store  profits  by  20%  since  1989 — or  a  huge 
ifter  inflation.  Meanwhile,  nearly  every  other  top  con- 
r  brand,  from  Disney  to  Marlboro,  has  prospered. 
U  TWEAKING."  McDonald's  has  chalked  up  that  dismal 
d  despite  the  fact  that  it  owns  one  of  the  best  known 
s  on  the  globe.  The  company  has  been  unable  to  hai-ness 
;rength  of  its  brand  to  gi'ow  beyond  its  basic  fomiula  of 
;rs  and  fries.  During  a  period  when  Americans  have 
loned  their  kitchens  in  droves  for  food  cooked  else- 
e,  the  Golden  Arches — easily  the  world's  largest 
der  of  prepared  food — has  failed  to 

It's  as  if  hundreds  of 
lands  of  people  started  :yfi>^ 
ing  soda  for  breakfast  and 
Cola  Co.  wasn't  benefiting, 
•onald's  has  totally  failed  to 

its  original  concept,"  says  Si- 
C.  Williams,  chairman  of  the 
ng  Group,  a  New  York-based 
I  consultancy  that  works  with 
companies. 

w,  McDonald's  is  embarking  on 
fort  at  reform.  Last  year,  Chief 
utive  Michael  R.  Quinlan  shuf- 
lis  U.  S.  management  team.  He 
the  decentralized  stracture  will 
die  the  company's  entrepreneurial 
^.  new  cooking  system  set  for  2000 
1  make  it  easier  to  customize  sand- 
's, improve  quahty,  and  expand  the 
.  Fundamentally,  however,  tomor- 

McDonald's  won't  be  much  differ- 
Do  we  have  to  change?"  asks  Quin- 
'No,  we  don't  have  to  change.  We 

the  most  successful  brand  in  the 
I." 

^Donald's,  though,  is  doing  some  tin- 
g.  The  new  head  of  the  domestic  di- 
1 — Jack  M.  Greenberg,  a  pleasant  54- 
old  lawyer  who  has  been  with  the 


COCA-COLA 

71% 

EASTMAN  KODAK 

-8 

GILLETTE 

101 

MCDONALD'S 

3 

SONY 

49 

WALT  DISNEY 

78 

S&P  500 

63 

company  16  years — has  brought  in  a 
handful  of  new  managers,  including  exec- 
utives from  Burger  King,  Boston  Mar- 
ket, and  General  Electric  Co.  "We  are 
not  afi'aid  to  do  things  differently,"  Green- 
berg says.  In  a  fii-st  for  the  burger  giant. 


DATA;  INTERBRAND,  BLOOMBERG  FINANCIAL  MARKETS 


another  restaurant,  a  14-outlet  chain  in 
Denver  called  Chipotle  Mexican  Grill. 

But  execs  emphasized  that  the  heait  of 
the  company's  menu  will  remain  the 
same — and  that  it  believes  it  can  squeeze 
new  pi'ofits  from  the  U.  S.  burg- 
er business,  even  though  Mc- 
Donald's already  dominates  the 
crowded  segment.  "We  will  ex- 
tend our  line,  rather  than  go- 
ing in  more  radical,  different  directions,"  says 
Quinlan,  53,  who  started  in  the  company  mailroom 
at  age  19.  "I'm  a  fan  of  menu  tweaking." 

Compare  the  McDonald's  strategy  with  that  at 
other  companies  that  have  prospered  despite 
wrenching  changes  in  their  industries.  Wlien 
GE  realized  that  manufacturing  had  become 
less  profitable,  it  moved  into  financing.  When 
Walt  Disney  Co.  found  it  hard  to  lure  more 
people  to  its  theme  parks,  it  built  hotels  and 
captured  more  doUai's  from  the  tourists 
already  there. 
And  Coca- 
Cola  spun 
off  its  bot- 
tling busi- 
ness and  fo- 
cused instead 
on  becoming  a 
marketing  pow- 
erhouse. The 


18  '89  "90  '91  '92  '93  '94  '95  '96  '97 
DATA:  MCDONALD'S  CORP.,  TECHNOMIC  INC. 
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Top  executives  seem  to  be  in  denial  as 
Mickey  D's  performance  has  deteriorated 


Cover  Story 


difference  is  profound:  If  McDonald's  had, 
added  siiai-eholder  value  at  the  same  rate  as  Coca-Cola  over 
the  past  ten  yeai-s,  its  shai-es  today  would  be  worth  S170 
each.  Instead,  they  biing  less  than  .555. 
FAMILY  VALUES.  By  contrast.  McDonald's  core  recipe  has 
changed  Little  since  the  early  'SOs.  "McDonald's  needs  to 
move  the  question  fi'om  'How  can  we  sell  more  hamburg- 
ers?' to  ''Wha.t  does  our  brand  allow  us  to  consider  selling  to 

our  customers?' "'  says 
Adiian  J.  Sh-wotzkj-. 
a  partner  at  Corpo- 
rate Decisions  Inc.. 
a  consulting  firm  in  Cambridge.  Mass. 

Such  sweeping  \ision  will  not  come  easily.  McDonald's  is 
one  of  the  nation's  most  insulai-  large  companies,  vdth  a  man- 
agement team  more  tj^pical  of  a  private  company  than  a 
global  powerhouse.  The  average  top  executive  started  work- 
ing at  the  company  when  Richard  XLxon  was  Pi-esident.  The 
15-member  board  of  directors  has  sat  out  the  coi-porate-gov- 
emance  revolution  and  is  more  than  two-thirds  filled  with  cur- 
rent and  foiTTier  executives,  vendors,  and  ser\ice  proNiders 
(page  76). 

As  the  company's  performance  has  deteriorated,  top  ex- 
ecs have  tended  to  blame  other?.  They  have  pubhcly  blast- 
ed dissident  fi-anchisees,  whom  they  dismiss  as  a  small 
faction.  Negative  news  accounts  are  chalked  up  to  misper- 
ceptions  by  reporters.  And  one  persistently  critical  Wall 
Street  analyst — Damon  Biamdage.  now  at  .J.  P.  Morgan  & 


Co. — was  barred  from  the  companVs  latest  biennial  briefinj 
And  while  some  companies,  such  as  IBM  and  at&t,  hav 
brought  in  outside  leadei*s — albeit  reluctantly — to  help  guic 
management  as  the  business  changed,  ^^IcDonald's  has  larg( 
ly  climg  to  the  "McFamily''  philosophy  of  the  1950s  an 
1960s,  which  rewai-ds  managers  who  start  young  and  stay  fi 
life.  Headhuntei-s,  noting  that  \irtually  no  alumni  from  th 
McDonald's  Oak  Brook  (111.)  headquarters  can  be  found  rui 
ning  other  companies,  say  it  isn't  where  they  look  for  talen 
"They  are  no  longer  the  beacon  of  great  success  they  used  1 
be."  says  a  Chicago-area  recruiter. 

Wall  Street  seems  to  share  that  sentiment.  Over  the  pai 
two  years,  while  the  Standard  &  Poor's  5(X)-stock  index  gre 
by  639c,  McDonald's  shai'eholders  could  have  made  moi 
money  in  an  insm-ed  sa\ings  account.  Had  you  invested  Sl( 
in  the  company  two  yeai-s  ago.  you'd  be  holding  S103  toda 
Of  the  world's  10  most  powerful  brands,  as  ranked  by  Inte: 
brand,  a  New  York  consultant,  only  beleaguered  Eastman  K 
dak  Co.  has  had  a  woi-se  run  over  that  period  (table,  page  7] 
Shareholdei*s  of  GUlette  Co.,  meanwhile,  have  more  thi 
doubled  their  money. 

"NOT  HOLDING  THE  PAST  SACRED."  Even  some  investoi 
who  still  believe  in  the  brand  are  concerned.  Da\is  Select* 
Ad^isel"s.  with  S500  million  in  McDonald's  stock,  has  been 
shareholder  since  1994  on  the  strength  of  the  compan}''s 
temational  operations,  but  the  big  investor  beheves  thei 
needs  to  be  changes  in  management  and  in  the  business, 
means  not  holding  the  past  sacred,''  says  Chris  Davis, 


FLOPS 


In  1991,  BUSiXESS  n^EK 
chronicled  the  millions 
McDonald's  was  pouring 
into  experi/nents.  Today, 
most  of  those  items  are  off 
the  menu 


CARROT  STICKS  Still 
available  as  an  optional 
item  in  some  U.S. 
restaurants. 

FRIED  CHICKEN  This  was 
no  McNuggets.  Though 
available  in  much  of 
Asia,  it's  ojff  the  menu  in 
the  U.S..  along  the 
com  on  the  cob  that 
came  \\ith  it. 

PASTA  McDonald's  tried 
the  old  favorites, 
spaghetti  and  lasagna. 
^ith  garhc  bread. 
Neither  is  available 
anmore  in  the  U.S. 


BusinGsslMfook 


McRISKY 


FAJITflS  The  McDonald's 

version  of  this  popular 
Mexican  dish  never  tool 
off.  though  it's  stUl 
available  m  a  few  U.  S. 
restaurants. 

PIZZA  The  company 
devoted  an  entire  annu; 
franchisee  meeting  to 
talking  up  this  fast-food 
favorite.  Pi2za  survi\'e'- 
Canada,  but  it  is  no 
longer  offered  in  the  U. 

McLEAN  DELUXE  This 
low-fat  sandwch  debiiTt 
in  1991  to  woo  health - 
conscious  customers.  It 
was  erased  from  the 
menu  in  1996. 
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After  preschool,  when  they  are  whiny  and  hungry,  we  go  there  ?  ? 

—  JULIE  LAKE 

Lake's  daughters,  5-year-old  Evan  and  3-year-old  Chloe,  enjoy  Happy  Meals  in  their  Austin  (Tex.)  home. 


olio  manager.  "There  needs  to  be  a  sense  of  ui-gency." 
'en  McDonald's  formidable  international  business  faces 

serious  challenges.  On  the  plus  side,  operating  earnings 

more  than  doubled  in  the  past  five  years,  and  some 
ging  markets  vdll  soon  see  economies  of  scale.  Says 
s  R.  Cantalupo,  who  runs  the  division:  "We're  nowhere 
any  kind  of  penetration  that  I  think  is  possible." 
,t  the  easy  markets  have  been  tapped.  Now,  McDonald's 
panding  beyond  the  bustling  Londons  and  Moscows.  As 
;s,  margins  are  dropping — from  20.5%  in  '94  to  19.1%  last 

in  overseas  compa- 
vned  outlets.  In  each 
;  past  two  years,  Mc- 
Id's  has  badly  missed 
rejection  of  18%  to 
international  earnings 
th,  falling  short  of 

per  year  after  ac- 
.ing  for  currency  fluc- 
ons.  In  the  fourth 
,er,  key  markets  such 
ermany  and  Japan 
rperformed,  largely 
ise  of  local  economic 
tes  and  a  strong  dol- 
Overall,  says  ana- 
Dean  T.  Haskell  of 
:en  Securities  Inc., 
international  story  is 


<  t  Do  we  have  to 
change?  No,  we 
don't  have  to 
change.  We  have 
the  most 
successful  brand 
in  the  world  J  ? 

—  MICHAEL  QUINLAN, 
Chairman  &  CEO, 
McDonald's  Corp. 


not  quite  as  good  as  McDonald's  would  have  you  beheve." 

And  the  Arches'  domestic  woes  raise  a  troubling  ques- 
tion for  the  overseas  operations:  If  McDonald's  cannot  respond 
to  changing  market  forces  at  home,  how  will  it  adapt  over 
time  as  its  most  important  overseas  markets  mature?  "It's 
hugely  problematic,"  Slywotzky  says.  "If  the  same  set  of 
conditions  duplicate  themselves  abroad,  then  you  have  a 
dead  end  waiting  to  happen." 

Of  course,  the  strength  of  the  McDonald's  brand  gives  it 
opportunities  to  avoid  that  dead  end.  Thanks  to  the  movie  tie- 
in  trinkets  that  it  gives 
Hway,  for  example,  Mc- 
Donald's is  hugely  popu- 
lar with  kids.  Imagine, 
says  Slywotzky,  if  it  used 
low-mai'gin  burgers  to  sell 
a  line  of  high-margin 
toys — instead  of  vice-ver- 
sa. McDonald's  says  that's 
not  its  core  business.  But 
the  point,  says  Slywotzky, 
is  that  it  needs  to  woiry 
less  about  market  share 
and  more  about  new  prof- 
it vehicles. 

First,  though,  McDon- 
ald's needs  to  address  an 
even  more  fundamental 
problem:  the  quality  of  its 
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It  A  cheeseburger  and  french 
fries  will  kill  me  for  the  day  J  J 

—  STEPHEN  CHAR 
The  31 -year-old  scientist  opts  instead  for  Mideast  lunch  far6 
that  he  buys  from  a  food  counter  inside  a  Texaco  station 


food.  While  the  bui'ger  giant  focused  on  building  more  stores, 
consumers  have  decided  they  want  better  food  and  more 
variety.  Consumers  who  eat  fast  food  at  least  once  a  month 
say  that  both  Wendy's  and  Bui'ger  King  offer  better-tasting 
fai'e,  according  to  a  recent  business  WEEK/Hairis  Poll.  And  in 

a  soon-to-be-released 
survey  for  Restau- 
rants  &  Institutions 
magazine  in  which 
2,800  consumers  gi-aded  chains  based  on  the  taste  of  their 
food,  McDonald's  ranked  87th  out  of  91 — ^just  behind  Hooters. 
"We  cleai'ly  tliink  we  have  to  do  some  tliiiigs  with  oui'  menu," 
says  Greenberg,  who  believes  the  new  cooking  system  will  be 
a  turning  point. 

The  fact  is,  convenience  is  no  longer  enough.  In  the  Hanis 
Poll,  more  than  90%  of  consumers 
listed  both  taste  and  quality  as 
"very  important"  factors  in  theii- 
choice  of  a  restaui'ant,  while  loca- 
tion and  speed  were  selected  by 
barely  half.  Why?  With  an  abun- 
dance of  choices,  consumers  no 
longer  choose  McDonald's  just  be- 
cause there's  one  around  the  cor- 
ner. And  with  new  entrants  of- 
fering ethnic  fare,  vegetarian 
menus,  and  fully  stocked  salad 
bars,  fast  food  no  longer  has  to 
mean  fried  food. 

KIDS'  PLEAS.  Take  Stephen  J. 
Char,  a  31-year-old  government 
scientist  in  Denver.  He  has  cut 
his  trips  to  McDonald's  in  half 
over  the  past  few  years.  "A  cheeseburger  and  fries  will  kill 
me  for  the  day,"  he  says.  He's  found  tastier  options  neai'  his 
office  for  about  the  same  price:  a  taco  restaui'ant,  a  Ger- 
man deli,  and  even  Haji  Babba's — a  food  counter  at  a  Texaco 
station  that  serves  stuffed  gi-ape  leaves. 

Even  some  regulars  say  it's  not  the  food  that  keeps  them 
coming  back.  Julie  Lake  is  the  Austin  (Tex.)  mother  of  3-yeai-- 
old  Chloe  and  5-year-old  Evan.  "After  preschool,  when  they 
are  whiny  and  hungi-y,  we  go  there,"  she  says,  adding  that 
she  rarely  eats  the  food  herself.  That's  bad  news  for  Mc- 
Donald's, which  has  had  little  luck  creating  dishes  that  appeal 
to  gi-own-ups.  Last  year's  Arch  Deluxe,  though  still  on  the 
menu,  is  hardly  a  blockbuster.  As  their  kids  move  beyond  the 
Ronald  McDonald  yeai-s,  baby  boomers  like  Lake  vrill  need  a 
new  reason  to  visit  the  Arches. 

All  the  while,  McDonald's  has  concentrated  on  adding 
restaurants,  angering  store  owners  and  cutting  into 
margins.  It  began  a  major  U.  S.  expansion  in 
the  early  '90s,  even  as  business  was  slowing. 


it  We  clearly 
think  we  have 
to  do  some 
things  with 
our  menu  J  J 

—  JACK 
GREENBERG, 
Chairman  &  CEO, 
McDonald's  USA 


"They  built  a  whole  bunch  of  iit' 
stores  in  the  wi'ong  places,"  sa 
Dick  Adams,  who  heads  up 
gi"oup  of  concerned  franchisees 
That  single-minded  focus  letl 
huge  opportunity  for  new  cm 
petitors  eager  to  take  advanta 
of  changing  eating  habits.  In  i 
same  nine  years  that  McDonah 
U.S.  profits  have  stagnated,  Sli 
bucks  Corp.  has  become  a  $1  li 
lion  company.  Supemnarket  sal 
of  prepared  food  have  doulili 
and  the  "casual  dining"  segin;' 
has  emerged.  In  fact,  Americaji 
now  spend  more  on  preparll 
meals  sold  at  delis,  supermarkc, 
and  casual  dining  restaurants  sui 
as  Applebee's  International  Inc.  than  they  do  at  bui-tj:' 
chains,  according  to  Technomic  Inc.,  a  market-research  fin 
based  in  Chicago. 

Even  among  burger  chains,  McDonald's  is  no  longer  t ' 
shrewdest  innovator.  Burger  King  has  nibbled  at  McDc- 
ald's  market  share  with  better-tasting  burgers.  Wendy's  \y- 
used  its  new  stuffed  pitas  and  spicy  chicken  sandwich  ■ 
drive  it  toward  21  months  of  sales  gains  in  existing  outli' 
Cai'l's  Jr,  a  708-restaui'ant  chain  based  in  Anaheim,  Calif.,  li 
opened  a  Mexican  eatery  called  Green  Burrito  within  120  f 
its  stores.  That  has  helped  boost  the  typically  slow  dinri* 
business  and  led  to  a  $250,000  revenue  jump  in  some  ston . 

It's  not  that  McDonald's  hasn't  made  a  stab  at  new  pi'c- 
ucts.  The  past  decade  has  seen  an  aiTay  of  test  products,  sui 
as  pasta,  Med  chicken,  and  fajitas.  But  customers  have  he  i 
unimpressed,  and  McDonald's  invariably  has  retm-ned  td 
core  menu.  It  pulled  the  plug  in  1995  on  one  of  its  most  - 
teresting  ideas,  a  one-store  test  of  a  Boston  Market-lij 
chain  called  Hearth  Express,  saying  it  wanted  to  focus  i 


McDonald's  focus  on  adding  restaurants 
angered  franchisees  and  cut  into  margins 
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Everything  you  expect  in  a  luxury  car. 


Well,  not  everything.  Its  just  $18,995: 
The  1998  Chrysler  Cirrus. 

There  are  cars  that  are  built  to  appeal  to  your  passionate  side— and  to  your  practical  side.  The  1998  Chrysler  Cirrus. 
For  the  passionate  side:  ■  fully  independent  suspension  •  multi-valve  V6  engine  ■  speed-sensitive  steering  ■  air  condi- 
tioning with  rear-seat  vents  ■  premium  six-speaker  sound  system  ■  power  windows,  mirrors  and  door  locks  ■  cab- 
forward  design  with  room  for  you  and  four  friends*  and,  at  no  extra  charge,  a  new,  luxurious,  glove-soft  leather-trimmed 
interior  ■  and  eight-way  power  driver's  seat.  Now  for  the  practical 
side.The  new  1998  Chrysler  Cirrus  LXi,with  all  this.is  just  $18,995: 
Now  that's  unexpected.  Call  1.800. CHRYSLER  for  details. 

after  S  1.000  cash  back  includes  destination  Excludes  lax  www  chryslercars  com 
I 


Wall  Street  analysts  struggling  to  evaluate ; 


Cover  Story 


building  more  hamburger  restaurants.  "The  brand  expectation, 
at  least  until  now,  hasn't  been  as  broad  [as  it  could  be],  and 
that's  been  an  issue  for  us  in  the  U.S.,"  Greenberg  says. 
"When  you  try  to  sell  something  that  doesn't  necessarily  fit 
people's  expectations  for  the  Golden  Arches,  you  have  a  very 
difficult  time."  Analysts,  however,  say  that  too  often  the 
new  products  just  didn't  taste  good. 

The  company's  recent  stake  in  Chipotle  could  be  a  sign  that 
McDonald's  is  considering  new  ways  to  leverage  its  brand. 

Chipotle's  fresh,  inex- 
pensive burrito  wi-aps 
are  precisely  the  type 
of  food  that  has  drawn 
consumers  away  from  the  Arches  in  recent  years.  Executives 
have  said  that  they  would  like  to  eventually  expand  and 
franchise  Chipotle,  though  they  caution  that  the  investment, 
estimated  to  be  less  than  $15  million,  is  far  too  small  to 
have  any  impact  soon. 

WHITEWASH?  More  significant  than  the  Chipotle  venture  is 
McDonald's  management  reorganization  of  last  summer.  Quin- 
lan  nudged  Edward  H.  Rensi,  who  formerly  was  head  of 
the  domestic  division,  into  early  retirement  and  replaced 
him  vdth  Greenberg,  who  franchisees  say  is  easier  to  talk  to. 
Five  new  regional  division  chiefs,  whose  territories  divvy 
up  the  country,  now  report  to  Greenberg.  The  idea:  create 
smaller  companies  within  the  larger  McDonald's  that  wiU  re- 
capture its  earher  entrepreneurial  zeal. 

But  even  the  shuffling  shows  signs  of  McDonald's  discom- 


fort with  change.  Of  the  five  new  division  heads,  none  has  it 
up  shop  outside  the  Chicago  area,  and  only  one  has  immei- 
ate  plans  to  do  so.  The  majority  of  franchisees  still  report  a 
the  same  person.  The  reorganization,  charges  everen  analjt 
Haskell,  "is  an  effort  to  whitewash  the  public  by  trying  : 
convince  Wall  Street  things  have  changed  when  they  rea/ 
haven't."  Says  one  investor  who  manages  more  than  $] 
miUion  in  McDonald's  stock:  "The  changes  were  an  impro\- 
ment,  but  I  don't  think  it's  a  dramatic  improvement." 

One  of  the  most  troubling  signs  of  McDonald's  unvidllir- 
ness  to  grapple  with  underlying  problems  is  its  reaction; 
outside  critics.  Greenberg  has  dismissed  the  Consortium . 
San  Diego-based  group  of  franchisees  unhappy  with  the  co 
pan/s  direction,  as  "eight  people  and  a  guy  with  a  fax  macliin 

Adams,  a  former  McDonald's  owner  who  nms  the  Cons< 
tium,  claims  membership  of  300  but  refuses  to  release  a  U;, 
saying  franchisees  fear  reprisals.  But  other  evidence  in 
cates  that  unhappiness  is  more  widespread  than  Greenbci 
comment  suggests.  In  a  1997  internal  sui-vey,  only  2y'^ 
franchisees  said  they  thought  McDonald's  was  on  the  rit 
track.  The  controversial  push  to  put  up  more  stores  renia 
a  flashpoint  for  many.  Says  one  former  operator  who  cl.si 
new  stores  helped  to  put  him  out  of  business:  "Ray  Kroc  .ip 
told  me,  'If  you  work  hard,  you  get  treated  fairly.'  But  llu. 
gxiys  don't  care  about  the  operators." 

The  media  also  get  blamed  for  McDonald's  bad  news.  D  • 
ing  a  guest  lecture  at  Northwestern  University's  Mvi] 
School  of  JoiuTialism  last  year,  chief  McDonald's  spokesnK 


THEY  DON'T  BITE  THE  HAND  THAT  FEEDS  THEM 


Coca-Cola  Co.'s  largest  customer  is 
McDonald's  Corp.  Sonnenschein 
Nath  &  Rosenthal  has  been  the 
hamburger  chain's  lead  law  firm  for 
decades,  ddb  Needham  Worldwide  Inc. 
and  Leo  Burnett  Co.  are  two  of  its 
longtime  ad  agencies.  And  Dean  Foods 
Co.  supplies  the  Arches  with  pickles. 

What  else  do  these  firms  have  in 
common?  Each  has  an  executive,  re- 
tired executive,  or  director  on  the  Mc- 
Donald's board.  In  fact,  by  current  stan- 
dards of  corporate  governance,  only  4 
of  McDonald  s  15  directors  can  be  called 
independent — meaning  they  don't  work 
for  the  company,  do  outside  business 
with  it,  or  have  a  McDonald's  exec  sit- 
ting on  their  own  board. 
"NOT  EVEN  CLOSE."  That's  not  all: 
Cross-directorships,  in  which  directors 
serve  on  each  other's  boards,  are  com- 
mon, too.  Gordon  C.  Gray,  for  example, 
chairman  of  a  Canadian  mining  company 
and  an  independent  director,  also  sits  on 
the  board  of  a  subsidiary  of  Stone  Con- 
tainer Corp.,  a  McDonald's  packaging 
supplier  whose  CEO,  Roger  W.  Stone,  is 
a  fellow  McDonald's  director. 

Thanks  to  pressure  from  sharehold- 
ers and  regulators,  Corporate  America 


over  the  past  decade  has  raised  the 
quality  of  its  boards  and  increased  its 
directors'  accountability.  But  that  trend 
has  passed  McDonald's  by.  "They  are 
not  even  close  to  keeping  up  with  cor- 
porate-governance standards  that  most 


A  CLOSE-KNIT 
GROUP 

Along  with  five 
current  or 
former  executives, 
McDonald's  15- 
member  board  is 
packed  with 
directors  who 
have  links  to  the 
company  and 
each  other  At 
right,  their  ties 
and  the  year  they 
joined  the  board 
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other  companies  their  size  meet 
Anne  Hansen,  deputy  directoi-  >. 
Council  of  Institutional  Invest  in 
Washington.  Adds  Warren  Beni . 
University  of  Southern  Califoi'ii 
fessor  who  studies  leadership:  "i 


HALL  ADAMS 
JR.,  64,  former 
CEO  of  Leo  Bur- 
nett &  Co.,  a 
McDonald's  ad 
agency  (1993) 

GORDON  C. 
GRAY,  70,  a 

Canadian  mining 
executive;  sits  on 
anotfier  board 
witfi  Stone 
(1982) 


DONALD  R. 
KEOUGH,  71,  for 

mer  president  of 
Coca-Cola  Co.,  a 
major  McDonald's 
supplier  (1993) 

ENRIQUE 
HERNANDEZ  JR., 

42,  CEO  of 

California-based 
provider  of 
security  guards 
(1996) 


TERRY 
SAVAGE, 

Cfiicago- 
televisior 
print  joui 
(1990) 
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)any's  prospects  say  they  have  largely  been  frozen  out 


!es  Ebeling  lashed  out  at  reporters.  Ebeling  dismissed  as 
?hit"  a  stoiy  in  The  Wall  Street  Journal  that  propheti- 
detailed  the  problems  with  Campaign  55,  a  complicated 
ant  promotion.  Then  he  called  Cram's  Chicago  Business, 
pected  weekly  that  had  run  critical  stories  on  the  com- 
"a  scandal  sheet"  with  a  "cori-upt"  editor.  Ebeling  says 
emarks,  reported  in  Rolling  Sto'ue  magazine,  were  tak- 
it  of  context. 

OLUTELY  BAFFLING."  Indeed,  after  eight  years  in  which 
lomestic  operating  profits  have  actually  fallen,  the  head 
irketing  for  McDonald's  usA  says  the  biggest  problem 
the  brand  is  the  media's  view  of  it.  "If  there  were  one 
I  would  want  to  change  about  McDonald's,"  says  Senior 
President  Brad  A.  Ball,  "it  would  be  to  coiTect  the  mis- 
ptions  and  perceptions  that  have  become  so  pei-vasive  in 
ist  few  years." 

ill  Street  analysts  struggling  to  evaluate  the  company's 
lects  say  they,  too,  have  largely  been  fi-ozen  out.  They 
IcDonald's  is  the  only  big  company  they  follow  in  which 
xecutives,  including  Quinlan,  refuse  to  meet  with  them, 
absolutely  baffling,"  says  Howard  Penney  of  Morgan 
ey,  Dean  Witter,  Discover  &  Co.,  one  of  four  analysts 
maid's  identifies  as  knowing  the  most  about  the  corpo- 
1.  "Here  we  are  ti-ying  to  educate  people  about  what  we 
about  the  company,  and  the  top  management  guy  won't 
[  to  us."  Quinlan  says  he's  in  touch  with  Wall  Street, 
rough  it  all,  he  and  other  executives  maintain  that  the 
any  remains  strong.  Quinlan  has  cut  his  projections  for 


futui'e  gi'owth  but  still  predicts  a  doubling  or  near-doubling  of 
earnings  per  share  over  the  next  five  years — which  analysts 
call  feasible,  if  optimistic.  "In  the  U.  S.,  we've  made  some  mis- 
takes," Quinlan  acknowledges,  but  he  says:  "Our  greatest 
days  lie  ahead." 

So  what's  the  problem?  Simply  put,  it's  hard  to  dismiss  a 
lagging  stock  price,  the  end  of  growth  in  domestic  profits, 
missed  international  projections,  and  a  decade's  worth  of 
failed  initiatives.  This  much  is  clear:  The  world's  most  suc- 
cessful restaurant  company  is  far  from  achieving  its  poten- 
tial— and  may  be  sowing  the  seeds  for  further  disappointment 
down  the  road. 

It  doesn't  have  to  be  that  way.  Imagine  the  possibilities: 
The  company  uses  its  powerful  brand  to  figure  out  a  way  to 
grow  in  its  own  backyaixl.  The  new  kitchen  production  system 
allows  executives  to  think  more  broadly  about  high-quality 
menu  additions.  Domestic  earnings  no  longer  drag  down  in- 
ternational growth  but  add  to  it.  And  overseas  markets, 
upon  saturation,  have  a  model  for  future  gi-owth. 

Of  course,  doing  all  that  requii-es  thinking  about  the  busi- 
ness in  fundamentally  new  ways  and  refusing  to  be  tied  to 
the  past.  It  wouldn't  be  the  fii'st  time  for  McDon- 
ald's. After  all,  consider  where  the  Golden 
Ai'ches  would  be  now  if  its  fii'st  ovraers 
had  insisted  on  keeping  hot  dogs  as 
the  center]3iece  of  the  menu. 

By  David  Leoiihardt  in  Oak  "*"^/f/ 
Brook,  III.,  with  bureau  reports  "  'i( 


hat  size,  it's  stunning."  The 
association  of  Corporate  Di- 
^ommends  "a  substantial  ma- 
1  company's  directoi's  be  inde- 
^Lnd  many  shareholder  gi'oups 
'  cross-directorships;  gover- 
srts  say  they  can  lead  direc- 
k  out  for  each  others'  inter- 
r  than  those  of  shareholders, 
lid's  denies  that  the  many  re- 
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ROGER  W. 
STONE,  63,  CEO 

of  Stone  Contain- 
er Corp.,  a  Mc- 
Donald's supplier 
that  also  owns 
stake  in  supplier 
of  take-out  bags. 
Jack  Greenberg, 
president  of 
McDonald's  USA, 
sits  on  Stone 
board  (1989) 


lationships  between  its  board  members 
and  the  company  are  a  problem.  "We 
have  always  had  a  board  that  was  fairly 
heavily  peopled  by  inside  directors.  I 
am  not  troubled  by  that  at  all,"  says 
CEO  and  Chainnan  Michael  R.  Quinlan. 
He  argues  that  insiders  bring  detailed 
knowledge  of  McDonald's  to  the  board. 
And  director  Robert  N.  Thurston,  a  for- 
mer Quaker  Oats  Co.  executive,  calls  it 
an  active  board 
that  "can  stick  our 
noses  anywhere 
we  want  to."  To 
suggest  that  direc- 
tors are  hampered 
by  company  ties 
"discounts  the  in- 
dependence and 
the  pride  and  the 
intelligence  and 
the  fortitude  of 
the  people  on  the 
board,"  he  adds. 

The  proper 
question,  though, 
may  not  be 
whether  the  direc- 
tors have  integin- 
ty — there  is  no  ev- 
idence they 
don't — but 
whether,  as  a 
gi'oup,  they  bring 


B.  BLAIR 
VEDDER  JR.,  73, 

former  COO  of 
agency  that 
became  McDon- 
ald's lead  ad 
agency  (1988) 

ROBERT  N. 
THURSTON,  65, 

Former  Quaker 
Oats  executive 
(1974) 


the  ty]3e  of  broad  ... 
experience  and 

objectivity  that  a  company  facing  a  wa- 
tershed I'equires.  Despite  the  hamburg- 
er chain's  lackluster  performance  in  the 
past  few  years,  its  board  has  done  little 
to  agitate  for  change,  say  people  who 
follow  the  company.  "This  board  is  so 
stale,  it's  hard  to  imagine  it  asking  the 
right  questions,"  Bennis  says.  Or,  as 
one  major  shareholder  puts  it:  "If  Mc- 
Donald's is  one  of  your  largest  cus- 
tomers, I  don't  think  you're  going  to 
challenge  the  ceo  too  much." 

Compare  the  McDonald's  board  with 
those  at  another  globally  branded  com- 
pany. Nine  of  Coca-Cola's  13  du-ectors 
are  independent.  The  board  includes 
former  Senator  Sam  Nunn,  foirner 
baseball  Commissioner  Peter  V.  Ueber- 
roth, former  Delta  Air  Lines  CEO 
Ronald  W.  Allen,  and  superinvestor 
Warren  Buffett. 

In  fact,  inspect  almost  any  company 
with  a  brand  similai-  in  strength  to  Mc- 
Donald's, and  you  will  fuid  more  outside 
directors,  a  shorter  average  teirn,  a 
younger  board,  and  gi*eatei-  diversity  of 
experience.  Inspect  McDonald's,  on  the 
other  hand,  and  you  will  find  a  dispro- 
portionate number  of  directors  who  rely 
on  the  company  for  one  kind  of  pay- 
check or  another. 

By  David  Leonlmrdt  in  Oak  Brook,  III. 
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Planning  for  the  Unthinkable 
with  GAB  Robins 


GAB  ROBINS  NORTH  AMERICA  HELPS 
CLIENTS  RESPOND  TO  DISASTER 


Disaster,  either  natural  or  man-made,  is  every  executive's  worst 
nightmare.  The  importance  of  having  a  catastrophe  claims 
processing  system  in  place  cannot  be  underestimated,  says 
GAB  Robins'  Hart  Hubbard,  director  of  catastrophe  services.  And 
Bill  McLellan,  who  heads  up  GAB  Robins  Environmental,  a  wholly- 
owned  subsidiary,  adds  that  the  next  step,  recovery,  requires  experience 
and  expertise  as  well.  Below,  the  two  talk  about  how  to  avoid  pot 
holes  on  the  road  to  recovery. 

O:  What  is  a  disaster? 
Hubbard:  Sudden  events  that  no  business 
model  can  predict  or  prevent.  Disasters 
can  be  natural,  such  as  hurricanes,  torna- 
does, floods,  hail  storms,  and  earth- 
quakes. Or,  they  can  be  man-made,  such 
as  oil  spills  and  chemical  plant  explosions. 


O:  How  have  disaster  response  strate- 
gies changed? 

McLellan:  Today,  executives  realize  that 
stepping  forward  and  accepting  respon- 
sibility is  in  the  company's  best  interest. 
When  disaster  strikes,  the  level  of 
responsiveness  can  prevent  lawsuits  or 
minimize  their  impact. 

O:  So  what  does  GAB  Robins  do  to  meet 
this  new,  higher  standard  of  disaster 
response  management  for  clients? 
Hubbard:  First,  we  extensively  research 
each  client  s  post-catastrophe  needs. 


Hart  Hubbard, 
director  of 
catastrophe 
services  for  GAB 
Robins  North 
America,  Inc. 


Bill  Mctellan, 
president  and 
chief  operating 
officer  of  GAB 
Robins  Environ- 
mental, Inc. 


Barge  skimming  oil  after  the  October  1996  spill  in  Cape  Mohican 
in  San  Francisco. 


We  look  at  their  business,  their  insur- 
ance strategy,  and  the  solutions  they 
already  have  in  place.  Then,  we  create  a 
disaster  response  plan. 

O:  How  much  experience  does  GAB 
Robins  have  in  disaster  response? 
McLellan:  The  affiliated  companies  of 
GAB  Robins  have  been  leaders  in 
catastrophe  response  since  1885.  In 
the  1990s  we've  been 
heavily  involved  with  the 
complex  claims  resulting 
from  such  events  as 
the  World  Trade  Center 
bombing,  the  North- 
ridge  earrhquake  and 
oil  spills  in  Texas  and 
along  the  Pacific  coast. 
Today,  we  are  helping 
clients  process  the  surge 
in  claims  related  to  the 
severe  ice  storms  that 
plagued  the  northeast  in 
mid-January. 


O:  Many  companies  already  have  a  disa: 
ter  response  plan.  How  does  GAB  Robir 
make  a  difference? 
Hubbard:  Often,  executives  teel  they  a 
prepared.  They  develop  a  written  plai 
and  they  perform  drills.  But  there 
chaos  when  an  event  happens,  because 
is  not  like  a  drill.  We  want  to  instill  coi 
fidence  in  our  clients,  so  that  when  a  di 
aster  happens  all  they  have  to  do  is  pic 
up  the  phone  and  call  us.  We  will  tal 
care  of  the  disaster  so  they  can  return 
the  task  of  doing  business. 

O:  In  a  disaster  situation,  logistics  can  1 
a  nightmare.  What  systems  does  G/ 
Robins  have  in  place? 
McLellan:  We  decide  before  the  disast 
when,  where,  and  how  money  is  di 
pensed  to  claimants.  When  disast 
strikes,  GAB  Robins  can  instantly  get 
toll  free  number  in  place  for  claimants 
call.  We  can  provide  claims  manage 
support  people,  office  space,  softwai 
professional  adjusters,  energy,  and  su 
plies.  Organized  correctly,  recovery  fro 
a  negative  event  can  actually  improve 
corporate  image,  if  the  company  demo 
strates  that  it  is  civic-minded  and  co 
cerned  about  individuals. 

O:  Many  companies  worry  about 
recovery  costs.  How  does  GAB  Robins  he 
McLellan:  For  environmenral  disasters, 
know  what  a  cleanup  should  cost, 
provide  quantitative  and  qualitative  ana 
ses  to  make  sure  cleanup  costs  are  con 
tent  with  industry  standards.  With  wear 
catastrophes.  Hart's  group  keeps  cc 
down  by  getting  a  claims  office  up  quid 
while  damages  can  be  best  assessed 
fraudulent  or  oversrated  claims  minimiz 
and  by  using  adjusters  qualified  ro  han 
specific  types  of  storm  claims. 

Clam  Van  Hast,  a  New  York-based  wri 
reports  frequently  on  insurance  and  t 
management. 
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EMERGENCY  PROCEDURE 


IM  CAS£  O 


on 


I)  FIND  YOUR  HIP  BOOTS^ 

2)  MAKE  SURE 
YOUR  CLEAMU?  DOLLARS 
A\RE  BEING  SPENT  EFFICIENTLY. 


GAB  Robins'  response  to  an  environmental  crisis  begins  long 
before  an  event  ever  occurs.  Thorough  preparation  (such  as 
conducting  "mock  spills"  with  our  clients)  allows  us  to  identify 
potential  problems  and  develop  the  best  response  plan.  And 
our  environmental  experts  don't  just  manage  claims;  they  audit 
expenses  to  make  sure  your  cleanup  dollars  are  well  spent. 
Questions?  answers@gabrobins.com  or  call  888.888.4242 
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Can  HealthSouth  CEO 
Scrushy  run  his  company 
and  save  MedPartners 
at  the  same  time? 


For  Richard  M.  Scrushy,  running 
one  multibillion-dollar  health-cai'e 
company  just  isn't  enough,  it 
seems.  The  45-year-old  founder 
and  CEO  of  fast-gi-owing  HealthSouth 
Corp.  is  also  taking  chai-ge  of  MedPait- 
ners  Inc.,  a  troubled  physician-manage- 
ment company  that  he  helped  launch. 
Now,  since  becoming  ceo  at  MedPart- 
ners in  Januarj;  he  has  been  working 
overtime  in  a  mad  scramble  to  keep  up 
with  his  two  demanding  jobs. 

Tw'o  CEO  titles  at  once?  In  this  case, 
it  may  make  sense.  A  MedPartners 


board  member  since  its  founding  in 
1993,  Scnishy  (rhymes  with  sushi)  has 
close  ties  to  the  company.  Earher  this 
year,  he  backed  a  $6.3  biUion  merger 
with  rival  PhyCor  Inc.  But  PhyCor 
pulled  out  of  the  deal  the  same  day 
MedPailnei-s  annoimced  that  a  .$145  mil- 
lion restructuring  charge  would  drag 
1998  earnings  down  30%  below  esti- 
mates. That  sent  MedPartners  stock 
price  plunging  by  half. 

On  Feb.  24,  though,  MedPartners 
shares  soared  14%  amid  nimors  that  it 
would  merge  with  HealthSouth.  Sciaishy 
calls  the  mmors  "absolutely  not  tine." 
Speculation  also  swirled  that  Scinshy 
would  sell  MedPartners  $1.8  billion 
pharmacy  benefits  company  or  soon 
name  a  new  ceo. 

Scioishy  insists  he  will  remain  CEO 
for  at  least  another  90  days.  And  what- 
ever happens,  SciTishy  will  clearly  be 


READY  FOR  TAKEOFF 

To  save  time,  Scrush 
flies  his  own  plane 

at  the  center.  Bofc 
HealthSouth  anj 
Sci-ushy  are  MedPan 
ners  shareholders  an 
have  money  riding  c 
a  turnaround.  Th 
aborted  PhyCor  de; 
would  have  nette 
HealthSouth  $38  mi 
lion  and  another  $^ 
million  for  ScrusI 
personally.  Instead,  1 
finds  himself  in  the  d 
ficult  position  of  fixii 
MedPartners  foUowii 
the  departure  of  i 
CEO  and  Scrush  j 
longtime  fiiend  Lar 
R.  House. 

For  both  MedPai 
ners  and  Healt 
South — which  ha' 
shared  several  dire 
tors — Scrushy  is 
obvious  choice  to  ta 
the  reins.  The  compa 
was  formed  wh 
House  left  a  top  job 
HealthSouth  to  jur 
into  the  fast-gi'owi 
business  of  physicis 
practice  manageme: 
And  Scrushy  back 
the  ventui'e  by  putti 
up  a  good  chunk  of  i 
staitup  money. 

MedPaitners'  diri 
tors  are  counting 
Scrushy's  record: 
bundling  hundreds 
small  facilities,  he  has  built  HealthSoi 
into  a  hugely  successful  outpatient-re 
bilitation  chain.  Turning  around  M( 
Paitners,  which  has  stumbled  in  its  o 
acquisition-led  gi'owth  spurt,  will  reqi; 
many  of  the  same  skills.  "[It]  is  an  en 
mous  integi'ation  job,"  says  Charles 
Newhall,  a  member  of  both  boai'ds. 
Richaixl  has  proven  he  can  do  that 
HealthSouth." 

Indeed,  Scioishy  is  a  deft  entrep 
neur.  But  building  a  company  fr 
scratch  is  a  fai-  ciy  from  saving  one 
trouble.  And  he  is  attempting  his  ti: 
around  even  as  other  adventurers 
health  cai'e  are  falling  by  the  ways 
\ictims  of  their  overeized  ambitions, 
yeai;  Richard  L.  Scott  was  ousted  ft 
Columbia/HCA  Healthcai'e  Coip.  after 
giant  hospital  chain  became  embroi 
in  a  sweeping  ciiminal  investigation  ol 
billing  practices.  And  just  last  we 
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If  you  had  Oracle  Financial 


and  Manufacturing  Applications, 


you'd  be  smiling,  too. 

nil 


Oracle  and 
satisfying  customers  worldwide. 

A  corporation  thac  wants  to  grow 
needs  a  healthy  diet.  And  a  key  ingredient 
for  Kellogg  Company  is  a  flexible 
Oracle  solution,  one  that  realigns  and 
consolidates  its  global  information 
system.  Using  a  robust,  integrated  set 
of  Oracle  Financial  and  Manufacturing 
Applications,  Kellogg  is  streamlining 
its  operations  worldwide,  and  thereby 
approaching  $7  billion  in  sales.  In 
addition  to  keeping  a  worldwide  staff 
on  top  of  all  the  latest  information, 
Oracle  decision  support  and  data  analysis 
tools  give  management  a  greater 
ability  to  make  strategic  decisions.  And 
with  the  powerful  Oracle  database  as 
Its  information  management  backbone, 
Kellogg  can  be  assured  that  its 
systems  will  always  be  reliable,  available 
and  scalable.  Kellogg  is  using 
Oracle's  global  solutions  to  seamlessly 
and  synergistically  work  with  supp- 
liers, partners  and  customers  in  over  160 
countries.  Now  the  supply  chain, 
manufacturing  and  financial  processes 
are  organized  under  strict  control, 
positioning  Kellogg  at  the  forefront  of 
the  Consumer  Packaged  Goods 
Industry.  With  its  best-ot-breed  partners, 
Oracle  is  providing  superior 
consumer  packaged  goods  solutions, 
hel|")ing  companies  grow  locally  and 
globally.  Find  out  more  -j 
about  how  Oracle  can  help  ,  • 

your  business  grow,  by  visiting 
www.oracle.com/products/applications/ 
or  calling  1 -800-63.1-0549,  ext.  12896 
for  a  free  CD. 

ORACLe^ 

Enabling  the  Information  Age* 

i01'H.SOr.itli-Cori«>ran<»i  All  riyhis  reserved 
OrjLle  JnJ  Hn.iblin^^  the  Intorm.itiun  A,i;e  are  registered 
„.,l.,„,  irks  ,]|  Ot.itle  Cuni.>tatior[ 


iUogg  Company.  ©  199S  Kellogg  Company. 
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Stephen  F.  Wiggins  stepped  down  as 
chairman  of  Oxford  Health  Plans  Inc. 
as  the  HMO  veei-ed  into  financial  straits 
following  years  of  ton-id  gi-owth. 

The  problems  at  MedPartners  have 
some  investors  wondering  whether  the 
overlapping  boards  have 
done  their  job.  "The  board 
has  not  done  its  duty  to 


thing  that  can  happen  to  MedPaitners," 
says  Verdu. 

Those  who  work  with  Scmshy  say  he 
drives  liis  troops  hai'd  and  is  obsessed 
with  the  smallest  details.  He  once  insist- 
ed that  an  executive  leave  a  meeting  be- 

RICHARD  M.  SGRUSHY 


cause  his  necktie  wasn't  on  straight,  su 
cording  to  one  HealthSouth  directo 
Sci-ushy  denies  that  but  concedes  he 
demanding  because  he  has  set  such  hig 
goals.  "Feai-  is  good,"  he  says.  "It  motP' 
vates  people." 

Scrushy  wants  Healtl 
South  to  become  nothing  le 
than  the  Wal-Mart  or  tl 
Coca-Cola  of  health  care  1: 


make  sm-e  it  was  adequate-    BORNJ.952,  Selma,_  Ala.   providing  a  wide  range 

ly  informed,"  says  Jack  Mc-    poycATION  B  A    University  of  Alabama,  1974.    services  in  any  of  Healt 

Gowan,  a  portfolio  manag-    f-*"^*"*.   Souths  1,800  facilities. 


er  at  Clover  Capital 
Management. 

Scnishy  insists  he  had  no 
clue  about  the  extent  of 
MedPartners'  problems  be- 
fore the  PhyCor  deal  col- 
lapsed. "All  i  knew  is  what 
was  presented  to  the  boai'd," 
he 


CAREER 

1974-77  Teaches  respiratory  therapy  at  University  of  Alabama. 
1979-83  Climbs  up  the  ranks  of  hospital  chain  LifeMark,  to 
vice-president  and  general  manager. 
1984  Founds  HealthSouth,  an  outpatient-rehab  business. 

1997  Acquires  competitor  Horizon  CMS  in  $1.7  billion  deal. 

1998  Named  CEO  of  MedPartners,  charged  with  fixing  the 


back  patient,  say,  can  get 
X-ray  and  undergo  surge 
at  one  outpatient  facilit 
then  receive  massage  ther 
py  at  one  of  HealthSoutl 
rehabihtation  centers.  "P 
tients  should  be  able  to  g 
consistent  treatment  no  m£ 


says.  And  he  asserts  he     1998  Namea  Otu  ot  '^'^^r^      ^l^'^;'^^;;              °  ter  what  part  of  the  cou 

'       fi..  fh«  nvnhipms    troubled  Dhvsician-management  company.   -  .cvc 


can  quicldy  fix  the  problems 
before  timiing  MedPartners 
over  to  a  new  ceo.  Many  in- 
vestoi-s  agree.  Portfolio  man- 
ager Pedro  Verdu  of  Am- 
South  Bancorporation  in 
Bii-mingham,  Ala.,  doubled 
his  stake  to  300,000  shares 
on  news  of  Scrashy's  ap- 
pointment. "Tl-iis  is  the  best 


It  motivates 


troubled  phys  

MANAGEMENT  PHILOSOPHY   Fear  is  good 

people."   

FAMILY  Twice'divorced  and  recently  remarried  to  his  former 


ai 


tiy  they're  in,"  he  says 
Impeccably  dressed 
manicured,  with  a  diamon 
studded  watch  and  diamo: 
ring,  Scnishy  is  as  zealo 


secretary,  Leslie.  Six_children_from_  his preyious  marri^  ^^^^^  details  at  home  as 

interests" Flying" fishing,  country-and-western  is  at  work,  says  his  wi 

im  I  tnta  ■  ^    J   6,  hes]ie,  his  fonner  assistai 

And  Scrushy  immei-ses  hi 


singing. 


,  the  routine  of  raising  his  six  cliil- 
rom  two  previous  maniages — foiu" 
3m  live  with  them.  "Having  worked 
m,  I  would've  never  believed  how 
tant  his  family  is  to  him,"  she  says, 
ve  time,  Scioishy  even  pilots  his 
et. 

it  jet  will  come  in  handy  as  he  flies 
i  the  country  to  clean  up  the  mess 
lis  buddy  Lany  House  left  behind 
dPaitnei-s.  The  huge  winte-ofE"  came 
complete  surprise,  angering  Wall 
;  and  speeding  House's  depailm-e. 
3  hasn't  gone  fai*.  House  now  works 
;rushy's  ventui'e-capital  firm  just 
the  hall  in  HealthSouth  headquai-- 
Stepping  down.  House  says,  "was 
E^ht  thing  to  do." 

NT  YOUR  JOB."  The  pair  remain 
though  House's  departure  from 
artners  marks  a  difficult  fork  in 
)ad  for  a  highly  productive  team, 
friendship  dates  back  25  years, 
the  two  were  resph-atory  thera- 
in  a  local  Selma  (Ala.)  hospital. 
Iiy  got  the  job  through  his  mother, 
;e,  who  also  introduced  House  to  liis 
Scrushy  went  on  to  em-oll  in  the 
Tsity  of  Alabama  at  Birmingham, 
ig  a  degree  in  respii'atoiy  therapy, 
gi'aduation,  he  went  to  work  for 
on-based  hospital-management  com- 
LifeMai-k  Coi-p. 

:h  the  for-profit  health-cai'e  industry 


OUCH 


iScmshy  is  famously  obsessed  with 
the  smallest  details,  though  he  does  deny 
that  he  once  ordered  an  exec  to  leave  the 
room  because  his  tie  wasn't  on  straight 


in  its  infancy,  Scinishy  thrived  in  the 
rough-and-tumble  i-ace  for  business.  Six 
months  after  joining  LifeMark,  he  vault- 
ed to  vice-president  in  charge  of  a  $100 
miUion  division.  Wlien  he  was  still  in  his 
twenties,  Scmshy  mai-ched  into  the  oflBce 
of  LifeMai'k  Cliief  Operating  Officer  Paul 
Prison  and  declared,  "'I  at  least  want 
youi'  job  and  someday  intend  to  become 
chauTTian,'"  Prison  recalls. 

SciTishy  did  better  than  that:  He  built 
a  healthcai'e  empu-e.  After  LifeMark  was 
acquu-ed,  Sciaishy  and  foui'  othere  in  1984 
started  HealthSouth,  each  chipping  in 
for  a  total  of  $50,000.  The  team,  later 
joined  by  Lany  House  as  cliief  operating- 
officer,  created  a  behemoth  out  of  the 
bits  and  pieces  of  a  fragmented  industry, 
gobbling  up  diagnostic,  sui-geiy,  and  re- 
hab centers  in  50  states. 

To  drum  up  PR,  Scrushy  sang  and 
played  piano  in  a  country  and  westem 
band  that  peifonned  at  health-care  con- 
ventions. The  band  was  good  enough 


that  people  attending  the  conventions 
even  asked  for  Scinshy's  autogi-aph,  he 
recalls.  He  later  pm-sued  contracts  with 
professional  sports  teams  and  staged 
glitzy  shows  with  such  superstars  as 
Bo  Jackson  and  Michael  Jordan  to  talk 
to  kids  about  health  issues.  He  took 
the  company  public  in  1986  and  has 
since  built  it  into  a  $3  billion  power- 
house. With  net  earnings  up  34%,  to 
$342  milhon  in  1997,  the  company  is 
thriving. 

Can  SciTXshy  fix  MedPailnei's?  "We'll 
have  to  wait  and  see,"  says  McGowan, 
who  controls  5  million  shares.  Others 
have  more  faith.  "He's  one  of  the  few 
people  m  health  cai'e  who  have  success- 
fully made  the  transition  fi'om  entrepre- 
neur to  limning  a  multibiUion-doUar  com- 
pany," says  James  Hoover,  a  partner  at 
New  York  venture-capital  firm  Welsh, 
Carson,  Anderson  &  Stowe.  Of  coiu'se, 
that's  what  they  used  to  say  about  Rick 
Scott  and  Steve  Wiggins. 
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MARKETS 


NEVER  CROSS 
A  BOND  DEALER 

Larry  Fondren  tried  to  demystify  the  market.  Bad  move 


To  many  observers,  the  bond  mar- 
ket operates  much  like  a  souk. 
There  is  no  fonnal  exchange,  no 
central  posting  of  bids  and  olifers, 
no  registry  of  trades  once  they  occur. 
Hundreds  of  bond  dealers  trade  more 
than  $400  billion  worth  of  securities  a 
day  over  the  telephone  and  by  fax  ma- 
chine, and  they  thrive  on  the  lack  of 
public  information.  Investors,  who  have 
no  way  of  knowing  if 
dealers  are  quoting 
prices  that  have  been 
marked  up  steeply,  are 
at  a  disadvantage. 

So  when  Berwyn  (Pa.) 
entrepreneur  Larry  E. 
Fonch-en  offei-ed  an  elec- 
tronic service  that  took 
some  of  the  mysteiy  out 
of  the  bond  market  and 
cut  trading  costs,  he 
thought  it  would  be  a 
roaring  success.  Some 
players,  though,  didn't 
think  it  was  such  a  good 
idea.  Now,  Fondren  is 
out  $10  million.  His  sto- 
ry could  trigger  closer 


THE  BOND  BIZ 

The  U.  S.  bond  market  is 
huge.  New  issues  totaled  $9 

trillion  last  year,  while 
total  securities  outstanding 
exceeded  $12  trillion.  And 
daily  trading  volume  totals 
at  least  $400  billion  a  day 
The  most  active  areas  are: 

BILLION/DAY 


U.S. 

TREASURIES* 


MORTGAGE-BACKED 
SECURITIES* 

FEDERAL  AGENCY  DEBT 


was  anecdotal,  and  it  came  from  a 
small  number  of  mostly  New  York- 
based  bond  dealers,  such  as  Bear 
Stearns,  C.  S.  First  Boston,  Cowen  & 
Co.,  and  Merrill  Lynch,  rather  than 
from  a  national  market  system  such  as 
the  New  York  Stock  Exchange  or  Nas- 
daq. Today,  there  are  more  than  a 
dozen  online  sei-vices  for  the  bond  mar- 
ket, but  all  have  limitations. 

After  several  years 
of  research  and  trials, 
Fondren  in  1993  per- 
suaded a  small  number 
of  investors  to  back  a 
radical  new  product:  In- 
terVest  Financial  Ser- 
vices, an  electronic  sys- 
tem for  the  estimated 
$100  billion-a-day  sec- 
ondary market,  in 
which  bonds  that  are 
held  in  investor  port- 
folios or  in  professional 
dealers'  inventories  ai'e 
traded.  And  that's  when 
his  troubles  began. 

With  Securities  & 
Exchange  Commission 


$212 


$47 


inspection-and  possibly     (FANNIE  MAE,  FREDDIE  MAC)  $40        ^^^^^^^^^  ^^^^^^^ 


CORPORATE  DEBT 


MUNICIPAL 
SECURITIES 


a  computer 


major  reforms — of  the 
largely  opaque  bond 
mai'ket  by  Congi-ess  and 
regulators. 

BASIC  INFO.  Fondren 
began  small  in  198nv  He 
started  the  Exchange 
matching  service  for  ins'.irance  compa 
nies  looking  to  dispo.-;e  of  junk  bonds 
that  regulators  wanted  so!;!  from  their 
investment  portfolios.  The  iifiiited  foray 
into  the  bond  market  cor  '  M-ced  Fon- 
dren that  there  was  a  neec  .n  .-^ec- 
tronic  service  that  can-ied  bas.  ;  .  iciiig 
inforaiation,  similar  to  Instinet,  the  e({- 
uity  trading  system  of  Reuters  \i(M 
ings  PLC.  What  information  did  exisl 


$10 


$3 


Primary  dealer  activity  only 
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what  no  other  service 
had:  electronic  posting 
of  bids  and  offers,  the 
ability  to  make  trades 
at  the  push  of  a  but- 
ton, and  anonymous 
transactions  between  institutions.  The 
system,  in  theory,  should  reduce  the 
cost  of  trading  bonds  by  making  the 
market  more  efficient.  The  average 
commission  for  an  InterVest  trade  was 
36c  per  $1,000  transaction,  split  be- 
tween buyer  and  seller,  according  to 
Fondren.  By  comparison,  the  average 
mai'kup  on  a  coi-jjorate  bond  trade  from 
199.5  to  1997  was  $1,875.  During  that 
period,  corporate  bond  buyers  were 


BAD  BREAK:  Fondren  has  lost  mii' 
and  may  soon  be  ou  t  of  business 

overcharged  $41  billion,  says  Fondr 

Fondren  then  asked  Bloomberj^ 
nancial  Markets,  which  carries  oil 
third-paity  services,  to  carry  his  sys!< 
Bloomberg  agreed,  but  six  months  lict 
InterVest's  scheduled  debut  in  19!»(i 
backed  out.  While  Bloomberg  event  u; 
relented,  Fondren  believes  it  did  si  >  > 
after  the  Justice  Dept.  and  the  sk( 
gan   an  informal   investigation  i 
whether  dealers  were  colluding  to  I; 
InterVest  from  growing.  Bloombei'^ 
fuses  to  comment  on  the  episode. 
FEW  TAKERS.  In  December,  1996,  In 
Vest  began  appearing  on  Bloonilx. 
But  it  never  really  caught  on.  Proli 
was,  InterVest  made  dealers  unh;i| 
It  reduced  the  need  for  their  ses  ' 
as  middlemen  between  buyers  and 
ers.  Indeed,  only  a  handful  of  bond  ( 1 


Wall  Street  "didn't  like  what  InterVest  was  about,"  say; 
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osted  their  prices  on  InterVest. 
Thomas  A.  Price,  a  senior  vice- 
lent  at  Bank  of  New  York's  Bond- 
an  electronic  trading  service  for 
clients:  "The  Wall  Street  commu- 
idn't  like  what  InterVest  was  about 
oycotted  it.  They  put  [Fondren]  in 
inalty  box."  Adds  James  W.  Toffey, 
lent  and  ceo  of  Trade  Web,  a  new 
let-based  service  formed  for  foui" 
■  investment  banks:  "Dealers  are 
3t  makers  and  they  work  for  their 
mers.  That's  the  way  the  world 
3.  Maybe  [the  bond  markets] 
I't  ready  to  be  mixed  up." 
ndren  says  some  130  fa-ms  used 
;ervice.  But  most  were  on  the 
side  of  the  market — institutions 
as  life  insurers,  money  managers, 
)ension  funds  that  buy  securities 
leir  portfohos.  Only  a  small  num- 
ctually  used  InterVest  to  trans- 
usiness  with  one  another — about 


THE  INTERVEST  SAGA 

1985  Entrepreneur  Larry  E.  Fondren  starts 
the  Exchange,  a  computerized  insurance-pol- 
icy database. 

1992  Fondren  receives  SEC  approval  to 
beconne  an  electronic  junk-bond  broker.  He 
later  wins  SEC  approval  to  expand  service  to 
municipal  bonds  and  government  securities. 

MARCH,  1993  InterVest  begins  trading. 

AUGUST,  1995  Bloomberg  agrees  to  carry 
InterVest  as  part  of  its  menu  of  services  for 
fixed-income  dealers  and  investors. 

JANUARY,  1996  Bloomberg  balks  before 
product's  debut.  Fondren's  complaints  trigger 
informal  Justice  Dept.  and  SEC  inquiries  into 
whether  dealers  were  trying  to  block  InterVest 


cott.  They  speculate  that 
Bloomberg  wasn't  convinced 
InterVest  would  ever  become  a 
commercial  success.  If  dealers 
don't  like  a  service,  it  has  no 
hope  of  getting  the  critical 
mass  of  transactions  that  make 
a  market  functional.  InterVest 
failed  because  "nobody  likes 
going  to  a  paity  until  there  are 
lots  of  other  people  there," 
says  Christopher  J.  Carroll, 
managing  director  of  global 
electronic  trading  for  dmg. 
HIGH  COSTS.  Washington  au- 
thoiities  are  watching  Fonch'en's 
experience.  Lawmakers  who 
oversee  secuiities  trading  could 
begin  an  inquiry — somewhat 
like  the  1993  congi^essional  ef- 
fort to  create  a  reporting  sys- 


from  appeari^ng  on_B[oo_mberg.   tem  for  government  bonds, 

MARCH,  1996  Bloomberg  relents,  agrees  to 
let  InterVest  begin  trading.  Later,  Justice  and 
SEC  turn  up  no  evidence  of  dealer  collusion. 


DECEMBER,  1996  InterVest  appears  on 
Bloomberg,  but  it  never  really  catches  on. 

JANUARY,  1998  Fondren  claims  130  sub- 
scribers, most  of  whom  are  institutional 
investors.  InterVest  still  lacks  dealer  participa- 
tion. In  desperation,  Fondren  lets  corporations 
issue  bonds  directly  to  institutional  investors, 
thus  cutting  out  dealers  as  middlemen. 

FEBRUARY,  1998  Bloomberg  abruptly  cuts 
off  InterVest  without  explanation. 

DATA:  BUSINESS  WEEK 

25  orders  per  day  on  average — and  the 
tyt^ical  size  of  each  trade  was  relatively 
small,  about  $2  million.  By  the  end  of 
1997,  Fondren  didn't  have  enough  sub- 
scribers to  keep  the  system  going,  and 
he  had  run  out  of  money. 

Thinking  he  had  nothing  to  lose,  Fon- 
dren in  late  January  of  this  year  ad- 
vertised that  InterVest  was  available 
for  corporate  bond  issuers  to  sell  di- 
rectly to  institutions.  "It  caused  an  up- 
roar," says  Fondren,  "because  dealers 
didn't  like  that  I  was  cutting  them  out 
of  new  issues." 

A  week  later,  Bloomberg  dropped  In- 
terVest. Fondi'en  believes  Bloomberg  did 
so  because  of  either  real  or  perceived 
pressui'e  from  dealers,  who  ai"e  impoitant 
Bloomberg  customers  and  valuable 
som'ces  of  bond-market  infomiation.  A 
Bloombei'g  spokeswoman  denied  this  was 
why  InterVest  was  cut  off. 

Dealers  claim  there  was  never  a  bov- 


which  was  beaten  back  by  deal- 
ers. "We've  long  known  that 
the  bond  market's  a  big  mys- 
tery to  most  investors,"  says 
one  GOP  aide.  "It  would  be  in 
the  pubhc  interest  if  we  could 
make  it  more  transparent." 

SEC  officials  also  would  like 
the  bond  market  to  be  more 
accessible  and  to  offer  more  in- 
foiTnation  on  prices  and  trades. 
But  the  commission  prefers  to 
let  the  private  sector  do  the 
job.  While  the  sec  since  1975 
has  had  the  power  to  require 
corporate  bond  trades  to  be  re- 
ported, for  instance,  the  agency 
has  never  used  it. 

University  of  Chicago  finance  profes- 
sor Paul  Schultz,  one  of  the  authors  of  a 
landmark  1994  study  of  the  nasdaq 
market  that  found  widespread  collusion 
among  dealers,  has  been  studying  the 
bond  market,  and  he  doubts  that  he'll 
find  NASDAQ-type  collusion.  A  Justice 
source  says  so  far  they've  not  seen  evi- 
dence of  that  sort  of  behavior.  Still, 
Schultz  expects  his  study  will  find  that 
trading  costs  are  "fairly  high." 

So  what  is  Fondren's  fate?  He  cur- 
rently is  trying  to  raise  $10  million  to 
switch  InterVest  to  an  Intemet-based 
bond  service.  Otherwise,  InterVest  will 
go  out  of  business.  "I  mortgaged  my 
house,  my  wife  sold  her  jewelry,  and 
even  my  employees  have  lent  me  their 
savings,"  says  Fonch-en.  He  may  have  a 
better  mousetrap,  but  so  far  the  world 
isn't  beating  a  path  to  his  door. 

By  Paula  Dwyer  in  Washington 


executive.  'They  put  [Fondren]  in  the  penalty  box" 
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PROSECUTIONS 


HEAT  FROM  THE 
BOILER  ROOM 

W  ill  Bear  Stearns  get  burned  by  the  A.R.  Baron  case? 

Feb.  23  was  Jolin  ]\IcAn- 
dris'  56th  biithday.  For 
the  fomier  chief  financia'. 
officer  of  A.  R.  Bai^on  \- 
Co.,  the  defunct  mia-o-cap  brct- 
kerage,  tliis  was  a  biithday  to 
remember — because  it  was 
also  judgment  day.  On  that 
rainy  Monday  afternoon,  a 
New  York  State  Supreme 
Comt  jmy  began  consideiing 
25  felony  counts  that  could 
send  the  mild-mannered 
grandfather  to  prison  for  up 
to  25  yeai-s.  But  whatever  tlitz- 
verdict,  the  trial  has  trouble- 
some imphcations  for  the  ai*- 
ray  of  brokers,  fli-ms,  and 
stock  promoters  mentioned  :r. 
the  six-week  trial — notably 
Baron's  clearing  firm.  Bear 
Steams  &  Co.  The  trial  sheti 
new  hght  on  a  nagging  ques- 
tion: ^^"as  Beai'  Steams  awai'e 
of  illegal  acti\ities  at  Bai'on? 

The  trial  re- 
vealed close,  even 
intimate,  links 
between  Bear 
Stearns  and 
Baron.  Among 
other  tilings,  tes- 
timony pointed  to 
a  close  relation- 
ship between  for- 
mer Baron  Cltief 
Executive  An- 
di'ew  Bressman — 

who  has  pleaded  guLl:y  to  illegal  acti\i- 
ties  at  Bai-on — and  Beai*  Steams'  chief 
of  clearing,  Richard  Harriton.  Bear 
Steams'  links  to  Baixm  ai-e  being  scin- 
tinized  by  ]\Ian]iattan  District  Attomey 
Roben  M.  Morgenthau.  and  the  trial 
indicated  yet  another  "spin-off"  investi- 
gation, mentioned  in  testimony  by  a 
^lorgenthau  investigator.  The  tai-get  of 
that  inquiiy  is  also  imcleai;  tliough  pros- 
ecution witnesses  testified  tliat  they  had 
been  questioned  about  D.  H.  Blair,  a 
300-broker  fimi  with  customers  ai-otind 
the  countiy.  A  Blaii*  spokeswoman  said 


Wai;  A.R.  Baron's 
clearing  firm. 
Bear  Stearns, 
aware  of  illegal 
acti\ities  at  the 
micro-cap  firm"? 
A  trial  reveals 
intimate  links 


the  company  is  cooperating  \\ith  all 
inquiiies. 

If  Beai"  Steams  had  knowledge  of  il- 
Ucit  trading  at  its  now-defunct  chent, 
the  implications  would  be  serioi:is.  Apait 
fi"om  the  Morgenthau  investigation,  class 
actions  have  been  brought  against  the 
fuTn  by  fomier  Bai'on  customei-s.  i,Beai- 
Steams  has  said  it  is  \-igorouslv  con- 


testing the  suits.)  Beai-  Steams  has  d 
nied  knowledge  of  illegal  actions  at  A '. 
Bai-on  and  has  also  pledged  cooperati( 
with  aU  inquiries. 

The    Beai-    Steai"ns-Bai-on  lin] 
emerged  fi*om  the  prosecution's  effor 
to  prove  that  McAndi-is  knew  about  j 
leged  illegal  trading  at  Bai-on.  Defen 
lawyer  John  J.  Rieck  Jr.  maintained  ih 
Beai-  Steams  knew  at  least  as  much 
McAndi-is.  if  not  more.  As  pait  of  the 
contention  that  McAndiis  was  guilty 
enterprise  con-uption — the  state  an 
racketeeiing  law — prosecutors  allege 
that  Baron  traders,  supemsed  1 
McAndris,  engaged  in  rampant  una 
thoi-ized  u-ading  to  pi-op  up  siiare  piici 
Customei*s,  claiming  they  never  plac 
the  oi-dei-s,  refused  to  pay  for  the  trad 
when  they  received  theu*  confii-ma:! 
slips  fi-om  the  clearing  firm.  B<: 
Steams.  And  that  allegedly  resultec 
an  extremely  high  rate  of  "sellout 
forced  sales  of  stocks  when  custome 
won't  pay. 

Pi-osecution  witnesses  testified  tl 
sellouts  were  so  astronomical  tl 
have  known  th 
were  red  flags 
iUicit  trading. 
coi*ding  to  fom 
Baron  trad 
Chai-les  Plaia. 
rate  of  selloi 
was  as  high 
60^f  to  70Tc  of 
ti*ades  for  mon' 
at  a  time.  In 
gnieling  cro 
examination 
Plaia.  Rie 
expressed 
derment 
"Bear  Steal 
didn't  come  n 
:ng  into  A.  R.  Bai-on" 
;isk  the  tradei-s.  ""^Tiat 
iieck  is  going  on?" 

Or  would  they?  Acco 
:ng  to  the  transcript  o 
Feb.  10  couit  discussion 
side  the  healing  of  spec 
tors,  prosecutor  Eric  R. 
nallo  obseiwed  that  B 
Steams'  "position  is  as  1 
as  they  have  theii-  mone; 
a  ceitain  place,  they  d< 
cai-e  if  the  place  closes  do'mi  as  lonj 
they  ai*e  covered."  For  his  pait,  P 
testified  that  Beai-  Steai-ns  was  awar 
the  sellouts.  He  said  tliat  he  and 
trader  Nicholas  Marino  were  both 
tified  "vi-hy  Beai-  SteaiT^  kept  us  op 
and  didn't  "know  what  kind  of  relar 
ship  Bressman  and  Beai-  Steams  hs 
Similai*  %"iews  were  brought  ou^ 
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the  cross-examination  of  an- 
other prosecution  witness, 
Roman  Okin.  (Both  Plaia  and 
Okin  were  indicted  along  with 
McAndris,  and  pleaded  guilty 
to  one  count  of  enterprise 
corruption,  as  did  Bressman 
and  Baron.)  The  former  star 
broker,  who  earned  millions 
at  Baron  and  was  a  part- 
owner  of  the  fiiTn,  said  he  and 
Bressman  would  discuss  that 
"we  had  a  lot  of  sellouts  and 
a  lot  of  liquidations,  and  at 
times  it  looked  like"  Baron  WITNESS:  Former 
was  "pai'king"  stock— putting  Baron  star  broker 
stock  in  customer  accounts  O/cin  pleaded  guilty 
for  a  short  period  to  manipu-  to  a  felony 
late  shai'e  prices.  As  a  result, 
Okin  testified,  he  felt  that  "if  they're 
not  stupid.  Bear  Steams  will  catch  on." 
Okin  said  he  "had  a  suspicion  Bear 
Steams  was  aware  we  were  breaking  a 
lot  of  securities  rules  and  conducting 
business  in  an  illegal  fashion." 

Okin  testified  that  Bressman  and 
Bear  Stearns  clearing  chief  Harriton 
were  in  close  contact.  He  alleged  that 
the  two  met  for  lunch  every  week,  and 
that  Harriton  was  also  a  guest  of  Bress- 
man's  at  a  New  Jersey  country  club. 
Under  questioning  by  Rieck,  Okin  said 
he  didn't  know  the  specific  reason  for 
the  lunches — which  McAndris  did  not 
attend — but  did  have  a  "general  idea" 
they  discussed  "our  financial  situation." 
Okin  added  that  he  was  never  told  by 
Bressman  that  they  discussed  illegal  ac- 
tivity, or  that  Haniton  suspected  illegal 
activity  at  Baron.  But  Okin  testified 
that  he  and  Bressman  both  suspected 
Harriton  was  aware  of  chicanery  at 
Baron. 

Neither  Bressman  nor  Hamton  shed 
hght  on  the  subject.  Both  were  subpoe- 
naed by  Rieck,  but  neither  was  caUed  to 
testify  before  the  jury  by  either  side. 
Bressman,  testifying  outside  the  pres- 
ence of  the  jury,  invoked  his  Fifth 
Amendment  privilege  and  refused  to 
answer  any  questions.  A  Bear  Steams 
spokesman,  Lany  Rand  <if  Kekst  &  Co., 
said  that  Okin  was  wi'osiu; — that  Hani- 
ton  did  not  have  weekly  lunches  with 
Bressman.  Rand  declined  further  on- 
the-i'ecord  comment  on  the  questions 
raised  by  the  trial. 

Some  of  the  trial  testimony  jiointed  to 
Beai-  Steams  as  a  kind  of  stem  overseei- 
of  Baron — demanding,  for  example,  that 
Baron  conduct  its  "sellouts"  by  selling  to 
""he  Street  and  not  by  shifting  to  other 
U'^counts  within  the  firm.  Indeed,  Okin 
and  Plaia  both  testified  that  a  Bear 
Steams  official — one  of  two  delegated  to 
the  task — occasionally  monitoi'ed  trading 


at  the  Baron  trading  desk. 

If  the  two  Bear  Steams  of- 
ficials hung  around  enough, 
aj>parently  they  would  have 
seen  a  lot.  Plaia  and  Okin 
both  testified  that  a  stock 
promoter,  Ray  Irangy,  fre- 
quented the  Baron  trading 
desk  in  1995  and  1996,  in  vio- 
lation of  mles  prohibiting  out- 
siders from  the  trading  floor. 
(Irangy  was  indicted  for  stock 
fraud  by  a  federal  gi"and  juiy 
in  October,  1996,  in  a  case  un- 
related to  Baron,  and  subse- 
quently pleaded  guilty.)  If 
Irangy  was  at  the  trading 
desk,  it  would  be  hard  not  to 
notice  him — the  trading  room 
was  just  15  feet  by  30  feet.  Moreover, 
testimony  indicated  that  Irangy  may 
have  been  at  Baron  at  about  the  same 
time  as  the  two  officials — though  there 
was  no  testimony  that  Irangy  met  ei- 
ther Bear  Steams  representative. 

In  his  testimony,  Plaia  said  that 
Baron  came  under  intense  pressure 
fi'om  Bear  Steams  to  get  shares  off  the 

WHO  S  WHO  IN  THE 
BARON  TRIAL 


ANDREW  BRESSMAN 


Former  chief  executive  of  A.R.  Baron, 
he  pleaded  guilty  and  pledged  cooper- 
ation— but  against  whom?  He  was  not 
called  to  testily  by  the  prosecution. 


RICHARD  HARRITON 


Bear  Stearns'  head  of  clearing.  Okin 
testified  that  Harriton  lunched  week- 
ly with  Bressman  and  was  a  guest  of 
his  at  a  New  Jersey  country  club. 


JOHN  McANDRIS 


Former  chief  financial  officer, 
accused  of  being  a  member  of  the 
"inner  circle"  that  ran  A.R.  Baron- 
which  he  vigorously  denies. 


ROMAN  OKIN 


Ace  Baron  broker  and  the  prosecu- 
tion's star  witness.  Testified  about  rip- 
ping off  clients  for  millions  of  dollars. 


CHARLES  PLAIA 


A  trader  at  Baron,  he  testified  about 
seeing  such  illegal  acts  as  "sending 
stocks  into  space" — phony  trades — 
as  well  as  bribes. 
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books — a  perfectly  legitimate  respor 
to  what  Bear  Steams  perceived  as  ( 
cess  market  risk.  Plaia  said  that  wh 
McAndris,  because  of  the  Bear  Steal 
pressui'e,  ordered  him  to  get  the  shai 
out  of  Baron's  trading  account,  he 
acted  by  sending  the  shares  "ii 
space."  By  that,  he  meant  illega 
putting  the  stocks  in  customer  accouj 
without  their  knowledge. 

Plaia  said  that  when  shares  were  S( 
into  "space,"  they  were  handled  diff 
ently  than  ordinary,  authorized  buy 
ders.  Both  types  of  trades  would  ,  be  : 
mediately  entered  into  the  nase 
system.  But  ordinary  trades  would 
immediately  entered  into  the  B< 
Stearns  system  as  well.  Plaia  testif 
that  phony  trades  would  all  be  entei 
into  the  Bear  Stearns  system  at  ' 
end  of  the  day.  The  firm  would  tl 
generate  confirmations  for  the  c 
tomer-s — and  they  would  often  ref 
to  pay.  If  there  was  an  after-cl 
avalanche  of  buy  orders,  could  that  h 
been  a  tipoff  to  Bear  Steams  that  f 
sibly  illicit  trading  was  taking  pla 
That  is  one  of  the  most  intriguing  qi 
tions  raised  by  the  Baron  trial. 

Other  fii-ms  and  persons  also  for 
themselves  snarled  by  the  wide-ra 
ing  testimony.  Okin  testified  that 
paid  a  Merrill  Lynch  &  Co.  bro 
$3,000  to  $4,000  in  cash  in  return 
selling  Bar'on  stocks  to  his  customi 
A  Merrill  spokesman  said  the  bro 
no  longer  works  for  the  firm,  and  t 
Merrill  had  no  knowledge  of  any  p 
offs  to  the  br-oker.  Other  testim^ 
fi"om  Okin  pointed  to  alleged  impro 
trading  at  D.  H.  Blair,  where  he  wor 
befor-e  coming  to  Baron.  The  testim 
also  featured  a  host  of  minor  cha 
ters,  such  as  a  stock  pr-omoter 
Plaia  maintained  gave  him  $120,000 
brown  paper  bag  that  weighed  a 
mor-e  than  a  "medium-size  ham."  P 
testified  that  he  drove  ft'om  the  si 
promoter's  Long  Island  home  into 
York,  gave  the  money  to  Bressn 
and  "we  thanked  each  other." 

McAndris  was  not  implicated 
indii'ectly  in  receiving  cash  payme 
But  pr'osecutor-s  maintained  that 
knew  what  was  going  on.  Some  of 
most  damaging  evidence  consisted 
swor-n  statement  fr'om  McAndris 
prosecutor-s  contend,  put  forth  a 
pictiu'e  of  Baron's  financial  position, 
stuff — but  if  the  pr'osecution  prev 
that  could  be  enough  to  send  McAr 
to  prison  for  a  long  time.  Convictio 
acquittal,  however,  may  prove  to  b 
most  a  side  issue — if  other  shoes  b 
to  dr-op. 

By  Gary  Weiss  in  New 
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THEM: 
Arrogance 
inderscores 
results. 


Another  Deloitte  Consulting  Difference 

—  . 


DELOITTE 
CONSULTING: 

Arrogance 

undermines 

results. 


For  too  many  consultants,  arrogance  is  a  badge  worn  proudly. 
They  think  it  gives  them  credibility.  Some  claim  that  clients  expect  it. 

At  Deloitte  Consulting  we  have  a  passionate  disdain  for  arrogance. 

We  believe  it  stands  in  the  way  of  strong,  productive 
working  relationships  and  sustainable  results. 

So  we  treat  our  clients  and  their  people  with  respect. 
And  we  encourage  collaboration  and  trust  across 
all  levels  of  your  organization. 

Which  helps  us  deliver  a  remarkable  degree  of  buy-in  to 
changes  at  hand.  And  gives  us  the  ability  to  transfer 
the  additional  knowledge  and  new  skills  your  people  will  need 
to  keep  those  changes  from  unraveling  once  we're  gone. 

For  results  you  count  on  today  And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 
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Finance 


INVESTMENT  BANKING 


HOW  MANY  BANKERS  CAN  YOU 
SQUEEZE  INTO  SAO  PAULO? 

With  fees  tight,  a  slew  of  foreigners  \ie  for  Latin  business 


|nvc?:r;ici::  oaiiKcr;  maKing  ihe  11- 
houi"  joiuTiey  from  New  York  to  Sao 
Paulo  used  to  be  able  to  get  some 
work  done  on  the  plane.  Not  anj-more. 
"The  flights  ai'e  filled  with  your  com- 
petition." says  Albeito  J.  VeiTne.  man- 
aging director  at  Salomon  Smith  Barney. 
They've  all  piled  into  Latin  America 
chasing  what  they  hoped  would  be  a 
rich  lode  of  new  business. 

Trouble  is,  there  are  too  many  in- 
vestment bankei"?  chasing  too  few  Latin 
deals.  Asias  financial  crisis  and  a  sub- 
sequent slowdo^\^^  in  Latin  economic 
gi'o^uh  is  cooling  demand  for  new  equi- 
ty offeiings.  At  the  same  time,  eveiyone 
from  \\a.\\  Street's  Menill  Ljuch  &  Co. 
to  Spain's  Santander  Investment  is  fight- 
ing hai'd  for  mai'ket  shai'e  (table). 

With  trading  commissions  and  ad\i- 
soiy  fees  falHng  fast,  the  banks  that 
sui'vive  \^-ill  be  the  most  flexible  ones — 
those  able  to  diversify"  from  equities  to 
debt  to  corporate  finance.  "Every  time 
you  have  a  hiccup  in  the  region,  you 
have  to  shift  resoiux-es  across  product 
areas,"  says  Tim  Purcell,  co-head  of 
Latin  American  mergers  and  acquisi- 
tions at  J.  P.  Morgan  &  Co. 

For  now,  the  big  money  is  being 
made  in  debt  undenmting  and  trading. 
In  1997,  75'7t  of  the  total  of  .S750  million 
in  Latin  investment  banking  fees  came 
from  such  activities.  Foreign  lenders 
also  are  mo\ing  into  high-gro^rth  ar- 


ca? — asset  management,  lor  mjiaiie-e. 

Failui-e  to  adapt  to  the  changing  in- 
vestment climate  is  what  forced  IXG 
Barings  Ltd.  to  retreat  from  Latin 
America.  The  investment  bank  dumped 
its  Latin  equities  btisiness  and  fii-ed  150 
in  Febniaiy  even  though  it  produced 
solid  reseai'ch  and  traded  an  estimated 
10%  of  the  region's  American  deposi- 
taiy  receipts.  The  bank  insists  the  op- 
eration was  profitable.  Yet  some  com- 
petitors contend  that  IXG  Barings' 
business  became  publishing  its  re- 
search— not  monejTnaking. 

Still,  other  banks  ai-e  in  the  region  for 
the  long  hatil.  They're  attracted  by  the 
promise  of  long-tenn  economic  gi-owth, 

THE  SURVIVORS 

MERRILL  LYNCH 

Strong  local  presence 

J.  P.  MORGAN 

Tops  in  mergers  and  acquisitions 

MORGAN  STANLEY  DEAN  WITTER 

Leading  key  Brazilian  privatizations 

SALOMON  SMITH  BARNEY 

Building  diversified  businesses  via 
local  partners 

SANTANDER  INVESTMENT 

Top  foreign  trader  through  invest- 
nnents  in  banks  across  the  region 


S30  billion  in  Brazilian  privatizatio 
this  year,  and  fast-developing  capil 
mai'kets.  The  big  winners  are  likely 
be  the  U.  S.  films.  With  thi-ee-quarte 
of  all  foreign  investment  in  the  regi 
coming  from  the  U.  S.,  Latin  compani 
ai-e  looking  for  banks  with  North  Am( 
ican  distribution. 

The  Wall  Streetei*s  are  also  mo\'i 
aggi-essively  to  captui*e  key  privatizati 
deals  and  ad\'ise  on  Mi-A.  Total  La' 
American  Mi-A  acti\ity  nearly  doubh 
from  .S36.5  billion  in  1996  to  S70.5  billi 
last  year.  .J.  P.  ]\Iorgan  led  the  region 
M&A  acti\ity  with  a  total  deal  volume 
•S12.8  biUion.  But  the  real  action  is 
Brazil,  which  accounted  for  35%  of 
Latin  MiA  deals  in  1997.  In  Febiiia 
Morgan  Stanley.  Dean  ^Mtter.  Disco\ 
&  Co  and  Salomon  Smith  Bamey  w 
the  bidding  to  ad\Tse  the  government 
seUing  Brazil's  S40  biUion  phone  co 
pany.  Telebras.  by  charging  a  conur 
sion  of  just  0.07%.  The  fees  on  Te 
bi-as.  which  wiH  begin  privatization  t 
year,  ai-e  more  than  a  full  percent^ 
point  less  than  those  on  last  yeai's  -S 
biUion  privatization  of  Brazil's  min: 
giant.  Companhia  Vale  do  Rio  Doce. 
"LESS  THAN  IDEAL."  Competitors  ; 
giiping,  but  CoiTado  Vai'oli,  a  manag 
director  at  Morgan  Stanley,  says 
Latin  team  is  looking  toward  the 
tui'e.  Investment  banks,  he  says,  "ai-e 
profitable  in  the  U.  S.  that  they  can 
cept  less  than  ideal  profits  in  Brazil 
now.  in  hopes  that  in  10  years  we'H 
a  more  developed  mai'ket." 

Such  talk  isn't  daunting  several  Ei 
pean  banks,  despite  the  txg  Barings 
treat.  Take  Spain's  Banco  Santandei 
has  invested  S3.5  billion  in  banks  in  ei 
Latin  cotmtries.  bitOt  up  a  strcng  k 
equity  research  network,  and  is  leac 
foreignei*s  in  equity  trading  voltimf 
the  key  mai'kets  of  Bi-azfl  and  Argent 
With  a  Wall  Street  unit  trading  L 
-ADRs,  Santander  Investment's  resez 
operation  is  "paid  for,  and  then  sor 
says  ^lanaging  Director  .Jaime  de  Pir 

Others  ai-e  expanding  through  ac 
sitions.  Salomon  Smith  Bamey  has 
up  local  paitners  in  Brazil,  Ai'gent 
and  Chile,  while  SBC  Warburg  Di 
Read  is  bming  Brazil's  Banco  Oir 
Group.  And  Goldman,  Sachs  &  Cc 
negotiating  to  acquu'e  a  stake  in  Ace 
the  brokei-age  arm  of  ^lexico's  leadin 
nancial  gi'oup,  Banamex-Accival. 
foreign  lenders  must  make  those 
vestments  pay  off.  Their  bankers 
to  hustle  up  new  deals,  or  some  of : 
may  end  up  on  the  next  flight  horn 

By  Elisabeth  Malkin  in  Mexico 
and  Keri-y  Capell  in  Xeiv  York, 
Ian  Katz  in  Sao  Paulo 


"'"""jor  a, ast-minme  meeting. 


Inside  Wall  Street 
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BY  GENE  G.  MARCIAL 

CLAIRE'S  COULD 
SPARKLE  AGAIN 

I  oney  manager  Scott  Black  is  a 
I  dedicated  value  player  who  would 
not  think  of  buying  junk.  But  he's  ac- 
cumulating shares  of  what  he  calls  a 
"junk  jeweler":  Claire's  Store  (CLE), 
the  leading  retailer  of  low-piiced  ac- 
cessories, mainly  for  teenage  girls. 
"This  company  is  no  junk,  though,"  in- 
sists the  president  of  Delphi  Manage- 
ment in  Boston,  which  manages  more 
than  $900  million.  Claire's  earnings 
have  jumped  at  least  15%  in  each  of 
the  past  five  years. 

Even  so,  the  stock  has  drooped — 
from  24  two  months  ago  to  15  on  Feb. 
9.  Since  then,  it  has  edged  up  to  17.  As 
others  bailed  out,  Black  seized  the 
chance  to  buy.  He  notes  that  such  picks 
have  helped  Delphi  reach  a  compound- 
ed annual  return  of  21.3%  for  five 
years  vs.  20.2%  for  the  Standard  & 
Poor's  500-stock  index.  In  1997,  Del- 
phi gained  40.2%,  vs.  the  s&p's  33.3%. 
What  was  behind  Claire's  dive?  A 
certain  amount  of 


LOOKING  LIKE 
A  JUNK  JEWELER' 


panic  selling  hit 
the  stock  when 
Les  Dunavant, 
president  of  the 
Claii'e's  Boutiques 
unit,  suddenly  re- 
signed at  the 
close  of  trading 
on  Jan.  26.  But 
earlier  that  day, 
before  the  compa- 
ny announced  his 
dtjjarture,  shares 
feh  18%,  to  16. 
Investors  were 
concerned  that 
the  turnaround 
Dunavant  had  spearheaded  at  Claire's 
Boutiques,  catering  to  veiy  ynung  cus- 
tomers, could  be  in  jeopardy.  Executive 
Vice-President  Mark  Hoffman  has  as- 
sumed Dunavant's  post.  His  leaving 
"didn't  have  anything  to  do  with 
health,"  says  Glenn  Canary,  Clau>  's  in- 
vestor-relations officer,  but  he  wouldn't 
comment  fuither-.  But  Black  is  far  ft-orn 
won-ied:  Chairman  and  ceo  Rowland 
Schaefer  "has  always  been  in  charge, 
and  he  will  continue  to  do  a  superb 
job  running  the  company,"  says  Black. 
For  the  year  ended  Jan.  31,  1998, 
Claire's  reported  a  29%  jump  in  basic 
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earnings,  to  $58  million,  or  $1.21  a 
share,  on  sales  of  $500  million. 

The  company,  says  Black,  will  sur- 
prise the  Street  with  another  record 
next  fiscal  year,  when  he  expects  earn- 
ings of  $1.44  on  sales  of  $580  milHon. 
He's  impressed  with  the  stock's  26% 
return  on  equity  and  the  company's 
clean  balance  sheet:  no  debt  and  a  cash 
hoard  of  $2.80  a  share.  He  sees  Claire's 
climbing  back  to  24  in  12  months. 

BANK  PLUS  LOOKS 
RIPE  FOR  A  RAID 

As  California's  thrifts  consolidate, 
many  of  them  are  carving  out  niche 
markets  to  help  them  compete  with 
superregional  banks — such  as  First 
Nationwide,  which  recently  agreed  to 
merge  with  Golden  State  Bancorp. 
Nevertheless,  "a 

number  of  the     RUMORS  MAY  BE 
smaller  Califor     UPPIN6  THE  PRICE 

nia  banks  won't 

make  it  on  their      ;  \ 

own,"  says  Debo-    ul   { 

rah  Beylus  of 
JW  Charies  Fi- 
nancial Sei-vices. 

She  says  one 
savings  and  loan 
likely  to  be  gob- 
bled up  is  Bank 
Plus  (BPLS)  in 
Los  Angeles,  the 
holding  company 
for  Fidelity  Fed- 
eral Bank,  which 
has  50  branches  in  Southem  California 
and  total  assets  of  $4.2  billion.  "Bank 
Plus  continues  to  be  plagued  with  high 
operating  expenses  (72%  of  revenues 
vs.  an  industry  average  of  60%)  and 
low  net  interest  margins,"  notes  Bey- 
lus. She  thinlis  Bank  Plus  may  not  stay 
independent  for  long. 

Despite  the  bank's  troubles,  specu- 
lation about  a  buyout  has  been  heating 
up  the  stock.  The  price  rose  fi'om  11  in 
early  December  to  14  on  Feb.  3.  In 
January,  Tontine  Partners,  a  New  York 
investor  group,  upped  its  Bank  Plus 
stake  Irom  8.7%)  to  nearly  10%i,  paying 
between  11  and  13  a  share.  Jeff  Gen- 
dell,  a  principal  at  Tontine,  declined  to 
comment.  Beylus,  who  expects  Bank 
Plus  to  earn  $1  a  share  this  year,  com- 
pared with  last  year's  67(Z,  thinks  the 
stock  is  worth  18  to  20  in  a  buyout. 

Credit  quality  has  been  improving, 
notes  Beylus,  with  the  bank's  nonper- 
forming  assets  and  delinquent  loans 


BANK  PLUS 
STOCK  PRICE 
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dropping  to  their-  lowest  levels  sinc( 
December,  1991.  Even  so,  the  ratio  o: 
pr'oblem  assets  to  total  assets  is  higher 
than  industry  norms.  But,  she  adds 
some  of  its  consumer  services  woulc 
be  attractive  to  large  banks  seeking 
niche  market:  Bank  Plus,  for  example 
acts  as  a  cash-services  provider  for 
national  network  of  automated  telle: 
machines  operated  by  Americash.  Ii 
addition,  Bank  Plus  has  just  taken  th 
fu'st  steps  toward  Internet  banking. 

AN  INTELLIGENT 
ELECTRONICS  BUY? 

Shares  of  Intelligent  Electronic 
(inel)  are  in  the  limelight,  aftei 
languishing  in  the  4-to-5  range.  Th 
stock  has  climbed  above  6  on  rehi 
tively  heavy  volume — with  no  new 
to  account  for  it.  What's  fueling  th 
rise? 

The  company,  through  its  80^ 
owned  XLConnect  Solutions  (xlct),  pr( 
vides  information  and  technology  t 
network  integr-ators  and  resellers.  An 
XLConnect,  which  trades  at  16  a  shan 
has  caught  the  eye  of  several  electroi 
ic  biggies,  according  to  some  analyst 
Whispers  are  that  one  of  them  will  ti 
to  acquir-e  Intelligent  Electronics,  wit 
a  market  capitalization  of  $258  millio; 
to  get  their  hands  on  XLConnect,  whic 
has  a  market  cap  of  $266  million.  , 
spokesman  for  XLCormect  declined  con 
ment.  Right  now,  each  share  of  Intel! 
gent  Electronics 
contains  $5  worth  THE  LIGHT 
of  XLConnect.  HAS  BUNKED  ON 
James  Meyer  of 
Janney  Mont- 
gomery Scott,  a 
Philadelphia  in- 
vestment firm, 
figiu'es  XLConnect 
on  its  own  is 
worth  20  to  25  a 
share  and  InteUi- 
gent  Electronics 
about  10. 

He  notes  that, 
apart  ft-om  its 
80%  stake  in 
XLConnect,  InteUi- 

gent  Electronics  has  some  $70  million 
cash  plus  some  tax-loss  carryfoi-warc 
The  company  also  has  four-  comput 
stores,  wath  annual  sales  of  about 
million.  XLConnect,  for  its  part,  post 
revenues  of  $135  million  last  year  a 
earnings  of  30(?  a  shar-e.  Analysts  expf 
earnings  of  55(2  in  1998, 
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formation  Technology 


INTERNET 


OWNLOADING 
HEIR  DREAM  CARS 

buyers  are  using  the  Internet  to  snag  great  deals 


■hen  Rhona  Pearl  wanted  to 
iBbuy  a  new  car  in  December, 
■  she  did  what  a  growing  num- 
B  ber  of  savvy  shoppers  are  do- 
she  turned  to  the  Internet.  Look- 
D  bargain  up  from  the  dealers' 
B  instead  of  bargaining  down  fi'om 
:icker  price,  Pearl,  a  Manhattan 
!,  Calif.,  marketing  specialist  for 
§,  used  the  World  Wide  Web  to 
•wn  dealers'  wholesale  costs.  Then 
iked  for  bids  from  online  car-buy- 
srvices  Microsoft  CarPoint  and 
By-Tel.  Their  dealers  got  back  to 
le  following  day,  and  Pearl  drove 

the  car  of  her  dreams,  a  sporty 
ick  1998  Honda  Prelude  that  was 
fSOO  above  the  invoice  price.  "It 
ery,  veiy  simple,  a  pleasiu-able  ex- 
ice,"  she  says.  "It  took  all  the 
•playing  out  of  buying  a  car." 
lether  it's  to  look  up  information, 
dealer  referral,  or  actually  make  a 
ase,  more  consumers  ai'e  using  the 
;o  take  the  shock  out  of  sticker 


prices.  Market  researcher  J.  D.  Power  & 
Associates  Inc.  says  16%  of  new-car 
buyers  used  the  Web  for  shopping  last 
year,  up  fi"om  10%  the  year  before,  and 
4%  went  so  far  as  to  try  out  an  online 
buying  service.  Industiy  experts  figure 
that  2%'  of  the  15  million  new  cars  sold 
last  year  were  a  direct  result  of  pur- 
chase requests  fimneled  to  dealers  by 
such  sei-vices  as  Auto-By- 
Tel,  Autoweb.com,  and 
CarPoint.  That's  roughly 
$6  billion  in  business. 

And  that's  just  a 
smidge  compared  to 
what's  ahead.  A  Januaiy 
sui-vey  by  dealer  consul- 
tant Doliring  Co.  in  Glen- 
dale,  Calif.,  found  that 
10%  of  consumers  said 
they  would  be  willing  to 
buy  a  car  online,  and 
without  a  test  drive,  up 
from  4%  a  year  earlier. 
"Reahstically,  we  think 


"For  the  first 
time,"  says 
Chrysler  chief 
Eaton,  the 
customer  will 
"control  the 
retail  system" 


PEARL,  IN  NEW  PRELUDE:  "It  took  all 
the  game-playing  out  of  buying  a  car" 

two  years  from  now  half  of  all  new-car 
buyers  will  use  the  Internet  in  the  shop- 
ping process,"  says  Thomas  G.  Libby, 
a  director  at  J.  D.  Power  in  Agoura 
Hills,  Calif. 

That  could  have  a  profound  impact 
on  car  dealerships  and  auto  makers. 
Armed  with  infonnation  ft'om  the  Web, 
buyers  are  already  beginning  to  exercise 
more  bargaining  power  than  ever  be- 
fore. That's  bound  to  force  selling  prices 
down,  slicing  into  the  dealers'  already 
thin  margins.  New  cars,  for  example, 
gross  dealers  an  average  of  $1,440,  or 
6.4%.  With  cybershoppers  saving  a  cou- 
ple hundred  bucks  each  purchase,  that 
could  shave  the  margin  by  nearly  a 
point.  The  result:  Fuither  consolidation 
among  dealers  that  don't  have  enough 
volume  to  weather  lower  margins. 

Secretly,  carmakers  couldn't  be  hap- 
pier. With  distribution  costs  making  up 
nearly  a  third  of  a  car's  costs,  many 
auto  makers  have  been  trying  for  years 
to  reduce  the  number  of  dealers  to 
make  the  system  more  cost-effective. 
Fom-  or  five  large  dealerships  in  a  met- 
ropolitan area  could  cover  the  temtoiy 
at  a  lower  cost  and  higher*  profit  than  a 
dozen  or  more  do  now.  "The  Inter-net  is 
helping  accelerate  the  trend  toward  con- 
solidation," says  Matthew  J.  Ericksen, 
vice-president  of  Boston  Consulting 
Group's  Chicago  office. 
CUSTOMER  CONTROL.  It's  also  helping 
carmakers  get  Net-savvy.  Today, 
Chrysler  Corp.  and  Gener-al  Motor-s  Corp. 
are  taking  a  Web  page  from  online  up- 
starts. Both  ar"e  exiDernmenting  with  their* 
own  Net  sites  that  link  online  shopper-s 
to  dealers  in  a  handful  of  regions.  Now 
Chrysler  is  hatching  a  plan  to  go  nation- 
wide. "For  the  fii"st  time,  the  customer  is 
going  to  control  the  retail  system," 
Chrysler  ChaiiTnan  Robert  J.  Eaton  told 
dealers  at  the  National  Automobile  Deal- 
ers Assn.  meeting  in  late  January. 

Chrysler's  Web  site  has 
a  "Get  a  Quote"  featur-e 
that  allows  buyers  in 
Maryland  and  California 
to  specify  the  car  they 
want,  search  out  a  dealer, 
and  get  a  price.  That's  led 
to  600  car  sales  in  its  fir-st 
six  months.  GM  offer-s 
something  similar  in  the 
West.  More  than  400  of 
its  700  dealers  in  four 
Western  states  have  gone 
online  with  gm's  BuyPow- 
er  site,  which  lets  shop- 
pers search  dealers'  in- 
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ventories  for  ears,  gm  BuyPower  has 
had  240,000  visitors  since  its  September 
launch.  The  conij^any  is  considering  tak- 
ing the  system  national. 

Other  carmakers,  including  Ford  and 
the  Japanese  outfits,  are  less  aggres- 
sive with  their  Web  sites.  They  offer 
little  more  than  electronic  brochures 
with  prices,  specs,  and  local  dealers. 
"For  most  manufacturers,  the  Internet 
is  still  something  of  a  blind  spot,"  says 
Jeremy  P.  Anwyl,  a  Santa  Ana,  CaHf., 
auto-retailing  consultant. 

Indeed,  the  cannakers  are  in  a  bind. 
As  much  as  they'd  like  to  use  the  Net 


her  newfound  ammunition  to  a  local 
Honda  salesman.  "I  came  in  with  eveiy- 
thing  on  a  spreadsheet.  It  kinda  blew 
him  away,"  she  says.  "He  kept  leaving 
to  'check  with  his  manager,'  but  eveiy 
offer  he  came  back  with  had  some  kind 
of  spin  on  it."  So  Peaii  went  back  to  her 
computer  and  submitted  purchase  re- 
quests to  CarPoint  and  Auto-By-Tel. 

Those  services  sigTi  up  dealers  who 
pay  a  fee  to  receive  online  referrals. 
Auto-By-Tel,  for  example,  charges  deal- 
ers fi"om  $500  to  $2,500  per  month,  de- 
pending on  the  brand  or'  fi'anchise,  loca- 
tion, and  territorv  size.  In  return,  thev 


able  to  find  the  car  cheaper  in  a  loc 
dealer's  showTOom. 

The  services  are  beginning  to  cra< 
dowm.  "Some  dealers  bought  in  to  s 
cure  the  tenitory,  but  then  they  dor 
senice  it,"  says  Peter  R.  EUis,  a  foiTn 
car  dealer  who  founded  Auto-By-1 
Coi-p.  in  Irvine,  CaHf.  Auto-By-Tel  r 
placed  150  of  its  2,700  locations  la 
year,  he  says,  "and  we'll  drop  400 
500  more  over  the  next  couple  of  yeai*; 

For  dealers  who  get  it,  the  syste 
works.  Don-A-Vee  Auto  Group  in  ¥ 
centia,  Calif.,  the  state's  largest  Je 
dealei",  now  does  neaiiy  25%  of  its  ne 


EVERYTHING  EXCEPT  A  WAY  TO  KICK  THE  TIRES 


AUTO-BY-TEL 


WWW.AUT0BYTEL.COM 

Service  started  1995 
2,700  dealers 

Biggest  buying  site  offers 
new  and  used  cars 
through  dealers  who  pay 
up  to  $2,500/mo.  for 
exclusive  referrals. 
Financing,  leasing,  and 
insurance  available.  Site 
accepts  no  advertising. 
1997  revenues  about  $16 
million;  responsible  for 
about  $500  million  in 
monthly  car  sales. 


WWW.AUT0WEB.COM 

Service  started  1995 
2,100  dealers 

Sells  new  and  used  cars 
by  referring  requests  to 
multiple  dealers  who  pay 
$25  for  each.  Financing, 
leasing  and  insurance 
available.  Individuals 
can  list  used  cars  for 
$19.95/mo.  Subscription 
fees  from  dealers  made 
up  most  of  $4  million  in 
1997  revenues. 


CHRYSLER 
GET  A  QUOTE 


WWW.CHRYSLER.COM 

Pilot  Started  1997 
California,  Maryland 
dealers 

National  rollout  planned 

Buyers  can  choose  a 
model,  search  out  the 
nearest  dealer  who 
stocks  the  exact  car,  and 
request  a  price  quote. 
Site  lists  equipment  and 
dimensions  of  competing 
models,  but  not  prices. 
Prices  are  list,  not 
invoice. 


GENERAL 
MOTORS 
BUYPOWER 


WWW.GMBUYP0WER.COM 

Pilot  Started  1997 
California,  Washington, 
Oregon,  Idaho  dealers 

Allows  buyers  to  specify  a 
model,  search  for  it  in  a 
dealer's  inventory,  get  a 
quote,  arrange  credit,  and 
schedule  a  test  drive.  Site 
has  independent  compar- 
isons to  competing  mod- 
els. Prices  given  are  sug- 
gested list,  not  invoice. 


WWW.CARP0iNIMSN.COM 

Service  started  1997 
1,095  dealers 

Refers  buyers  to  new- 
and  used-car  dealers, 
who  pay  a  monthly  fee  up 
to  $1,600.  No  financing 
or  insurance.  Used-car 
database  from  marketing 
partner  Reynolds  & 
Reynolds.  1997  revenues 
estimated  less  than  $2 
million;  started  accepting 
ads  in  January. 


to  direct  sales  to  high-volume  dealers 
and  get  rid  of  the  weaker  ones,  they 
don't  want  a  dealer  backlash  caused  by 
telling  consumers  where  to  get  the  best 
price.  And,  because  of  state  fi'anchise 
laws,  carmakers  find  it  difficult  to  deny 
dealers  access  to  their  sites.  "They're 
looking  for  ways  around  the  laws,  like 
letting  only  dealers  with  the  highest 
customer-sei-vice  ratings  get  at  their  In- 
ternet customers,"  Ericksen  says. 
AMMUNITION.  So  how  does  it  work?  Tvi> 
ically,  shoppers  log  on  to  the  buying 
services  or  information  sites  like  Ed- 
munds and  Kelley  Blue  Books  to  leam 
the  invoice  price  of  a  cai;  options,  and  to 
figure  out  how  much  their  trade-in  is 
worth.  Some  stop  there.  "It  looks  like 
60%  to  70%  of  people  coming  to  our 
site  never  want  a  refeiral,"  says  Alex 
Simons,  product  manager  for  Microsoft 
Coip.'s  CaiPoint.  "Basically,  they're  arm- 
ing themselves  for  a  trip  to  the  dealer." 
That's  how  Peaii  started,  by  taking 


get  the  right  to  all  the  referrals  fi'om  a 
gi"oup  of  ZIP  codes.  Others,  including 
CarPoint  and  Autoweb.com,  aren't  as 
exclusive.  They'll  sign  up  competing 
dealers  and  let  the  shopper  pick  from 
them.  The  dealers  agi-ee  to  contact  the 
shopper  by  phone  with  a  best-price  deal. 

Still,  the  electronic  car-buying  ser- 
vices are  far  from  perfect.  For  one, 
there's  no  guarantee  that  the  service 
will  send  the  request  to  a  dealer. 
Autoweb.com  can't  deliver  fully  half  the 
requests  it  gets  simply  because  it  doesn't 
have  a  dealer  close  enough  to  the  buyer, 
admits  co-founder  Payam  Zamani. 

Some  dealers  even  welch  on  the  deal. 
Ask  Alison  Ross,  wiio  nms  a  small  busi- 
ness in  Atherton,  Calif.  Ross  put  in  a 
bid  to  Auto-By-Tel  last  summer,  but  af- 
ter they  didn't  respond,  she  called  them. 
They  gave  her  the  number  of  a  dealer 
in  her  ai'ea,  who  didn't  call  her  back.  So 
Ross  calculated  the  price  from  informa- 
tion on  Auto-By-Tel's  site.  But  she  was 


car  business  thi'ough  the  Web,  up  fi 
less  than  5%'  a  year  ago.  It  conv( 
about  50%  of  its  referrals  into  Sc 
well  above  the  18%'  to  20%  closing  r 
that  the  bu\ing  sei"\ices  say  is  usual 
didn't  work  until  I  set  up  a  sepa 
sales  force  to  handle  the  Internet," 
Clive  Skilton,  the  company's  owner 

The  difference:  Inquiries  now  ge 
immediate  E-mail  response,  and 
sales  team  works  on  salaries  inste 
commissions.  Skilton  can  offer  del 
discounts  to  consiunei"s  because  he 
inated  commissions,  and  Web  refe 
cost  less  than  advertising,  which 
run  as  much  as  $450  per  car 

For  those  that  have  computers,  i 
good  news.  They'll  get  the  best  p: 
and  without  having  to  fight  with  a 
man  until  they're  red  in  the  face 
the  others — well,  all  you  have  to 
outmaneuver  that  guy  in  the  goof 

Larry  Armstrong  in  Los  Aui, 
with  Kathleen  Kerwin  in  Detroit  ! 
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In  Touch  witlj  'fornoirow 

TOSHIBA 

httpy/www.dvd.toshiba.com 


For  more  information,  call  1-800-34b 
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Developments  to  Watch 


EDITED  BY  NEIL  GROSS 


MAYBE  DOG  TAGS 
WILL  KEEP  CHIPS 
FROM  STRAYING 

WATCH   OUT,  CHIP  THIEVES. 

Pawning  off  stolen  semi- 
conductors is  about  to  get  a 
lot  harder.  The  Electronic  In- 
dustries Assn.  has  just 
adopted  a  new  technology 
called  Data  Matrix  that  en- 
graves an  indelible  micro- 
scopic code  onto  the  outside 
of  chips.  This  should  make 
it  far  easier  for  law  enforce- 
ment agents  to  track  and  re- 
cover stolen  semiconductors. 

Data  MatiTX  was  developed 
by  CiMatrix  in  Canton, 
Mass. — a  division  of  Robotic 
Vision  Systems  Inc.  of  Haup- 
pauge,  N.  Y.  The  device 
works  like  a  tiny  bar  code, 
but  it  contains  100  times  as 
much  information.  That  lets 
manufacturers  mark  each 
chip  not  only  with  a  vendor 
ID  and  part  number  but  also 
with  individual  serial  num- 
bers. Thieves  can't  remove 
the  code  without  ripping  off 
the  chips'  casings,  which  in 
most  cases  would  destroy 


the  devices.  Criminals  will 
also  have  a  tougher  time 
passing  off  counterfeit  parts, 
because  any  manufacturer  of 
a  product  that  incorporates 
chips  can  check  the  chips' 
pedigree. 

That's  music  to  the  ears 
of  the  FBI  and  of  underwrit- 
ers such  as  Chubb  Cos., 
which  have  watched  with 
alarm  in  recent  years  as  chip 
theft  has  ballooned  into  a 
multibillion-dollar  racket. 
Lately,  insurers  have  been 
paying  out  huge  sums  to 
cover  stolen  pai'ts.  Chubb,  in 
particular,  has  been  a  major 
proponent  of  serialization — 
at  one  point  sponsoring  a 
project  on  technology-theft 
prevention. 

The  new  codes  won't  wipe 
out  the  black  market  for 
stolen  cliips,  says  Bill  Baker, 
CiMatrix'  senior  vice-presi- 
dent for  worldwide  sales. 
Some  unscrupulous  buyers 
will  always  accept  cheap 
parts,  regardless  of  their 
provenance.  But  the  codes 
will  give  legitimate  makers  of 
PCS  and  other  products  a  way 
to  make  sui'e  that  theii-  chips 
are  legit.     Ayuly  Reinimrdt 


HERE.  KITTY:  HAVE  A  CONTRACEPTIVE 


IF  you've  ever  noticed 
the  hundreds  of  cats 
prowling  the  Roman  Coli- 
seum— or  the  feline  yowl- 
ing in  the  backyard— you 
know  there's  a  stray  cat 
problem.  An  estimated  30 
million  to  60  million  of 
them  are  roaming  the  U.  S, 
alone.  To  reduce  this  popu- 
lation, Virginia-Mai-yland 
Regional  College  of 
Veterinaiy 
Medicine  in 
Blacksburg, 
Va.,  is  devel 
oping  an  easily 
administered  oral 
contraceptive. 

Researchers 
extr^?pt  pro- 


teins from  the  outer  mem- 
brane of  feline  ova  and  at- 
taches them  to  salmonella 
bacteria  that  are  rendered 
hannless.  When  ingested 
by  female  cats,  the  pro- 
teins trip  an  immime  re- 
sponse. Antibodies  attack 
the  proteins  and  surround 
the  cats'  own  eggs,  block- 
ing sperm  from  enteiing. 

Dr  Stephen 
Boyle,  a 
veterinaiy 
professor  at 
the  school, 
says  the 
method  could  be 
commercialized 
within  five  years. 

Catherine  Anist 


A  GALAXY  SAYS:  HELL.  NO,  I  WONT  GO'  i 

SOME  ASTRONOMERS  BELIEVE  LARGE  GALAXIES  GROW  \ 

by  swallowing  smaller  ones.  The  Milky  Way  is  no  excep-  - 
tion,  says  Johns  Hopkins  University  astrophysicist  Rose- 
mary Wyse.  For  several  billion  years,  it  has  been  trying 
to  absorb  a  dwarf  galaxy  called  Sagittarius,  pictured  in  , 
red  in  this  computer-enhanced  photomontage.  But  Sagi-  ' 
ttaiius  is  resisting,  says  Wyse.  Less  than  one-hundredth 

the  size  of  the  large  : 
system,  it  likely  has 
orbited  the  central 
regions  of  the  Milkj 
Way  a  total  of  30  oi 
12  times,  plunging 
deep  into  our  galax; 
as  it  goes. 

Along  the  way,  it 
should  have  been 
tugged  to  pieces  by 
the  larger  system's 
gravitational  pull. 
How  has  Sagittariu 
escaped  this  fate? 
Wyse  believes  there  is  more  to  the  dwarf  than  meets  th 
eye.  "It's  got  a  lot  of  dark  matter,  so  it  is  able  to  hold  oi 
to  its  stars,"  she  says.  Scientists  can't  see  or  characterize 
"dark  matter"  But  they  suspect  that  it  may  account  for 
as  much  as  90%  of  the  total  mass  of  the  universe.  □ 


TOUGH  DWARF:  The  Milky  Way 
can't  digest  Sagittarius  (in  red) 


SOON.  YOU  TOO 
CAN  EHERMINATE 
PHONE  BUGS 

TECHNOLOGY  FOR  THWARTING 

wiretaps  over  the  pubhc 
phone  network  has  been 
around  since  the  1950s.  But 
high  costs  have  confined  its 
use  mainly  to  intelligence  and 
law-enforcement  agencies. 
Now,  Israel's  Micro  Link  Ltd. 
is  preparing  to  bring  anti- 
wiretap  technology  to  the 
commercial  marketplace. 

Founded  by  former  anny 
intelligence  experts,  the  com- 
pany has  developed  low- 
priced  signal-pr'ocessing  chips 
that  scramble  phone  calls  us- 
ing well-known  mathematical 
enciyption  fonnulas,  or  algo- 
rithms. The  chips  will  be  en- 
cased in  4-inch,  cube-shaped 
"black  boxes,"  wliich  must  be 
attached  individually  to  each 
secured  telephone  line. 


Micro  Link  doesn't  intJ 
to  mai'ket  directly  to  indii 
ual  or  coi-porate  custom^ 
Instead,  it  hopes  to  sell 
boxes  to  telephone  compaijl 
which  would  be  respons] 
for  installing  them  at 
tomers'  premises.  The  phi 
companies     would  llM 
charge  about  $20  a  month! 
the  sei-vice.  And,  if  requ| 
by  local  police,  they  w( 
also  maintain  records  ol 
encrypted  calls  and  cooj 
ate  with  authorities  inj 
ciypting  conversations. 

Tsion  Gonen,  vice-pr| 
dent  for  marketing  and  s 
at  Micro  Link,  figures 
company  will  be  ablel 
charge    phone  compaj 
about  $250  per  custoj 
phone  line.  Israel's  m.ain  | 
rier,   Bezeq  Telecom, 
signed  an  agi'eement  to 
the  technology.  Micro  1 
also  is  negotiating  with  I 
riers  in  the  U.  S.,  Eurj 
and  Japan.       Neal  Sara 
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ENTREPRENEURS 


MILLIONAIRE 
DONS 


Entrepreneurial  vigor  is  flourishing  in  British  academe 


Roger 
Needham 

COMPUTER-SCI- 
ENCE PROF  AND 
CHIEF,  MICROSOFT 
RESEARCH 
IN  CAMBRIDGE 


A hush  descends  over  the  timbered 
dining  hall  of  Corpus  Christi,  one 
of  Cambndge  University's  31  col- 
leges. The  master,  wearing  a  long 
black  gown,  says  a  prayer  in  Latin  to 
end  the  evening  meal.  Afterward,  the 
dons  and  dignitaries  retreat  to  a  pri- 
vate, wood-paneled  room  lit  by  silver 
candelabra.  As  port,  elderflower  cordials, 
and  cigars  are  passed  around,  the  con- 
versation swings  from  medieval  manu- 
scripts to  a  less  scholai'ly  subject.  David 
J.  Greaves,  a  tenured  lecturer,  leans 
across  the  table  and  confesses  he  made  a 
mistake  with  his  fii-st  business  venture, 
in  high-speed  phone  and  data  networks. 
"Next  time,  I'll  demand  equity,"  says 
the  35-year-old  computer  scientist. 

Cambridge's  dreaming  spires  stud  the 
sky  just  as  they  have  for  centuiies.  The 
teachers — called  dons,  from  the  Latin 
dominus,  or  master — still  dine  at  high 
table  and  wear  scholars'  robes.  But  the 
buildings  bustle  with  energy  from  some- 
thing the  old  masters  would  have 
ft'owned  on:  entrepreneurship.  Capitaliz- 


ing on  their  intellects,  Cambridge  dons 
are  jjatenting  then-  discoveries  as  never 
before,  sjjinning  off  startups  and  moon- 
lighting with  the  likes  of  Hitachi,  Xerox, 
and  Microsoft.  Although  they're  loath  to 
discuss  it,  many  are  also  staiting  to  make 
gi-eat  pots  of  money  (table,  page  101). 

These  technologically  skilled  men  and 
women  belong  to  Britain's  gTowing  tribe 
of  "millionau'e  dons."  Academics-tmTied- 
entrepreneurs,  they  feel  as  great  an 
affinity  for  Intel  Corp.'s  Andrew  S. 
Grove  as  for  the  groves  of  academe. 
Cambridge  has  spawned  the  most  start- 
ups. But  the  same  vigor,  ambition,  and 
iconoclasm  can  be  felt  in  Leeds,  Oxford, 
and  Edinburgh.  All  told,  Britain  boasts 
at  least  120  millionaire  dons,  says  finan- 
cial joiuTialist  Pliilip  Beresford,  who  com- 
piles an  annual  Rich  List  for  the  London 
Sunday  Times.  That's  up  ft'om  just  a 
few  dozen  in  the  early  '90s,  he  figui'es. 

Britain  clearly  benefits  from  theii' 
growing  presence.  By  providing  the 
spark  for  technology  transfer  from  uni- 
versities to  industry,  these  academics 


represent  a  new  means  of  geiici 
wealth  for  Britain.  With  so  much  ■ 
flowing  between  the  ivory  towc 
high-tech  startups,  it's  only  a  mat 
time  before  luiiversities  produce  a  li 
grown  Intel  or  Microsoft  Corp.. 
Chi'istopher  T.  Evans,  one  of  Brr 
richest  dons.  Scientific  entreprenem 
he  adds,  is  an  "un.stoppable  beast 
NEW  TOLERANCE.  Both  economic 
cultiu'al  factors  ai-e  spmiing  the  <1 
go  into  business.  University  salai'i. 
low  in  Britain,  especially  compare 
those  in  the  U.  S.,  so  dons  almost 
to  look  for  ways  to  supplement 
livelihoods.  Full  professors  at  th( 
of  a  rigid  pay  scale  make  only  $ti7, 
year.  In  addition,  the  universities  > 
or  hand  over  patent  rights  to  ' 
scholars  rather  than  guarding 
closely  as  many  U.  S.  institutions  i 
Even  more  important,  a  younger 
eration  of  academics  is  moving 
bringing  a  tolerance  for  materia 
Fast  cars,  yachts,  and  estates — the 
blems  of  success  in  Silicon  Valley 
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CAVENDISH  LAB 
LECTURER;  CO- 
FOUNDER,  ACORN 
COMPUTER;  VEN- 

:XlliHg.,l^lfXrMJlI,., 


t  incentives  for  turning  ideas  into 
lets.  "I  didn't  want  to  be  an  acad- 
dreamer,"  explains  Evans,  40,  who 
parted  15  companies  and  has  a  net 
1  of  $115  million.  "I  wanted  to 
things  happen." 

10  are  Britain's  millionaire  dons? 
come  fr'om  all  walks  of  science  and 
eering.  Like  then*  American  coun- 
rts,  most  amass  fortunes  by  licens- 
leir  discoveries  to  established  play- 
3r  by  starting  venture-backed 
esses  and  taking  them  public, 
s,  for  example,  got  bitten  by  the 
preneurial  bug  while  still  a  PhD 
nt  at  Hull  University.  He  sold  a 
lozen  leather-bound  copies  of  his 
>  on  bioengineered  cocoa  butter  to 
Ltry  Schweppes  PLC — the  company 
iponsored  his  PhD — for  around  $125 
With  the  proceeds,  he  bought  a 
,  to  the  U.  S.,  where  he  worked  for 
:ech  startup.  Retm-ning  to  Britain, 
unded  several  biotech  companies, 
iing  Celsis  Intemational  plc  and 
iscience  plc,  both  in  Cambridge. 


PROFESSOR  OF 
ELECTRICAL 
EK 

AND  FOUNDER, 
FILTROMCCmilK 


Then  tlK-res  iiigh-profile  millionaire 
David  E.  Potter,  a  former  physics  lec- 
turer at  Imperial  College  who  quit  in 
1980  to  start  a  company  in  the  booming 
microcomputer  market.  Psion  plc  now 
has  a  mai'ket  cap  of  $554  million  and  is 
a  leading  manufacturer  of  handheld  com- 
puters. No  less  successful  is  J.  David 
Rhodes.  A  54-yeai-old  professor  of  elec- 
trical engineering  at  Leeds  University, 
he  has  founded  four  companies,  includ- 
ing Filtronic  Comtec  PLC.  A  mobile-com- 
munications venture,  Filtronic  employs 
1,000  people  near  Leeds  and  is  capital- 
ized at  about  $336  million. 

With  their  aui"a  of  achievement,  these 
powerful  businessmen  have  inspired  a 
generation  of  young  scientists.  Like  the 
wealthier  barons  of  Sihcon  Valley,  many 
millionaii'e  dons  invest  time  proselytizing 
and  coming  up  with  progi"ams  aimed  at 
building  entrepreneurial  momentum. 

Leading  the  charge  is  Cambridge- 
based  entreprenem"  extraordinau'e  Her- 
mann M.  Hauser,  49.  Austrian  by  birth, 
he  arrived  at  Cambridge  in  1973  and 
earned  a  PhD  in  physics.  In  1978,  he 
founded  Acorn  Computer  Group  PLC 
and  biult  it  into  Britain's  most  successful 
PC  maker  Wlien  Acom  went  public  in 
1984,  Hauser's  50%  stake  made  him  a 
millionau'e.  Soon  after,  Acoi-n's  market 
cap  shot  up  to  more  than  $100  million. 


Bill  Gates  says  he  went 
to  Cambridge  because 
Needham  wouldn't 
come  to  Redmond 


The  company  faltered 
when  competing  systems 
mnning  Microsoft's  ms-dos 
operating  system  swept 
Europe.  But  now,  Acorn 
has  another  shot  at  suc- 
cess with  a  contract  to  de- 
sign network  computers 
for  Microsoft  rival  Oracle 
Corp.  These  stripped- 
down  machines  don't  re- 
quii'e  hai'd  drives  or  fancy 
software  since  they  pull 
the  programs  they  need 
from  a  coi"porate  network 
or  the  Internet.  If  this 
market  takes  off.  Acorn 
will  be  well-positioned, 
having  licensed  its  tech- 
nology to  a  new  Hauser- 
backed  company  called 
Netproducts  that  already 
has  a  network  computer 
selling  for  $500  at  Harrods  Ltd.  and 
other  stores. 

Hauser  was  never  a  full-time  profes- 
sor. His  only  fomial  links  to  Cambridge 
are  as  a  fellow  at  Coi-pus  Chiisti  Col- 
lege and  an  occasional  lecturer  at  its 
renowned  Cavendish  Laboratory.  Still, 
he  is  Cambridge's  biggest  booster.  He 
has  helped  finance  two  dozen  startups, 
many  based  on  the  ideas  of  Cambridge 
dons.  Combined,  his  companies  boast  a 
market  capitalization  of  $750  million. 
LUCKY  BREAK.  One  of  Hauser's  high- 
profile  bets  is  Cambridge  Display  Tech- 
nology Ltd.,  which  was  spawned  by  a 
lucky  experiment  in  1989.  Physicist 
Richard  H.  Friend  and  his  postdoctoral 
student,  Jeremy  BiuToughes,  were  run- 
ning electricity  thr"ough  or-ganic  materi- 
als when  Bun'oughes  noticed  a  strange 
gr-een  glow.  What  they  had  discovered 
were  light-emitting  polymers — a  pr-omis- 
ing  candidate  to  i-eplace  liquid-crystal 
displays  in  handheld  electronic  devices. 

Befor-e  publishing  their  findings  in 
the  scientific  jour'nal  Nature  in  1990, 
the  scientists  spent  $1,650  of  their  own 
money  to  take  out  a  patent.  Today, 
Cambridge  Display  Technology  is  at- 
tr-acting  well-known  investor-s.  Hauser-  is 
one,  but  there's  also  Intel,  forTner  Apple 
Computer  President  John  Sculley,  Pow- 
er Computing  Pr-esident  Steve  Kahng, 
and  American  technology  maven  Esther 
Dyson,  cdt  has  licensing  agreements 
vrith  Philips  Electi-onics  and  Hoechst 
and  a  joint-development  agr-eement  with 
Japan's  Seiko-Epson. 

If  CDT  makes  it  into  the  ranks  of  dis- 
play giants,  it  will  have  the  unique  mi- 
lieu of  Cambridge — as  well  as  serendip- 
ity— to  thank.  Tliis  ancient  mar'ket  town, 
wher-e  pimters  lazily  fer-ry  tourists  along 
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The  Web  Power  Curve. 
You'r;#  either  on  it. 
Or  you're  out  of  it. 


The  #1  Web  hosting  provider  for 
Fortune's  top  1000  companies 
will  show  you  the  way 
to  the  top. 


Internet  commerce. 
Transforms  the  process 
of  business:  buying,  selling, 
and  information  flow. 


internet 
commerce 


Virtual  organization. 
Intranet  and  Extranet  use  permits 
interactive  customer  service  and 
organizational  collaboration. 


virtual  organization 
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Information  exchange. 

Your  Web  site  lets  the  world  access 

all  that  you  have  to  offer. 


information 
exchange 


COMPAa 

wvv/w.compaq  om/isp 


For  unparalleled  e/pertise,  America's  most  sue 
cessful  companies  have^(^hosen  GTE  INTERNETWORKING 
as  their  preferred  Web/hosting  provider.  GTE  has  choser 
Compaq  ProLiant™  servers  to  deliver  outstanding  perfor 
mance,  reliability  afid  manageability  required  to  suppor 
its  customers'  IMT-based,  mission-critical  Web  sites. 

We  are  the  engineers  of  opportunity  at  the  heart  o 
Internet  commerce  projected  to  grow  from  $8  billioi 
now  to  $327  billion  by  2002,  on  an  Internet  that  will  mul 
tiply  by  100  times.  Our  commitment  is  to  help  get  you  or 
>t^y  on  and  move  up  the  Web  power  curve. 
^  GTE  INTERNETWORKING  serves  this  chaliengini 

future  with  proven  performance,  technological  finesse 
and  a  gift  for  innovation.  Because  it  includes  BBN  (birth 
place  of  the  Internet),  Compaq  ProLiant  server  hardware 
and  GTE's  global  communications  infrastructure.  Thi 
breadth  of  experience,  products,  and  flexibility  is  unique^ 


We  alone  have  the  full  capacity  to  guide  any  con 
pany  through  its  own  evolutionary  stages  of  doing  bus 
ness  -  from  simple  information  exchange  to  e-commerc 
transactions. 

In  fact,  Forrester  Research 
gives  us  their  highest  perfor- 
mance "Best  Bet"  rating.  To  let 
us  help  you  shape  your  future, 
call  800  472-4565  or  visit  us  at 
www.internetworking.gte.com 


SO 


NTERNETWORKI 

POWERED   BY  BBN"" 


dence  &  Technology 


,iver  Cam,  has  yet  to  produce  a 
-class  company  such  as  Oracle  or 
itt-Packard  Co.  Yet  it  resembles 
Drd  University  in  the  way  that 

minted  PhDs  and  professors  com- 
ly  mesh  with  the  high-tech  startup 
unity.  And  though  total  business 
;y  is  just  a  fraction  of  Silicon  Val- 
Cambridge-grown  technology  is 
ig  to  generate  impressive  returns: 
rea  now  boasts  an  estimated  1,200 
)logy  companies.  Unemployment  is 
.3%,  while  average  weekly  wages 
i  higher  than  the  national  average, 
se  ties  to  America's  high-tech  com- 
ies  have  enriched  the  Cambridge 

Last  summer,  the  area's  coilec- 
irainpower  drew  none  other  than 
soft  Chairman  William  H.  Gates 
ho  announced  plans  to  spend  $80 
1  there  for  Microsoft's  first  non- 
research  lab.  Gates  committed  $16 
1  to  back  local  startups,  and  the 
rsity  got  a  $20  million  donation 
his  foimdation  for  a  computer  lab. 
;  HATS.  According  to  Gates,  Mi- 
t  was  lured  to  Cambridge  by  peo- 
ch  as  Roger  M.  Needham,  the  for- 
head  of  Cambridge's  famous 
iter  lab  and  an  expert  in  computer 
ity  systems.  Needham  also  was 
F  the  first  directors  of  Cambridge 
Itants  Ltd.,  the  granddaddy  of  the 

technical  consulting  firms.  Later 
it  by  Arthur  D.  Little  Inc.,  Cam- 
;  Consultants  spun  off  at  least  two 

companies. 

rosoft  came  to  Cambridge  because 
lam  refused  to  move  to  Microsoft's 
uarters  in  rainy  Redmond,  Wash, 
th  a  nod  from,  the  university — es- 
ly  Vice-Chancellor  Alec  Broers, 
lelped  broker  the  deal — Needham 
vears  three  hats.  He's  a  computer- 
:e  professor,  pro  vice-chancellor, 
salaried  Microsoft  employee.  As 
ong  director  of  Microsoft  Research 
mbridge,  he  recruits  scientists  to 
at  the  software  giant's  new  lab. 
edham's  dual  roles  as  a  top  uni- 
y  administrator  and  Microsoft  re- 
r  have  raised  eyebrows.  Some  feel 
es  Microsoft  an  advantage  over 
niversity's  other  industrial  part- 
such  as  Xerox,  Glaxo  Wellcome, 
hi,  SRI,  and  Toshiba.  Others  ques- 
f  the  Cambridge  region  can  ever 
^•e  the  critical  m.ass  of  Silicon  Val- 
*  the  Seattle  (Wash.)  area,  where 
soft  is  based. 

II,  optimists  see  dynamics  that  call 
id  Sihcon  Valley  in  its  early  days, 
ipreneurs  demonstrate  loyalty  to 
istitutions  that  nurtured  them,  and 
seling  is  mutual.  One  symbol  of 
ynergy  is  Alan  J.  Munro,  a  Cam- 


bridge biochemistry  professor  who  quit 
in  1989  to  co-found  Cantab  Pharmaceu- 
ticals PLC.  Fom-  yeai's  later,  Cantab  was 
one  of  the  fii"st  biotech  companies  to  go 
public  on  the  lse.  With  a  current  mar- 
ket capitalization  of  $193  million,  Cantab 
could  join  the  big  leagues  if  its  promis- 
ing cancer  and  hei-pes  drugs  pan  out. 

Munro,  61,  has  since  returned  to  the 
university  as  master  of  Cambridge's 


ANDY  HOPPER,  45 


STEWART  LANG,  49 

Researcher  at  Cambridge  University's 
Computer  Lab.  Helped  found  and  now 
owns  software  company  Micro  Focus. 
Through  trusts,  holds  stock  worth 
more  than  $8  million. 


BRIAN  BELLHOUSE,  61 


DAVID  POTTER,  54 

Former  lecturer  m  physics  at  Lon- 
don's Imperial  College.  Founder  and 
chairman  of  handheld-computer 
maker  Psion  Group.  His  family's  stake 
in  the  company  is  worth  $184  million. 

P  E  T  E  R  O  E  N  Y  E  R  ,  44 

Electronics  professor  at  Edinburgh 
University.  Co-founder  and  managing 
director  of  VLSI  Vision,  which  designs 


Christ's  College.  In  the  quiet  elegance  of 
the  master's  lodge,  surrounded  by  an- 
tiques and  books,  Munro  acknowledges 
the  risks  of  Cantab's  early  days.  Still,  he 
says,  he'd  "do  it  all  again"  if  he  were  10 
years  younger  For  enterprising  acade- 
mics such  as  Munro,  the  Ivoiy  Tower  is 
no  longer  enough — but  in  many  of  the 
best  ways,  it's  home. 

By  Julia  Flynn  iyi  Cambridge 


AIJ\N  MUNRO,  61 

Master  of  Christ's  College.  Co-founder 
of  and  scientific  adviser  to  Cantab 
Pharmaceuticals.  His  stake  in  Cantab, 
traded  on  the  London  Stock  Exchange 
and  NASDAQ,  is  worth  $1.23  million. 

CHRISTOPHER  EVANS,  40 

Visiting  professor  of  biotechnology  at 
Exeter,  Manchester,  and  Liverpool 
universities.  A  venture  capitalist 
specializing  in  biotech  companies, 
his  estimated  net  worth  is  $80  million 
to  $115  million. 


Biomedica  U.K.,  a  biotech  company 
that  went  public  in  1996.  Their  17% 
stake  is  now  worth  $3.2  million. 

W.  GRAHAM  RICHARDS,  58 

Professor  of  chemistry.  Helped  found 
Oxford  Molecular  Group,  which 
develops  software  for  the  drug 
industry.  His  stake  in  the  company, 
which  went  public  in  1994,  is  worth 
$1.65  million. 


semiconductors  for  image  sensing.  His 
stake  in  the  company,  which  went  pub- 
lic m  1995,  is  worth  some  $1.7  million. 

JOHN  KAY,  49 

Director  of  Oxford  University's  new 
management  school.  Co-founded 
London  Economics,  a  consulting  firm 
valued  at  some  $11.5  million.  Its  ideas 
on  a  "stakeholder  economy"  have 
strongly  influenced  the  Labour  Party. 
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How  Profs  Are  Creating 
Companies-and  Wealth 


CAMBRIDGE 


Communications-engineering 
professor;  director  of  Olivetti  & 
Oracle  Research  Laboratory.  Helped 
found  six  local  tech  companies.  His 
stake  in  Acorn  Computer  Group 
netted  him  an  estimated  $10  million. 


OXFORD 


Professor  of  engineering.  Helped 
found  Powderject  Pharmaceuticals 
to  commercialize  a  technology  that 
may  replace  needle  injections.  His 
stake  is  worth  $20.5  million. 

ALAN  AND  SUSAN 
KINGSMAN,  47  &  46 

Professors  of  biochemistry  and 
molecular  genetics.  Founded  Oxford 
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EDITED  BY  AMY  DUNKIN  

MARKET  TIMING: 
A  PERILOUS  PLOY 


The  idea  of  marrying 
mutual-fund  investing 
with  mai-ket  timing  has 
innate  appeal.  With  a  phone 
call — or  a  few  keystrokes  at 
a  Web  site — you  switch  youi- 
money  into  equities  when  the 
stock  market's  going  to  rise 
and  take  it  out  before  stocks 
go  down.  Who,  after  all, 
wouldn't  want  to  ride  the  bull 
and  dodge  the  beai'? 

Ti'ouble  is, 
mai'ket  timing 
hasn't  worked 
veiy  well  during  Wall  Street's 
15-yeai'  bull  mai'ket — certainly 
not  as  well  as  the  tried-and- 
tnie  approach  of  buy  and  hold. 
Take  a  look  at  the  long-term 
i-ecord  of  market-timing 
newsletters  offering  advice  for 
mutual-fund  investors  and 
money  managei-s  who  ran  tim- 
ing portfolios.  Most  of  them 
trail  the  market  and  even  the 
average  diversified  equity 
fund.  Worse  yet,  if  you  at- 
tempt mai'ket  timing  outside  a 
tax-sheltered  account  such  as 
an  individual  retirement  ac- 
count or  a  401{k),  you'll  cede 
around  a  third  of  yoiu-  profits 
to  Uncle  Sam.  That's  because 
timers  trade  hyperactively, 
and  profits  on  positions  held 
less  than  one  yeai-  ai'e  subject 
to  the  same  tax  rate  as  on  or- 
dinaiy  income.  Some  mutual 
funds  allow  cash  b>  build  up, 
but  almost  none  are  outright 
timers. 

GUESSING  GAME.  It's  no  won- 
der, then,  that  timers  are 
unloved  on  Wall  Street.  Once- 
hot  newsletters  such  as  The 
Elliott  Wave  Theorist  and  Tfie 
Professional  Tape  Reader 
have  flamed  out  as  the  bull 
has  run  on  and  on.  "Some- 
times people  have  shown  an 
ability  to  outguess  the  mar- 
ket in  the  short  run,"  says 
Derek  Sasveld,  a  consultant 
at  Ibbotson  Associates,  an  in- 


INVESTING 


vestment  research  finn.  "Then 
conditions  change,  and  they 
can  no  longer  replicate  that 
behavior." 

Perhaps  timei-s  ai"e  scomed 
by  the  Establisliment  because 
they're  a  reminder  of  the 
1970s,  when  Wall  Street  was 
in  a  funk.  "Tliat  was  the  gold- 
en age  of  market  timing,"  says 
Steve  Shellans,  editor  of  the 
MoniResearch  Newsletter 
(800  615-6664), 
which  reports 
on  mai'ket-tim- 
ing  money  managers.  "The 
market  went  up  and  down, 
but  at  the  end  of  the  decade, 
stock  prices  were  no  higher. 
The  buy-and-hold  crowd  made 
no  money,  but  timers  did." 

Two  decades  later,  the 
timers  seem  hopelessly  out 
of  sync.  We  asked  The  Hul- 
bert  Financial  Digest  (703 
683-5905),  which  tracks  in- 
vestment   newsletters,  to 


measure  mai-ket- 
timing  advice  tai- 
lored to  mutual-fund  in- 
vestors. In  all,  publisher 
Mark  Hulbert  identified  25 
newsletters  with  32  portfo- 
lios, since  some  newsletters 
have  more  than  one  timing 


model.  (Highlights  of  H  - 
bert's  survey  appear  behr. 
An  extended  version  is  av;.- 
able  at  www.businessweek.cB 


Few  Medals  for  Market-Timers 


NEWSLETTER 


PORTFOLIO 


10-YR.AVG.  TOTAL 
ANNUAL  RETURN* 


ADJUSTED 
RETURN** 


SYSTEMS  &  FORECASTS 

"TimeTrend" 

16.90% 

18.81% 

BOB  BRINKER'S  MARKETIMER 

Aggressive  Growth  Fund  Portfolio 

15.81 

17.23 

MARKET  LOGIC 

Seasonaiity  Timing  System 

15.73 

23.51 

THE  BIG  PICTURE 

Master  Key 

14.99 

17.52 

TIMER  DIGEST 

"5  &  10"  Consensus 

14.92 

15.73 

FABIAN  PREMIUM  INVESTMENT  RESOURCE 

Domestic  Fund  Composite 

13.41 

14.46 

PROFESSIONAL  TIMING  SERVICE 

"Supply/Demand  Formula" 

13.05 

18.27 

THE  DINES  LEHER 

Long-Term 

12.39 

14.76 

DOW  THEORY  LEHERS 

Primary  Trend 

11.05 

13.88 

THE  MUTUAL  FUND  STRATEGIST 

MIRAT-Rydex  Growth  Portfolio 

10.51 

12.02 

m  EXCHANGE 

U.S.  Market  Timing 

9.86 

13.25 

"  ARKETARIAN  LEHER 

Mutual  Fund  Portfolio  for  Investors 

9,72 

10.53 

THE  p-  :-f  SSIONAL  TAPE  READER 

Intermediate-Term 

8.95 

11.24 

FUTURE.     ■  'NE  MUTUAL  FUND  TIMER 

Stock  Fund 

6.38 

7.40 

THE  ELLIOT;     /E  THEORIST 

Investors 

5.84 

7.17 

WILSHIRE  50b  VALUE-WEIGHTED  TOTAL  RETURN  INDEX 

17.57 

*  1988-97 


'Returns  recalculated  as  if  portfolio  tiad  same  risk  as  the  Wilshire  5000  Value-Weighted  Total  Return  Ir 

DATA:  mf  HULBIRJ  flNmCIAL  DIGEST,  MORNINGSTAR  INC,  BUSINESS  WEEK 


around  to  other  categories 
such  as  bonds,  foreign  stocks, 
and  precious  metals.  Of  the 
classic  timers,  the  best  10-yeai' 
peifoiTTfiance  was  16.9%  a  year, 
the  worst  4.4%.  The  average 
of  24  timers  with  10-year 
records  was  just  10.9%.  The 
dynamic  asset  allocators 
looked  better  because  they 
had  more  asset  classes  to 
choose  from,  says  MoniRe- 
search's  Shellans.  The  best  of 
those  managed  a  22%  aver- 
age retum,  the  worst  7.0%, 
and  the  average  14%. 

Why  do  timers  seem  so  in- 
ept? The  stock  market  makes 
dramatic  moves  in  relatively 
short  periods,  and  those  who 
miss  them  effectively  miss  a 
lot  of  the  gains.  For  example, 
the  Standard  &  Poor's  500- 
stock  index  has  had  an  18.05% 


market  goes  up  more  than  it 
goes  down.  So  timers,  some 
of  whom  spend  only  one-third 
of  theii'  time  invested  and  the 
rest  in  cash,  end  up  missing 
some  neat  moves.  In  fact, 
timers  are  bettei-  at  getting 
out  of  the  mai'ket  than  finding 
their  way  back  in,  says  Jim 
Schmidt,  editor  of  Tinier  Di- 
gest (203629-3503).  "The  mar- 
ket can  jump  4%  or  5%  after 
a  fall,  and  the  timer  will  wait 
to  reenter,  expecting  the  prices 
to  come  back  down.  But  when 
prices  don't,  he  ends  up  buy- 
ing in  at  even  higher  cost  or 
missing  the  move  altogether." 

Another  reason  for  the 
timers'  poor  results  is  that 
they  err  on  the  side  of  bears. 
One  who  hasn't  is  Don 
Wolanchuk,  who  was  named 
top  timer  for  1997  by  Timer 


America  Online,  key- 
VN). 

ert's  conclusion:  None 
lewsletter  timers  beat 
rket.  For  the  10  years 
led  Dec.  31,  the  timers' 
average  total  returns 
from  16.9%  to  5.84%. 
verage    return  was 

Duiing  the  same  peri- 
Standai-d  &  Poors  500- 
idex  earned  18.06%  an- 
and  the  Wilshire  5000 
Veighted  Total  Retum 
a  broader  measm'e  of 

performance,  17.57%. 
>UT.  Hulbert  and  oth- 
ue,  however,  that  raw 
■  are  not  a  good  way 
asure  timers,  since 
often  in  cash  and  thus 
ess  exposure  to  the 
's  volatility.  So  we  cal- 

what  the  timers'  re- 
mould have  been  if  they 
ien  on  the  same  risk 
;e  who  remained  fully 
d  in  the  Wilshii-e  5000. 
at  basis,  the  timers 
better.  But  their  aver- 
lual  retum  rose  to  just 
—nearly  two  percent- 


Timers  did  well  during 
Wall  Street's  funk  of  the  1970s.  But 
through  the  long  bull  run,  most  have 
badly  underperformed  the  market 


age  points  behind  the  average 
U.  S.  diversified  equity  fund. 

Among  newsletters,  Mar- 
ket Logic's  Seasonality  Timing 
System  stood  out  (800  442- 
9000).  It's  based  on  the  mar- 
ket's propensity  to  rise  on  the 
last  day  of  the  month,  the  fii-st 
four  days  of  the  next  month, 
and  the  two  days  before  mar- 
ket holidays.  Market  Logic 
Editor  Norman  Fosback,  who 
developed  the  system,  says  he 
invests  in  selected  no-load 
funds  right  before  those  days 
and  exits  at  the  end.  The 
record:  about  16%  a  year  for 
the  past  20  yeai*s. 

Investment  managers  who 
mix  mutual  funds  and  market 
timing  don't  appear  much 
savvier  than  the  newsletter 
crowd.  MoniResearch  tracks 
85  managers  with  a  total  of 
$10  bilHon,  and  divides  them 
into  "classic"  timers,  who  ai'e 
either  in  equity  mutual  funds 
or  cash  (Treasury  bills  or  mon- 
ey funds),  and  "d>Tiamic  asset 
allocators,"  who  move  assets 


average  annual  return  over 
the  past  10  years.  But  if  a 
market  timer  had  been  in 
Treasuiy  bUls  during  the  mar- 
ket's best  month,  the  10-year 
average  di'ops  by  three  quar- 
ters of  a  point,  says  Crandall, 
Pierce  &  Co.,  an  investment 
research  firm.  Take  out  the 
six  best  months,  and  the  re- 
turn falls  to  12.55%'.  With 
small-cap  stocks,  the  moves 
are  more  dramatic,  and  miss- 
ing the  six  best  months  slices 
the  retum  by  40%. 

Downward  moves  can  be 
swift  as  well,  and  one  of  the 
allures  of  timing  is  the  hope  of 
avoiding  them.  A  10-year  in- 
vestment in  the  .s&p  500  less 
the  six  worst  months  would 
boost  results  to  a  22.8%  av- 
erage return,  according  to 
Crandall  Pierce.  Even  miss- 
ing the  one  woret  month  hikes 
returns  by  nearly  one  per- 
centage point  a  year. 

But  up  and  down  moves 
aren't  a  matter  of  a  coin  toss. 
Over  long  periods,  the  stock 


Digest.  Wolanchuk  says  that 
except  for  a  few  brief  periods, 
he  has  been  bullish  for  10 
year's.  According  to  Timer  Di- 
gest, Wolanchuk's  timing  re- 
turns work  out  to  20.2%  a 
year  for  the  eight  years  end- 
ing in  1997,  vs.  13.5%  for  the 
S&P  500.  Wolanchuk  delivers 
ad\ace  on  an  .$8,(X)0-a-yeai'  hot- 
line or  a  $2.75-per-minute  900 
number.  (For  more  infonna- 
tion,  call  800  511-0781.) 

Most  timers  defend  their 
systems  as  a  way  to  minimize 
risk.  If  that's  your  goal,  there 
are  better  ways.  One  method, 
which  is  easy  with  mutual 
funds,  is  to  diversify  into  oth- 
er asset  classes  such  as 
bonds,  foreign  equities,  and 
real  estate.  Another  way: 
Split  youi"  portfolio  between 
an  S&P  500  index  fund  and 
money  funds,  and  rebalance 
annually.  Over  the  last  10 
years,  that  would  have  yield- 
ed a  12%  average  retum — a 
good  deal  better  than  many 
timers.  Jeffrey  M.  Lcjiderman 
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Personal  Business 


HOW  TO  PLAY  THE 
VIDEO-GAME  MAKERS 


Video-game  execs  are 
as  exuberant  these 
days  as  the  kids  who 
play  their  shoot- 

'em-ups.  Sony's  three-year-old 
PlayStation,  along  with  Nin- 
tendo 64,  just  capped  off  the 
hottest  \ideo-  i 
game  season  ' 
ever.  Mai'ket  leader  PlaySta- 
tion racked  up  more  than  S2.4 
billion  in  North  American 
sales  in  1997,  and  analysts 
think  the  run  of  good  news  is 
nowhere  near  its  end.  "We're 
going  to  see  a  longer,  more 
profitable  video-game  cycle 
than  ever  before,"  says  Larrj- 
Marcus  of  bt  AJex.  Bro\\-n. 

With  all  the  hype,  you'd 
think  now  would  be  a  gi'eat 
time  to  invest  in  the  game  biz. 
But  tread  carefully.  This  is  a 
hit-driven  industn-  subject  to 
the  fickle  cravings  of  male 
teens  and  twentysomethings. 
Look  no  further  than  Sega 
Enterprises,  which  has 
watched  sales  of  its  Satuni 
system  disintegrate  amid  in- 
ept softwai^e  development  and 
poor  management.  And  some 
analysts  wonder  if  high-speed 
cable  TV  or  dsl  phone 
modems  will  spur  online  gam- 
ing and  Itu-e  \ideo-gamers 
onto  PCS  \\iih  improved  3-D 
graphics. 

BOTH   HANDS.   For  now  at 

least,  gamei-s  areu:  ready  to 
abandon  PlayStatior.  nd  Nin- 
tendo 64.  Indeed,  \i  -o  and 
PC  games  have  coexistt '  nice- 
ly for  years.  Even  sub-t  'XK) 
PCS  ai'e  fai'  more  expen.  ve 
than  S149  \'ideo-game  n^  - 
chines,  which  may  fall  in  pria 
So  one  way  to  get  aroimd  the 
PC  vs.  \ideo-game  competition 
is  to  invest  in  softwai'e  mak- 
ei-s  that  play  in  both  camps. 
One  is  Electronic  Aits,  which 
develops  titles  for  PlayStation, 
N  64.  and  pes.  KnowTi  for  stel- 
lar management,  a  debt-free 
balance  sheet,  and  strong  de- 


NVESTING 


velopment  teams,  ea  is  ex- 
pected to  post  a  22%  rise  in 
profits  for  the  fiscal  yeai-  end- 
ing Mai".  30.  The  increase 
doesn't  reflect  last  year's  ac- 
quisition of  Maxis,  famous  for 
SimCity.  On  Feb.  19,  ea 
jumped  11%,  to  44"/6,  on  a  li- 
censing deal  with  golfer  Tiger 
Woods.  "They've 
shown  a  consis- 
tent ability  to  be  in  front  of 
teclinolog}'  cycles  and  gain 
market  share,"  says  Arcadia 
Investment  analyst  -John 
Taylor 

Some  tech  watchers  ai'e 
keen  on  Acti\ision.  It's 
making  a  push  over 
seas,  and  its  stock 
has  been  languish- 
ing around  14  de- 
spite solid  man-  - 
agement      ar  ' 
healthy  earning 
Traders  are  wor- 
ried that  too  big 
a  chunk  of  Acti\i- 
sion's  revenues 
may  come  from 
single  hits,  such 
as    the  bloody 
Quake    II.  But 
Nick    Moore,  a 
portfoUo  manager  at 
Orbitex  Management, 
believes  the  stock  coi: 
reach  25  in  a  yean  "Actr.  :- 
sion  is  the  one  with  the 
most     upside  leverage." 


Midway  Games  could  also 
be  in  for  gains.  The  company 
produces  arcade  games,  then 
follows  up  with  home  ver- 
sions. It  has  yet  to  make  a 
big  impact  in  the  PlayStation 
market,  but  Mike  Wallace  of 
UBS  Securities  expects  the 
stock,  now  at  20.  to  hit  30 
within  the  year  on  a  project- 
ed 25%  eaiTiings  rise  (laefore 
an  extraordinaiy  gain). 

Betting  on  the  hardware 
side  of  the  business  is  trick}-.  ' 
No  company  has  remained  in-  , 
dustr}^  champion  from  one 
game  generation  to  another. 
Sony  is  already  starting  to  slip 
in  Japan,  where  two  PlaySta- 
tions are  sold  for  every  N  64. 
Sony  is  said  to  be  working  on 
blueprints  for  a  game  machine 
using  digital 


Portfolio  Winners? 


COMPANY 

STOCK  PRICE' 

52-WEEK  HIGH 

PRICE-EARNINBS 
RATIO* 

ACTIViSION 

22 

ELECTRONIC  ARTS 

il% 

44"/6 

35 

MIDWAY  GAMES 

26% 

15 

HINTENDO** 

IVA 

19 

SEGA  ENTERPRISES** 

9^ 

25 

SONY** 

81% 

103% 

22 

"Amei  .an  depositary  receipt 

DATA:  BUSSCSS  WEEK,  BLOOMBERG  FUiANClAl  MARKETS 


video  disks  that  would  cor 
out  around  2000.  Even  if  y 
believe  in  PlayStation's  cc 
tinuing  good  fortune,  the 
tem's  hardwai-e  and  softwa 
accounted  for  only  25% 
Sony's  group  operating  incoi 
in  the  quarter  ended  Dec.  ; 
To  buy  its  stock,  you  mv 
also  like  Sony's  other  bu 
nesses,  w"hich  happen  to 
doing  nicely  at  the  moment] 
NEW  DRIVE.  Nintendo,  me; 
while,  plans  to  trnveO  in  Jt 
a  disk  drive  that  attaches 
N64  and  plays  games  stoi 
on  magnetic  optical  disks.  N 
games  now"  come  on  read-o 
cartiidges,  which  are  more 
pensive  to  make  and  t£ 
longer  to  develop.  Masa 
Kubota,  an  analv^t  at  kg  E 
ing  Securities  in  Tokv'o,  thi 
high  prices  for  the  cc 
plete    N64  setu] 
-\  about  S200— CO 
^  huit  sales.  Ninten( 
.American  deposit 
receipts  now^  tr 
aixiund  llVl.  dc 
a  couple 
bucks  si 
\,  Decemb 
iiVid  many 
alysts 
u  s  h  i 
.,  them. 

You  hav 
fl'eve  in  1 
-     -  to  bet 
:       -  ^  .  True 
......any  ha 

respected 
president,  a  1 
^  standing  arc 
.-■    ousiness,  an 
well-known  br 
name,  and  it  vovvs  t 
^  back  in  U.  S.  homes 
next-generation  1 
console  in  1999.  But  & 
ADRs  are  trading  at  4K, 
than  half  their  level  of  a 
ago.  Even  if  Sega  come 
with  a  new  console,  it  w 
have  to  persuade  softwan 
velopers  to  write  games 
it,  a  tall  order  with  comp< 
brands  going  gangbus 
"Until  there  are  dran 
changes  in  the  company,  I 
advise  investors  to 
Sega,"  says  Kubota.  F( 
nately,  there  are  other 
to  play  this  game.  Ediva 
Baig.  with  Irene  M.  K 


fhat'S  it  going  to  talCe  for  your  office  of  five  Every  customer  likes  to  be  treated  as  if 
)  serve  your  clients  WKe  an  office  of  fiftyP  they  re  the  best  customer  you  have  That  s 
ly  you  need  a  Lucent  small  business  phone  system.  We  specifically  design  our  phone  systems  to 
eet  the  needs  of  businesses  like  yours.  With  features  such  as  built-in  caller  ID  and  voicemail  you'll  be 
ore  accessible,  more  efficient  and  therefore  better  able  to  take  care  of  your  customers'  needs.  Plus, 
ir  systems  are  designed  to  grow  easily  as  your  company 
-ows,  and  are  backed  by  a  wide  choice  of  service  programs, 
e're  with  you  for  the  long  haul.  So  even  with  a  handful  of 
nployees,  to  your  customers  you'll  be  big-time  all  the 
me.  To  set  up  an  appointment,  ]ust  give  us  a  call  today  at 
500  325-7466  ext.  332  or  contact  your  local  Lucent  Authorized 

saier  We  make  the  things  that  make  communications  work.' 


Lucent  Technologies 

Ub,  InnovTtlon, 

^11  Ml.AiryRoad 
B^'-kms  R.dge.  NJ  07920 
'800  325.7466  ex,.  332 


Personal  Business 


Some  mutual  insurers  that  are 
\      going  public  look  like 
good  bets-but  not  all 


CAN  YOU  BELIEVE  IN 
THESE  CONVERSIONS? 


Do  you  have  a  life 
insurance  policy  or 
annuity  issued 
Prudential  Life 

surance  Co.?  The  huge 
tual  insurer  recently 
nounced  plans  to  go  public, 
and  policyholders — who  own 
the  company — 
can  only  hope 
that  they  will  be  as  t'oitunate 
as  those  at  AJlmerica  Finan- 
cial. They  were  awarded 
stock  when  the  Worcester 
(Mass.)-based  insurer  shed  its 
mutual  status  and  did  an  ini- 
tial public  offering  in  Octo- 
ber, 1995.  Since  then,  Allmer- 
ica  shares  have  tripled, 
netting  investors  an  average 
annualized  return  of  57A7c. 

Ahead  of  the  Pru  conver- 
sion— which  could  take  two 
years  to  complete — is  anoth- 
er widely  anticipated  deal: 
the  planned  conversion  of 
Toronto-based  Manufactui-ers 
Life  Insurance  Co.  Others 
that  may  also  go  public  in- 
clude Metropolitan  Life,  Pa- 
cific Life  Insurance,  and  John 
Hancock.  Why  the  nish?  The 


by 

In- 

mu- 
an- 


SMART  MONEY 


bliuTing  of  boundaiies  among 
financial-services  providers 
has  stepped  up  the  pace  of 
consolidation  in  the  insiu'ance 
industry.  Companies  need 
access  to  capital,  and  public 
stock  can  be  one  of  the  best 
cui'rencies  around.  Shares 
can  also  be  used  as  incentive 
c  o  m  13  e  n  s  a  t  i  0  n  for 
management 
to  improve 
performance. 

If  approved  by  policyhold- 
ers. Manufacturers'  demutu- 
alization  should  go  through 
in  the  spring  of  1999.  Sa- 
lomon Smith  Bamey  analyst 
Colin  Devine  desciibes  Man- 
ufactiu'ers  as  one  of  the  in- 
dustry's most  efficient  opera- 
tors. He  figures  that  even  if 
the  insurer's  shares 
go  for  twice  their 
book  value,  they 
will  still  be  a  good 
deal.  Equitable  and 
UNUM,  two  of  the 
biggest  insurers  to 
convert  to  date,  now 
trade  at  about  two 
and  three  times 
book,  respectively. 
But    the  latest 


round  of  conversions  may  not 
prove  as  lucrative  for  in- 
vestoi's  as  the  fli'st.  For  one 
thing,  Allmerica's  timing  was 
impeccable,  with  its  shares 
issued  on  the  eve  of  a  raging 
bull  market.  Moreover, 
Allmerica's  shares  were 
priced  at  just  64%  of  book 
value,  due  to  the  company's 
high  costs  and  slow  growth 
in  some  product  lines. 
Allmerica  moved  quickly  to 
streamline  and  boost  sales  of 
hot  products  such  as  variable 
annuities.  Its  net  operating 
income  soai'ed  to  $181  milUon 
in  1997,  up  55%  from  1995. 
In  contrast,  Prndential's  low 
profitability  and  legal  woes 
stemming  fi'om  its  life  insur- 
ance sales  practices  mean  in- 
vestors may  have  to  be  pa- 
tient to  see  a  payoff  from 
their  Pru  shares.  "That's  a 
big  ship  to  tiuTi  ai'oimd,"  says 
Larry  Mayewski,  an  analyst 
with  the  A.  M.  Best  insui'ance 
company  rating  sei-vice. 
STOCK  FLIPPERS.  Some  mu- 
tual insurers  have  sought  a 
hybrid  form  of  public  owner- 
ship. In  15  states  and  the 
District  of  Columbia,  a  mu- 
tual insurer  can  set  up  a 
holding  company  owned  by 
policyholders,  then  sell  just 
under  50%<  of  its  stock  sub- 
sidiary in  an  IFO  (BW — Mar. 
2).  Policyholders  typically  get 
fii'st  shot  at  buying  into  the 
Ifo  at  the  issue  price.  One 
company  that  took  this  r-oute 
is  AmerUs  Life  Holdings. 


Insurers  that  Converted  to  Stock 


OFFERING 

OFFERING 

CURRENT 

DATE 

PRICE 

PRICE" 

ALLMERICA  FINANCIAL 

10/11/95 

21 

60'M6 

AMERUS  LIFE  HOLDINGS 

1/28/97 

16i^ 

33Ko 

EQUITABLE 

7/16/92 

9 

52^6 

UNUM 

11/9/86 

50'^ 

*Feb.  23 

**Adjusted  for  split 

DATA;  SALOMON  SMITH  BARNEY 


Still,  many  pros  advise  ca 
tion  about  putting  money  ir 
a  mutual  holding  compar 
Some  insur'er"s  favor  t] 
structure  because  the  cc 
version  takes  less  time  a 
money.  But  because  the  pi 
lie  owns  only  a  minori 
stake,  takeovers  of  an  und' 
per-foj-ming  mutual  holdi 
company  would  be  diffici 
And  management  may 
less  responsive  than  it  woi 
be  in  a  fully  pubhc  entity. 

You'll  fare  best  if  yoiu-  ^ 
sur-er-  launches  a  pure  de 
tuahzation  because  you'll  uj 
ally  receive  cash  or  shares 
the  new  pubhc  company, 
ten,  a  mutual  insurer  wiU  r 
capital  by  selUng  stock  in 
IPO  to  outside  investors  at 
same  time.  In  many  casi 
new  shar"eholder"s  have  pr( 
ed  by  flipping  their  st 
shortly  after  the  conversicj 

If  you  want  to  play 
conversion  game,  your  tfi 
bet  is  to  identify  the  str-onjl 
oper-ator'S.  Sour'ces  such| 
A.  M.  Best,  Moody's  Invest 
Service,   and  Standard|/ 
Poor's  can  indicate  whethi* 
company  has  been  plague(| 
volatile  earnings  or  is  fa 
busirress  problems.  You  shl 
also  pay  close  attentior| 
how  the  insiu'er-  intends  to| 
the  money  raised  in  an  h 
Plans  that  are  vague  or  | 
r'esent  a  major  deparliu'e  jl 
pi'evious  str'ategy  could  1 
wariiing  sign.  "I'd  be  hii 
skeptical  of  companies  tr'|l 
to  r'einvent  tl^ 
selves  overnijl 
wariis  Robert  Sp 
national  dir"ectc!i'> 
Er-nst  &  Young » 
surance  indiLstryjlE 
vices.  With  a  }^ 
her     of  insijfe 
expected  to  go 
lie,  investors 
afford  to 
picky.  Amy  Be 
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One  of  the  best  sounding  radios  ever  made. .  .  is  back 


i 


The  Grundig  Classic  960  50th  Anniversary  Edition 


Radio  is  shown  smaller  than 
actual  size  of  15-^/4 "  wide  x 
11-1/4"  hiehxl"  deep. 


Hand-made  wood  cabinet,  looks 
like  fine  Jumiture.  Tuned  like  a 
musical  instrument. 


FM  Stereo/AM/Shortwave  Radio 

Remember  when  radio  sounded  so  re;il  that  voices  were  iilmosi 
with  you  in  the  room?  \Xlien  music  iiad  a  warm,  rich,  full-bodied 
tone?  Iliose  wondeiful  days  are  back! 

liruiidig  has  revived  its  legendary  Model  960.  The  long-lost 
sound  is  back.  The  3"  side  speakers,  left  and  right,  spread  a 
spacious  stereo  image,  while  a  front-firing  4"  speaker 
reinforces  the  bass  and  fills  your  hstening  room  with  glorious 
(irundig  sound. 

Experience  the  Renaissance  of  Radio 

You  need  a  great  radio  to  enjoy  great  radio!  More  ' 
stations.  More  news  and  more  music.  Get  yourself  a 
960  with  hill,  rich  sound  and  enjoy  llie  (irundig 
Chissic  960  is  your  hstening  post  that  lets  you  travel 
the  globe  without  ever  leaving  home. 

Connect  your  CD,  Cassette  Player,  VCR,  or  TV 

It's  your  entei1:iinment  center,  too — a  tabletop  stereo.  Auxiliaiy  input  tiikes 
the  audio  sign;d  from  your  CD,  cassette  player,  or  TV  . . .  and  turns  it  into  spacious, 
room-filhng,  glorious  Grundig  sound! 

Own  a  Classic! 

Tliis  speci;d  5flth  Anniversary  Edition  faithftilly  rejilicates  the  dimensions  and  styling  of 
the  origin;il  Model  960.  The  cabuiet  is  solid  wood.  The  knobs  ;uid  gold-tone  di;il  are 
trimmed  with  solid  brass. 

Guarantee 

The  Grundig  Chtssic  is  backed  by  a  one-ye;u-  limited  wan  anty.  Hie  price  is  a  remarkable 
$249  (plus  $15  for  shi])ping/h;uidhng).  A  radio  this  extraordinai^  desei^ves  a  good 
home.  So  we  invite  you  to  hsten  to  the  Gnindig  Chtssic  A'isk-fivc.  If  you're  not  absolutely 
thrilled  in  every  way,  you  can  return  it  within  thirty  (30)  days  for  a  rehiiid  of  your 
purchase  price.  For  fastest  dehveiy  call  today! 


To  order,  call  us  Toil-Free:  1-800-793-6542  Ext.  909 


THE  GRUNDIG  CLASSIC 

FM  Stereo  /  AM  /  Worldwide  Shortwave 
To  order,  call  us  Toll-Free:  1-800-793-6542  Ext.  909 

 Criaindi" 


Plea.se  .send  

c;las,sic  radio(,s). 


n  Vi.sa  □  MiiMf  i-<.;ard 

Discover 

n  I  prefer  to  pa>  by  chct  k. 
Knclo.sed  is  niy  clieck  tor  ("-), 
plus  $1S  shipping/handling,  a 
cotal  of  $264*  for  each  radio 

Allow  2-4  weeks  after  inilial 
payment  for  shipment. 


NailK': 

Address 

City 

St.ile 

Z,p 

Sigii.itine 

■  .^n^  .ippl 

,i\  uill  \k-  hillrcl  uilh  sliipiiK-nl 

CliLssic  Riidio 

•  PO  Bo.\ 

2185  .  Menli)  ftirli.CA  94026 

Personal  Business 


STEERING  YOUR  CAR 
INSURER  TO  A  FAIR  DEAL 


The  day  before 
Thanksgiving,  my 
beloved  1990  Honda 
Accord  was  stolen. 

I  would  soon  leain  that  losing 
a  car  to  a  thief  was  just  the 
start  of  my  woes.  Things  re- 
ally got  unpleasant 
after  I  called  my 
insurance  company. 

Although  the 
claims  adjusters  at 
my  carrier,  Geico, 
were  unfaihngly 
polite,  the  compa- 
ny tried  to  stiff 
me.  It  offered  only 
$7,159  for  a  car 
that  cost  nearly 
$15,000  new— and 
had  only  52,000 
miles  on  it.  But  1 
learned  I  didn't 
have  to  take  it.  1 
did  my  homework, 
including  research- 
ing used-car  prices 
on  the  Internet.  I 
found  the  people 
at  Geico  who  real- 
ly make  decisions. 
I  was  persistent. 
And  in  the  end,  1 
won  a  better  set- 
tlement. "However 
they  come  up  with 
a  value,  test  it,"  advises 
Robert  Hunter,  director  of  in- 
surance at  the  Consumer 
Federation  of  America. 

My  problem  was  that 
Geico,  along  with  many  other 
insurers,  doesn't  use  standard 
references,  such  as  the  Na- 
tional Automobile  Dealers 
Assn.'s  Blue  Book,  to  deter- 
mine fair  market  value.  In- 
stead, it  hires  consultants  who 
check  ads  and  talk  to  used- 
car  dealers.  "It  gives  a  more 
accurate  value,"  insists 
William  Mayer,  Geico's  assis- 
tant vice-president  for  claims. 
"Sometimes  it  can  be  more 
than  book,  sometimes  less." 

But  since  these  consultants 


were  on  Geico's  payroll,  I 
doubted  their  objectivity.  For- 
timately,  I  had  time  to  dicker, 
since  Geico,  hoping  the  car 
would  be  found,  wouldn't  pay 
for  30  days.  First,  I  went  to 
the  Web.  Two  sites  provided 
powerful  ammunition.  Kelley 
Blue  Book  (www.kbb.com)  and 


Edniiuid's  ( www.edmuntis.com ) 
get  prices  by  checking  deal- 
ers and  reviewing  ads  and 
other  sources.  Plug  in  youi- 
make,  model,  year,  mileage, 
and  options,  and  they  instant- 
ly give  you  the  dealer's  retail 
price.  Kelley  i 
priced  a  compara-  ' 
ble  '90  Accord  at  $10,775.  Ed- 
mund's came  up  with  $9,956. 

Next,  I  asked  Geico  to 
send  me  its  consultant's  re- 
port. The  16-page  printout 
was  based  on  local  ads  and 
the  prices  of  three  cars  on 
Washington-area  dealer  lots. 
These  were  supposed  to  be 
comparable  to  mine,  but  the 
only  '90  Accord  they  found 


NSURANCE 


had  114,000  miles  on  it.  The 
list  price  was  $6,500,  but 
Geico's  "take"  price — what  it 
felt  the  car  would  actually  sell 
for — was  only  $5,000.  In  fact, 
while  the  three  cars  had  very 
different  asking  prices,  the 
consultants  figured  the  sales 
price  of  each  by  simply 
knocking  $1,500  off  list.  Geico 
also  admitted  the  cars  were 
never  test-driven  or  inspected 
to  see  if  they  had  been  in  ac- 
cidents. After  adding  an  ad- 
justment to  reflect  the 
mileage  difference  between 
my  car  and  the  114,000-mil- 
er,  Geico  made  its 
offer. 

Once  I  saw 
Geico's  proposal,  I 
checked  dealers 
and  read  classifieds. 
I  found  one  '90  Ac- 
cord, with  about 
60,000  miles,  for 
$8,995.  It  seemed 
like  a  good  starting 
point  for  negotia- 
tions. I  faxed  Geico 
my  research,  then 
worked  my  way  up 
the  bureaucratic 
chain. 

BIG    STICK.  The 

first  guy  said  he 
was  only  autho- 
rized to  add  $300. 
His  boss  ponied 
up  a  few  hundred 
more.  Since  Geico 
wouldn't  pay  until 
we  agreed  on  a 
settlement,  it 
would  have  happi- 
ly negotiated  for- 
ever But  I  needed  a  car  So 
I  made  a  final  offer:  I  would 
take  what  Geico  gave  me. 
But  I  warned  that  its  offer 
would  have  to  satisfy  the 
Maryland  insurance  commis- 
sion, since  I  was  going  to 
send  it  the  whole 
file  for  review. 
Regulators  are  often  indus- 
try lapdogs,  but  insurers  still 
hate  to  deal  with  them.  And 
what  do  you  know?  The  offer 
went  up  again.  In  the  end, 
I  got  $8,315— less  than 
the  car  was  probably  worth, 
but  $1,156  more  than 
Geico's  first  offer  At  least  I 
felt  I  was  robbed  only 
once.       Howard  Gleckman 


FUND  WATCH 


■  NEW  FACE.  Sometimes 
good  funds  go  unheralde 
for  arbitrary  reasons. 
Although  the  portfolio 
underlying  STI  Classic 
Small  Cap  Equity  Fund 
opened  in  1994, 
a  change  in  its 
name  and 
structure  last 
year  makes  it 
appear  in 
many  databas- 
es to  be  just 
one  year  old,  a 
period  too 
short  to  draw 
much  attention.  Yet  in 
the  three  years  ended 
Dec.  31,  the  $369  millio] 
fund  posted  an  annual 
average  total  return  of 
32.6%,  vs.  the  22.4% 
recorded  by  the  Russel 
2000  small-cap  index. 
BUSINESS  WEEK  Senior 
Writer  Robert  Barker 
spoke  with  fund  manag 
Brett  Earner: 

Q:  What  is  your  fund's 
focus? 
A:  It's  a  small-cap  valui 
approach.  The  thing  ths 
sets  us  apart  is  we  re- 
quire a  dividend  yield 
from  all  the  securities. 

Q:  Wfiat  have  you  bom 
lately? 
A:  Norrell,  the  temp-s< 
vices  firm.  They  an- 
nounced they  were  goi 
to  miss  [analysts'  earn- 
ings estimates  for]  the 
quarter  The  stock  got 
clobbered.  To  me,  it's 
to  14-month  flu. 

Q:  What  about  Sothebi 
Holdings?  Do  you  exp 
a  takeover? 
A:  That's  always  over- 
hanging, but  I  wouldn 
say  I'm  in  Sotheby's  fi 
[that].  The  art  businesf 
which  has  been  in  a 
slump  since  the  early  | 
is  picking  up. 

For  an  expanded  version, 
www.businessweek.com/tol 
htm  or  AOL,  keyword:  8W  Cl 
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k/linolta  beats  all 

)ther  copiers  to  the  finish! 


.  three 
hole  punch 


A  two 
hole  punch 
there. 


A  staple 
here. 


A  staple 
there. 


:50-shee^ 


— setssortedrzz 
—stapled  and— 
^hde  punched^ 
 there. 


Only  from  the  mind  of  Minolta 

comes  a  line  of  copiers  you'll  call  the  Do-lt-AII. 
Presenting  the  new  Unlimited  Edition  CS/Pro 
high  volume  office  copiers. 


For  years,  Minolta  has  been  helping  you 

with  great  copiers.  Now  we'll  help  you  turn  out 

a  finished  product  any  way  you  wish 

with  finishing  technology  no  one  can  duplicate. 

Prepare  presentations  in  any  format. 

Generate  reports  hole-punched, stapled, 

sorted  and  stacked  in  unlimited  quantities. 

This  is  the  start  of  a  new  era  of 
copier  breakthroughs  from  the  mind  of  Minolta. 
And  we're  just  getting  started  finishing  off 
the  competition.  To  learn  how  you  can  finally 
Do-It-All,  contact  Minolta  today 


Copiers 
Cameras 
Faxes 
Digital  Systems 
Document  Imaging 
Laser  Printers 

Binoculars 
Color  Sensors 

Only  from  the  mind 
of  Minolta 


1  -  800-9- MINOLTA  vAvwMlnoltaUSA.com 


£1997  MINOLTA  CORPORATION 


FOR  AD  RATES  AND  INFORMATION 

PHONE  (312)  464  0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Business  Services 


BUSINESS  plans; 


( luslornizi'il  rjusiness  I'lan.s  For 
•  SUA     •  Vi'nlure  Ciijiildl 
•  I'nvale  Loans 
Wrjtlcn  by  Corporate  Attorney 

1-800-963-2453 

Call  for  quotations 


Become  An 
OFFSHORE 
FINANCIAL 

ADVISOR 

SIx-flgure  potential 
(702)  883-1944 


INCORPORRTE 


FREE  Inlormalion 
All  U  S  Stales  and  Odshore 
Attornoy  owned  and  operated 

1-800-672-91 10 

www.CDipcicatmns.coin 


TRRDEMRRK 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  £2  loi  the  290  page  cil.ilocj 
i:iislo>li  wnllril  irjHii!:,  jfei)  M.'il.ll'lf 
RESEARCH  ASSISTANCE 

1 1    I  i.iiin  A-.r ,  mm\ 
1  i',  Aii'ip'i",,  (;a<>iiii:": 
TOLL  FREE  HOTLINE:  800-351  0222 


http://www.rMeareh-assl8tanca.com 


OFFSHORE 

CORPORATIONS 


♦  I'loCiitinii,  l*ri\;ii\,  liix-lnr 

♦  Nnniiiii  is,  Bank  Aids,  Credit  l  ard* 

♦  l,K.  Ofricrs:  l.as  W^iis  -  Nassau 

♦  I  Lil  Kali-  Ins,  \i  \ada  (  urps.  S^S 


ORDER  BY  PHONE  FREE  INFO 

1 -800-997-2550 


INCORPORATE 
BY  PHONE!  'S 


For  as  little  as  $39  plus  state  fees 
we  will  form  your  (i)r()()ration  or  LLC! 
Ill  any  stale.  I^ist  year  our  coiupa 
Mies  incorporated  over  100,000 
businesses.  We  specialize  in 
a.ssistiniJ  first-time  incorporators. 

In  as  little  as  5  minutes  over 
the  phone  we'll  take  your  order  and 
ill  most  stales  you  will  be  incorpo 
rated  in  just  24-48  hours.  No  forms 
to  fill  out,  we  do  all  the  work! 

Call  now  to  set  up  your  company 
or  fJet  our  free  t;iiide  to  mcor|)o 
ratin.i;  today! 

800-877-4224 

302  998  0598  •  FAX  302  998  7078 
www  cofpotale.com  •  CompuSetve:  GO  INC 
Email:  infoto'corporate  com 

CORPORATE  AGENTS,  INC. 

Since  1899 


We  iiMorpomte  everybody; 


SAVE  30%  to  50% 


3-rO-A-PAGE 

Ml  MM  ss  (  ;ill  (  KS 

Laser/InkJih 

(;c)iVii'ini;K  (Jiick.s 

<  .ill  N.I  .1  I  Kl  I  hi.u  liiiK 

1-800-239-4087 

Dhsk.ini  k  (JII  C  KS 

\\  \\  \\  iliMiiiu    lici     I  c iin 


100%  SATISFAaiON  GUARANTEED 


Computer  Equipment 


Secure  Only  The  Computers 
You  Want  To  Keep! 


Si"cun'-ll,  Inc  IS  ;i  Ipadt'i  in  com(iiilci  m'i  iinty, 
having  the  highest  quality  and  the  laigi'sl 
selection  ol  products  to  suit  your  needs  Oni 
computet  secunty  staff  is  ready  lo  assist  you  in 
solving  your  problem  lo  minimise  your  nsk 


Ihoy  1 ,111  siH|i|i",l  ,111  L'Misling  package,  or 
assenitjie  a  special  package  |ust  for  you 
Secure  your: 

•  Notebooki     •  Inlciml  Boaids     •  CD  Konn 

•  Deiklopi      •  Owl:  Dinci        •  f/f 

•  Pi'tiplmak 


For  a  FREE  consultation,  or  a  FREE  catalog...Call  Today! 
BOO -451 -7592  Dept.  BW 


18  Mn|i/f  I 


(  Imlkniimeailin  Wl  OWlt  US/i  Ftionr  413  tfS  /0J9  hx  413  W  88(1/ 
OcgIci  iniiuiiics  invileti  *  MoslcKoid  OKcplcd 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

iimphasis  in.  Business  Admin  Public  Admin 
Health  Care  Admin,  Human  Resources. 
Finance.  Int'l  Business.  Tech  Ivlgml,  Law. 
Paralegal.  Psychology.  Computer  Science 

http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254(24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW.  Santa  Ana,  OA  92705 


Education/Instruction 


MBA  BY  Distance  Learning 

Maior  British  university  otters  accredited  MBA,  no 
Baclielor's  or  GMAT  needed  Ctioseri  by  Fconomisl 
Intelliqcnce  Unit  as  one  ol  world's  best  lulBA  piograms 

MIHIOI-WATI  UNIVERSITY  [  (800)  MBA-0707 
Nuilli  American  Distributor  I       Ask  loi  exl  :'ll 
(19:^1  Stockton  St,  Suite  ?,  f  I  Ceirito,  CA  W.m 
For  immediate  FaxBack  literature:  from  your 
tax  maclilne's  phone,  call  (510)  486-8900. 


Publistiing  Services 


Publish  Your  Book 

y.'i  veai  liadiliuii  ol  quality  .Sul)sidy 
book  publislier  offers  publislimg 
sci-vicos  for  books  of  all  types  Foi 
free  Author's  Guide  wnle  Donancr- 
BW,  t,-iA  Smitlifield,  Pittsburgh.  PA 
or  call  1  K(l()-li9.S-!).'")!)!» 


"It's  great  to  have  that  flexibiilt 
to  go  to  class  when  it's  most 
convenient.  I  also  really  enjoy  tli 
class  because  I'm  learning  thing 
I  can  apply  to  my  work." 

Ron  I.  Wllliami  -  Applied  Malsrlals.  Ii 

Avi/ARD  Winning  Distance  Educatio 

MBA  or  MS  Degree 


Call  303-333-422 


501  S  Cheriy  SI 
Otlice  350  Depl  T 
Denver,  CO  6022 
1  800-441  ■4746 
Fax  (303)  336-11- 


UNIVERSITY 


Admisslo 


DibTANCE 

Education  &  Training 

COUNC 


I  AKN  YOUK  (  OI  IK.I  Dk.kh  Ai  Hi) 

•  ACCHtDllbD  D  S  .  M  S  .  AND  M  D  ft 

•  Business  Administralion,  Finance.  Accounting,  MIS  ► 
C.ire  Afjmin  ,  Environmenial  Science/Studies/Mcjmnt 
Psychology  Paralegal  SlutJies  &  Cnminai  Ju^ 

•  Appiovod  tjy  ma|Of  companies 

FREE  CATALOG 
1-800-767.CHAD<i 
www.chadwick.edu 


CHADWIC 


Computer  Software 


http://www. 


datamining.co 


Automatically  Find 
Unexpected  Patterns 
'  Large  Databases 


Computer  Equipment 


AS/400 
Buy  ■  Sell  ■  Trade 

9402  Memory  Upgrades 

9406  DiShs  [Downgrades 

Servers       Tapes  Takeouts 

Only  IBM  Maintenance  Eligible 
Hardware  Worldwide 

us400inc'36b0  Canon  M  -Ivlanetui  GA  30066 
Phone  17701  928  3442  •  Fa«  (7701  592-6754 
e  mail  wholesalec<i>us400  com  •  Web  www  us400  corn 


HEWLETT-PACKAR 

Buy-Sell-Trade 

IaisiticI  C<ilnrprn  Draft  I  Mi 
Df-ikJet  Draftprn  Dcsign.h 
KI,;  tro>ilalir  IVotlrrs  Kiinnvilw 

HP  9000  Workstations  &  Vectr 
Demo  &  Refurbished  Equipm 
Ted  Dasher  &  Associate 

PO  Box  131269  Birmingham,  AL  35213 
Phone  205/263-4747  Fax  205/263 
800/638-4833  •  E-mail  sales@dashei 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXi  El.LENCE  IN  COLLEGE  VHEP 
SINCE  1907 

-  Hnnor  JKOTC  school  with  distinction 
SalV,  structuR'ci.  all  hoys  hoarding 

Knvironnirnt 
(Jradcs  7,M2.  full  accredited,  small  classes. 
Weekly  report  cards. 

-  I'nunotes  leadership,  self-confidence,  and 

Maimers 


Computer  in  every  dorm  room 
Full  athletic  prop-am 
Band,  Fine  Arts,  and  Aviation 
Affordahle  Tuition 
Located  on  Lake  Lanier  in  Nor 
vfww  cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CAE  ^ 


jumumammammmmi 


FOR  AO  RATES  ANO  INFORMATION 

PHONE:  (312)464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO,  IL  60611 


Menswear/Apparel 


FREE  LOGO!  FREE  EMBROIDERY! 

9 

- 

Embroidered  Denim  Shirts  as  Low  As 

(Order  as  few  as  6  shirts  for  $174.00) 

FREE  Catalog  Features:  i 

1  Caps,  Jackets  Sport  Shirts  &  More 

f800-670-3050  Fax  (510)  781  3906 

$18-95 

ite  Gifts/Premiums 


Fax  Now  For  A 
ite  Buyers  Guide 
porate  Wearables 
!00-231-3440 

15-969-3433 


Ite  Gifts/Premiums 


ire  Corporate  Giveaways 
ALLY  work -don't  get 
thrown  away! 


isigned  Leather  Bool<m3rks 

ve  them  and  are  constantly 
of  mi.  Visit  our  WebSite: 
leattierbookmarkscom 
OR 

r  logo.  We  will  suggest  a  layout 
a  typical  sample  free  of  cfiarge, 
OPEAN  CORPORATION 

r,  I09C,  I\lonti  Haven,  CT  06473 
3-0448       Fax  203  234-8820 


RE  ALLOWED  TO 
FOR  100  PEN  SETS 
I.  IF  YOU  WANT  TO. 


OMOMART 

w.promomart.com/bw 

;ed  business  gift  cyberstore. 

10  monthly  drawing 
,000  In  froo  stuff  I 


w.promomart.coni/bw 


Menswear/Apparel 


MEN*S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  -  High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55C  Hmgliam,  MA  02043 
1-800-992-wiDE  www.wideshoes.coni 


Internet  Products 


...finally,  an  Internet  Solution 
that  works  for  your  business 

•  Use  our  Product  to  Connect  Your 
Entire  Business  w/  one  $  1 9  95 
Internet  access  account  &  one  dial 
up  or  dedicated  line 

>        Increased  speed  of  Connectons  for 
all  Can  work  w/  or  replace  a  Router 

•  Absolute  Secunty  witti  our  built-in 
Firewall 


NetWol 


www  NetWotves  Com 

call  for  Free  Brochure  888-NelWo(ves 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  your  Logo, 
Just  S189.00!! 

plus  $10.00  S&H  (OA  add  7.25%:sales  tax) 
^    Customized!  Full  Color!  2"  X  2" 

Calico 

3C00  Alamo  Drive,  Ste  201  •  Vacavllle,  OA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Business  Opportunities 


CONSl M  AN  I  S 


International  firm  expanding  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  Tinest  Training 
and  Development  processes 
available  today.  Very  liigh  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB803 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


Internet  Services 


Save  Money  &  Make  Money 
On  The  Web 

©dVenture  is  the  lorgesi  buyer  and  seller 
ol  Internet  Advertising  in  the  U.S.  We  con  plate 
your  ods  on  the  right  sites,  Coll  Elizabeth  Block  ol 
212-655-5203.  We  con  sell  your  site  to  increose 
profits  Call  Andrew  Wagner  ol  212-655-5129. 


Franchising 


Franchise 

your  business! 

Call  lor  information  on  francliising  and 
"Francliise  Your  Business! "  seminars 
scheduled  tlirougtiout  ttie  country. 

Francorp' 

1-800  FRANCHISE  (1-800-372-6244) , 


Home  Furnishings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMEWAY  FURNrrURE  COMPANY 
P.O.  Box  1 548,  Mt.  Airy,  NC  27030 
^  (800)  334-9094  (336)  786-6l5t  . 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment LeasesUom  $1,000to 
$10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlinnited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

L  The  Loan  Consultants,  Inc.  , 


"Invitation  for 
Global  Citizenship" 

www.networktool.com 

Ph/Fax  NAmerica 

1-305-418-7368 


Business  Opportunities 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  tiome-based  business! 
Now  I  want  to  teach  2  higtily 
motivated  persons  in  your  area  my 
turn-key  system.  Call  my 


24  Hr.  Hotline  800-367-3881 


^ 5350K  Potential  Annually\ 

HOME-BASED  BUSINESS  * 

Getting  4  Pre-Qualified  Leads  Per  Day 
One-time  starl-up  less  ttian  $10K 
Rapid  ROI  -  $75K  possible  first  few 
monttis.  Break-througti  product. 
Work  from  ptione,  tax. 
Complete  training  Not  fylLIVl. 

FREEDOM  ASSOCIATES 
V    1-800-432-0018X5257  y 


YOUR  LAST  PHONE  CALL 


Been  looking  for  a  business 
opportunity?  Having  a  hard 
fime  finding  a  legitimate 
business?  Moke  one  more  call... 


1-800-601-7200 


Telecommunications  Services 


^old  it 

Cf__SYSTEMS 


Before  you  lose  another 
customer  or  sale....  Hold  Itl 

1-800-236-4058 


16  years  of  providing  the  best  comi^anies  with  the  best  message 
on  hold  seivioe  in  tlie  world  Hol<d  It  Systems... It  nnay  be  the 
most  effective  maiteting  tool  you'll  ever  have. 


tWIradoAri-aotlh-Aoi 


The  greatest  business  event  in  the  hemisphere 


i  V 

BUSINESS 
FORUM 
OF  THE 

AMERICAS 


Consulting  with  the  private  sector 
in  preparation  for  the  Free  Trade 
Area  of  the  Americas 


IV 
FTAA 

and  MINISTERIAL 
MEETING 

1^  Keynote  speeches 
^Panels 
^Workshops 
^Business  contacts 


Learn  how  the  FTAA  will  effect  your  business 

For  more  information: 
Fax:(506)299-2884,  San  Jose,  Costa  Rica 
Web  site:  http://  www.alca.co.cr 
e-mail:  info@alca.co.cr. 
San  Jose,  Costa  Rica,  Central  America 


March  16-17-18 , 1998 

Henadura  Hotel.  Convention  Center 


TIm  ARMricQn  CiramlMr  of  ComiMrce  in  CosIq  Rka 


[siness  Week  Index 


AUCTION  INDEX 


inge  from  last  week:  -0,2% 
inge  from  last  year:  6.4% 


).  June  Oct.  Feb 

7  1997  1997  1998 

ndex  IS  a  4'Week  moving  average 

duction  index  slipped  sligtitly  in  ttie  viieek  ended  Feb.  14.  Howiever, 
;alCLlation  of  the  four-week  moving  average,  ttie  index  bounced  back, 
3  132.2,  from  130.9  in  the  previous  week.  On  a  seasonally  ad|usted 
ail-freight  traffic  and  production  of  steel,  autos,  trucks,  and  crude-oil 
all  increased.  Output  of  electric  power  declined  again  as  warm 
across  much  of  the  nation  lessened  the  demand  for  energy. 

tion  index  copyright  1998  by  The  McGraw-Hill  Companies 


)ING  INDICATORS 


UTEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

PRICES  (2/20)  S&P  500 

1034.21 

1020.90 

29.0 

RATE  BOND  YIELD.  Aaa  (2/20) 

6.71%  5.69% 

-9.1 

[RIAL  MATERIALS  PRICES  (2/20) 

95.4 

95.7 

-12.3 

SUPPLY,  M2  (2/9)  billions 

$4,081.1 

$4, 079. Or 

6.0 

.  CLAIMS,  UNEMPLOYMENT  (2/14)  ttious 

301 

303 

-1.6 

AGE  APPLICATIONS,  PURCHASE  (2/20) 

250.8 

222.5 

22.2 

AGE  APPLICATIONS,  REFINANCE  (2/20) 

2,005.6 

1,685.7 

260.7 

>:  Standard  &  Poor's,  Moody's.  Journal  of  Commerce  (Index:  1990-100), 
Reserve,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index   Match  16,  1990=100) 

REST  RATES 

IL  FUNDS  (2/24) 

LATEST 
WEEK 

5.49% 

WEEK 
AGO 

6.00% 

YEAR 
AGO 

5.28% 

RCIAL  PAPER  (2/24)  3-month 

5.45 

5  45 

5.39 

ICATES  OF  DEPOSIT  (2/25)  3  month 

5.56 

5.53 

5.35 

MORTGAGE  (2/20)  30-year 

7.10 

7,20 

7.74 

FABLE  MORTGAGE  (2/20)  one  year 

5.71 

5.76 

5.65 

(2/20) 

8.50 

8.50 

8.25 

:   Federal  Reserve,  HSH  Associates,  Bloombe 

g  Financial 

Ivlarkets 

PRODUCTION  INDICATORS 


STEEL  (2/21)  thous.  of  net  tons 

LATEST 
WEEK 

2,282 

WEEK 
AGO 

2,232# 

YEARLY 
%  CHG 

8.2 

AUTOS  (2/21)  units 

120,475 

116,797r# 

-9.2 

TRUCKS  (2/21)  units 

139,888 

139,968r# 

5.8 

ELECTRIC  POWER  (2/21)  miliions  of  kilowatt-hrs 

62,699 

64,408# 

2.7 

CRUDE-OIL  REFINING  (2/21)  thous.  of  bbl./day 

13,805 

13,996# 

2.9 

COAL  (2/14)  thous.  of  net  tons 

22,423# 

21,027 

7.7 

LUMBER  (2/14)  millions  of  ft. 

479. 9# 

471.1 

-6.6 

RAIL  FREIGHT  (2/14)  billions  of  ton-miles 

27, 6# 

26.5 

3.0 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept  ,  WWPAl,  SFPA2,  Association  ot 
American  Railroads 

PRICES 

GOLD  (2/25)  $/troy  oz. 

LATEST 
WEEK 

292.250 

WEEK 
AGO 

298.150 

YEARLY 
%  CHG 

-17.6 

STEEL  SCRAP  (2/17)  #1  heavy,  $/ton 

140.50 

140,50 

-3.4 

COPPER  (2/20)  e/lb. 

78.0 

79.4 

-32.4 

ALUMINUM  (2/20)  c/ib. 

70.3 

72.0 

-7.6 

COTTON  (2/20)  strict  low  middling  1-1/16  in.,  e/lb.  62.89 

64.41 

-11.9 

OIL  (2/24)  $/bbl. 

15.33 

15.41 

-25.0 

CRB  FOODSTUFFS  (2/24)  i967=ioo 

220.51 

224.01 

-8.2 

CRB  RAW  INDUSTRIALS  (2/24)  i967=ioo 

299.18 

299,21 

-13.6 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,   NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (2/25) 

LATEST 
WEEK 

128.65 

WEEK  YEAR 
AGO  AGO 

126.29  120.60 

GERMAN  MARK  (2/25) 

1.82 

1.82 

1.69 

BRITISH  POUND  (2/25) 

1.64 

1.64 

1.63 

FRENCH  FRANC  (2/25) 

6.09 

6.10 

5.71 

ITALIAN  LIRA  (2/25) 

1793.5 

1796.0  1 

688.9 

CANADIAN  DOLLAR  (2/25) 

1.42 

1.43 

1.37 

MEXICAN  PESO  (2/25) 

8.573 

8.531 

7.950 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/25) 

109.6 

109.6 

104.3 

Sources:  Maior  New  York  banks  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J.P,  Morgan 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart),  other  components  (esttmated  and  not  listed)  include  machinery  and  defense 
it.   1-Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3-Free  market  value       NA-Not  available       r=revised       NM^Not  meaningful 


HE  WEEK  AHEAD 


iAL  INCOME 

,  Mar.  2,  8:30  a.m.EST>-  Incomes 
ew  0.6%  in  January,  while  consumer 
g  rose  0.3%,  says  tine  median  forecast 
imists  polled  by  Standard  &  Poor's 
srnational,  a  unit  of  The  McGraw-Hill 
lies.  In  December,  income  rose  0.4%, 
nding  was  up  0.3%. 

BUCTION  SPENDING 

;  Mar.  2,  10  a.m. est  >■  Building 

g  probably  rose  0.5%  in  January,  after 

0.1%  advance  in  December. 

lURVEY 

',  Mar.  2,  10  a.m.EST^  The  National 
tion  of  Purchasing  Management's 


index  in  February  most  likely  was  unchanged 
from  January's  52.4%  reading. 

NEW  SINGLE-FAMILY  HOME  SALES 

Tuesday,  Mar.  3,  10  a.m. est     New  homes 
probably  sold  at  an  annual  rate  of  802,000  in 
January,  up  from  777,000  in  December. 

LEAPING  INDICATORS 

Tuesday,  Mar,  3,  iO  a.m.fsr  ►  The  Confer- 
ence Board's  index  of  leading  indicators  is 
likely  to  have  increased  0.1%  in  January,  after 
no  gain  in  December. 

FACTORY  INVENTORIES 

Thursday,  Mar.  5,  10  a.m. est  >■  Inventories 
probably  fell  0.2%  in  January,  after  slipping 


0.1%  in  December.  Factory  output  rose  only 
modestly  in  January. 

EMPLOYMENT 

Friday,  Mar.  6,  8:30  a.m. est  >■  The  mms  fore- 
cast expects  that  nonfarm  payrolls  grew  by 
250,000  in  February,  on  top  of  a  surprisingly 
large  gam  of  358,000  in  January.  The  strong 
demand  for  labor  is  suggested  by  the  low  level 
of  jobless  claims.  The  jobless  rate  most  likely 
remained  at  4.7%. 

INSTALLMENT  CREDIT 

Friday,  Mar.  6,  3  p.m. est    Consumers  prob- 
ably added  a  modest  $5  billion  in  new  debt  in 
January,  after  borrowing  an  extra  $3.9  billion 
in  December. 
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This 

Week, 

Online 

business  Week  presents 
requent  live  conferences 
3nd  chats  on  America 
}nline-your  opportunity 
0  ask  questions  about 
imely  topics. 


< — 


or  a  free  trial  diskette 
icluding  50  free  hours  on 
.OL,  call  1-800-641-4848 
nd  mention  Business  Week. 


Monday 

Family  problems  can  be 
disastrous  to  a  family 
business.  But  James  Hunt, 
management  professor  at 
Babson  College,  fias  come  up 
With  ways  to  keep  this  from 
happening.  Mar.  2 

8  p.m.  ET  in  the 

BW  Enterprise  Chat  Room 

Thursday 

What's  the  best  strategy  for 
finding  the  best  stocks? 
Bring  your  questions  to 
Robert  S.  Natale,  vice- 
president  and  director  of 
equity  research  at  Standard 
&  Poor's,  and  BW's  Jeffrey  M. 
Laderman.  Meantime,  check 
out  Jeff  on  market-timing  in 
this  issue.  Mar.  5 

9  p.m.  ET  in  the  BW  Onhne 
Conference  Room 

AOL  keyword:  BW  Talk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event 

A 

A  M  E  Pyl^C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABN-AMRO  10 
Acorn  Computet  98 
Actwision  104 
Airbus  Industrie  116 
AirTouch  Communications  (ATI)  32 
AlliedSignal  (ALD)  28 
Allmerica  Financial  (AFC)  106 
Allstate  (ALL)  44 
American  Depress  (AXP)  36 
American  Home  Products  (AHP)  4 
Americash  92 

AmeriSource  Health  (AAS)  44 
Amerus  Lite  Holdings  106 
AmSouth  Bancorporation  (ASO)  80 
Amway  10 
Ancfior  Steam  40 
Anheuser-Buscli  (BUD)  40 
Aplio  52 

Applebee  International  (APPB)  70 
Apple  Computer  (AAPL)  98 
Arcadia  Investment  104 
AT&T  (T)  32,  34. 70 
@Home(ATHWI)  10,34 
Auto-By-Tel  93 

Automotive  Resources  Asia  48, 50 
AutoPacific  42 
Autowebcom  93 

B 


Banamex-Accival  90 

Banco  Santander  90 

BankAmerica  (BAC)  64 

Bankers  Trust  (BT)  6 

Bank  Pius (BPLS)  92 

Baron  (A.R)  86 

Bear  Steams  84,86 

Bell  Atlantic  (BEL)  32,  34 

BellSouth  (BLS)  32 

Ben  &  Jerry's  Homemade  44 

Bergen  Brunswig  (BBC)  44 

Best  (AM)  106 

Bezeq  Telecom  96 

Blair  (DH)  86 

Boeing  (BA)  116 

Borland  International  (BORL)  52 

Boston  Beer  (SAIVI)  40 

Boston  Consulting  Graup  93 

Boston  Market  (BOST)  70 

Brooker  Group  48 

BTAlex  Brown  (BT)  104 

Burger  King  (GRM)  28,  70 

Burnett  (Leo)  76 


Cadbury  Schweppes  98 
Cambridge  Consultants  98 
Cambridge  Display  Technology  98 
Cantab  Pharmaceuticals  98 
Cardinal  Health  (CAH)  44 
Careal  Holding  4 
Case(CSE)  56 
Caterpillar  (CAT)  56 
C-Cube  Microsystems  52 
Celsis  International  98 
Challenger  Gray  &  Chnstmas  28 
Chipotle  70 
Chiroscience  98 
Chrysler  (C)  48, 93 
Chubb  96 
CiMatnx  96 
Citroen  50 

Claire's  Store  (CLE)  92 
Clover  Capital  Management  80 
Coca-Cola  (KG)  70, 76, 80 
Columbia/HCA  Healthcare  (COL)  80 


Companhia  Vale  do  Rio  Doce  90 
Computer  Associates  (CA)  4 
Computer  Sciences  (CSC)  4 
Conference  Board  113 
Conning  36 

Continental  Airlines  (GALA)  36 
Convergence  Partners  52 
Coots  (ACCOB)  40 
Corestates  Financial  28 
Corporate  Decisions  70 
Cowen  42,84 

Credit  Suisse  First  Boston  10,84 


Davis  Selected  Advisers  70 
DDBNeedham  76 
Deere  (DE)  56 
Del  Monte  Foods  36 
Delphi  Management  92 
Delta  Air  Lines  (DAL)  70 
Diagnostic  Group  80 
DMG  84 
Dohrmg  93 

Donaldson  Lufkin  S  Jenrette  10 
Don-A-Vee  Auto  Group  93 
Dow  Jones  (DJ)  10 
Dreamworks  SKG  10 


Eastman  Kodak  (EK)  70 
EBN  10 
Edmunds  93 
Electronic  Arts  104 
Emerson  Electric  (EMR)  56 
Equitable  106 
Ernst  &  Young  106 
EVEREN  Securities  70 
F 


Furman  Selz  32 
Fidelity  Federal  Bank  92 
Filtranic  Comtec  98 
First  Nationwide  92 
First  Union  (fTU)  28 
Ford  (F)  42, 48, 93 
Ftedetick  Btewing  40 

G 


Galoob  Toys  6 
Gannett  (GCI)  44 
Geico(BRK)  108 
General  Electric  (GE)  70 
General  Motors  (GM)  4,  30, 44,  • 
93, 

Glaxo  Wellcome  (GLX)  44,98 
Golden  State  Bancorp  92 
Goldman  Sachs  16,30,90 
GTE (GTE)  32 

H 


HaiiBabba  70 
Hatreds  98 
Healthsource  (HS)  36 
HealthSouth  (HRC)  80 
Hearth  Express  70 
Hewlett-Packard  (HWP)  30. 98 
Hitachi  (HIT)  98 
Hoechst  (HOE)  55,  98 
Honda  (HMC)  42, 48 
Hyundai  50 


Ibbotson  Associates  102 
IBM  (IBM)  70 
IMS  America  42 
ING  Barings  90.104 
Intel  (ItflC)  44,  98 


Intelligent  Electranics  (INEL)  92 
Interbrand  70 
International  Data  32 
InterVest  Financial  Services  84 
ITXC  Communications  34 


Janney  Montgomery  Scott  92 

Jeffries  6 

John  Hancock  106 

JW  Charles  Securities  92 


Kelley  Blue  Books  93 
Kia  48 

Knight-Ridder  (KRI)  44 
Kohlberg  Kravis  Roberts  36 
Komatsu  56 
Kredietbank  6 


Lazard  Freres  4 
Lear (LEA)  44 
Legg  Mason  (LM)  34 
Levi  Strauss  30 
LifeMark  80 
Little  (Arthur  D )  98 
Lucent  Technologies  (LU)  32 

M 


Manpower  (MAN)  28 
Manufacturers  Lite  Insurance  106 
McDonald's  (MCD)  70,76 
McGraw-Hill  (MHP)  10,22,113 
McKesson  (MCK)  44 
MedPartners  (MDM)  80 
Merck  (MRK)  42 

Merrill  Lynch  (MER)  10,16.84.86 
Metropolitan  Life  106 
Micro  Link  96 

Microsoft  (MSFD  20,  30,  36, 44,  93, 
98 

Midway  Games  104 
Miller  Brewing  (MO)  40 
Milliman  &  Robertson  47 
Mitsubishi  48,50 
MMS  International  (MHP)  113 
Moody's  Investois  Setvice  (DNB)  106 
Motgan  (J  P)  (JPM)  70,90 
Motgan  Stanley  Dean  Witter 
(MWO)  4,  28, 30, 40,  70,  90 
Motorala  (MOT)  20, 32 
Murray  Ohio  Manufactunng  6 


NationsBanc  Montgomery  Securities 

(NB)  64 
Nestle  33 
Netptoducts  98 
Netscape  Communications 

(NSCP)  20 
Newel  Technology  20 
New  York  Times  (NYT.A)  44 
NexTel  Communications  (NXTL)  32 
Nike(NKE)  10,44 
Nintendo  104 
Nissan  42 

Nomura  Securities  22 
Norrell  108 

Northwest  Airlines  (NWAC)  36 
Norwest(NOB)  28 


Omnipoint  32 
Oracle  (ORCL)  98 
Orbitex  Management  104 
Oxford  Health  Plans  (OXHP)  36,  80 


Pacific  Mutual  106 
Pete's  40 

Philips  Electronics  (PHG)  98 
Phillips-Van  Heusen  (PVH)  28 
PhyCor(PHYC)  80 
Power  U  O.)  93 
Powet  Computing  98 


PrimeCo  Personal 
Communications  32 
Proton  50 

Prudential  Life  Insurance  106 
Psion  98 

Puma  Technology  20 
Pyramid  40 

Q 


Quaker  Oats  (OAT)  76 
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Editorials 


JAPAN  NEEDS  TO  FACE  THE  MUSIC-NOW 


Japan's  economic  decline  is  a  sad  spectacle  of  denial  and  de- 
fiance. Once  a  model  to  emulate,  the  Japanese  economy  is 
now  the  subject  of  derision.  Once  the  fastest-gTowing  indus- 
trial nation,  Japan  is  now  the  slowest.  Strong  corporations  re- 
main powerful  global  players,  but  the  Japanese  economy  is 
caught  in  a  vicious  downward  cycle  of  shrinking  activity, 
shattered  consumer  confidence,  and  ineffective  government 
policies.  Just  when  Japan  should  take  the  lead  in  helping 
Asia  recovei",  it  is  part  of  the  problem,  not  the  solution. 

A  veritable  choras  of  top  Asian,  European,  and  American 
officials  are  asking  Tokyo  to  change  policies.  Malaysia,  which 
built  its  pi-ospeiity  on  a  closed  Japanese  mercantilist  model,  is 
now  pleading  for  Tokyo  to  deregulate  and  open  its  mai'kets  to 
imports  from  the  rest  of  Asia.  At  the  recent  G-7  meeting, 
Germany,  France,  and  Britain  joined  the  U.  S.  in  an  un- 
precedented public  request  for  Japan  to  cut  taxes  to  raise  con- 
sumption, boost  domestic-led  gTowth,  and  buy  more  from 
Korea,  Thailand,  and  Indonesia.  A  confidential  study  by  the 
International  Monetary  Fund  states  that  Japanese  officials 
have  done  too  little  too  late. 

Japan's  I'esponse  so  far?  It  denies  responsibility.  In  fact, 
Japan  dramatically  changed  the  tenns  of  trade  in  Asia  by  al- 
lovnng  the  yen  to  plummet.  It  chose  to  promote  exports  rather 
than  stimulate  its  economy  and  absorb  imports.  The  move 
followed  China's  devaluation,  putting  the  rest  of  Asia  in  a 
pincer  that  set  the  stage  for  the  ciuTent  crisis.  The  competitive 
devaluations  backfii-ed.  This  January,  Japan's  exports  to  Korea 
were  down  42%  fi-om  a  year  earlier,  and  exports  to  Thailand 
and  Malaysia  were  off  35%  and  16%,  respectively. 


Japan  also  has  been  in  denial  about  its  own  econon" 
malaise  for  nearly,  seven  years.  Despite  prodding  by  tl 
U.  S.  and  others  to  deregulate  its  economy  and  cut  taxes 
boost  consumption,  it  has  relied  on  its  old  mercantilist  faith 
the  magic  of  a  trade  surplus.  Yet  a  foreign  exchange  poll 
that  has  weakened  the  yen  by  nearly  40%  has  failed  to  : 
crease  growth. 

What  may  be  holding  back  Japan  the  most  is  an  obsessi 
with  the  care  and  feeding  of  its  aging  population.  The  sar 
centralized,  bui'eaucratically  run  system  designed  to  conce 
trate  and  funnel  savings  into  production  is  now  channeling 
into  retirement.  Tokyo  is  raising  taxes  to  get  its  fiscal  hoi 
in  order  and  is  dragging  its  feet  on  dei'egulation  for  fear 
unleashing  costly  unemployment  on  its  older  workers.  E 
nomic  anxiety  is,  in  turn,  leading  people  to  save  even  mc 
and  spend  less,  further  dampening  growth.  What  is  surel; 
noble  goal  is  turning  into  an  economic  nightmare. 

All  the  industrialized  countries  face  the  same  problem, 
the  U.  S.  is  now  discovering,  high  economic  growth  ame. 
rates  the  Social  Security  and  Medicare  burden  caused 
aging  baby  boomers.  But  Japan  is  imwilling  to  chance  refo 
and  take  the  high-gi'owth  solution.  Instead,  it  is  mistake 
choosing  no-gi'owth  policies. 

The  transformation  of  one  of  the  most  dynamic  econon 
in  recent  history  into  a  defensive,  stagnant  caretaker  soci 
is  a  tragedy  of  immense  proportions.  For  years,  Japan's  st 
born  unv\allingness  to  cut  taxes  and  deregulate  led  to  chi 
ic  trade  finction  with  the  U.  S.  Now,  it  has  imdermined  As 
prosperity,  and  its  own. 


THE  EURO  MAKES  TRADE  A  NEW  GAME 


Get  ready  for  the  protectionist  Cassandras  to  begin  shout- 
ing their  alarms  in  the  months  ahead.  The  trade  deficit, 
because  of  the  Asian  crisis,  is  set  to  explode.  As  Asia  drops 
into  recession,  it  may  peak  out  at  $300  billion. 

There  is  no  cause  for  panic  over  this  short-teiTn  bulge  in  the 
U.  S.  deficit  (page  30).  The  Ameiican  economy  is  nearly  twice 
as  lar'ge  as  it  was  in  1987,  the  last  time  the  deficit  loomed  as  a 
problem.  As  a  percentage  of  gross  domestic  product,  the 
deficit,  at  its  worst,  vriU  be  smaller  than  a  decade  ago.  U.  S. 
companies  are  also  fai-  more  competitive  now.  Exports  were  ex- 
tremely strong  before  Asia  hit  the  wall  and  will  be  stronger 
still  in  the  future.  Exports  to  Mexico  are  at  record  levels, 
two  years  after  that  countiys  financial  crisis.  Market  openings, 
and  financial  refoniis  mandated  by  the  International  Monetaiy 
Fimd,  will  produce  record  U.S.  exports  to  Korea,  Tliailand,  and 
other  Asian  countries  a  year  or  two  down  the  road. 

But  there  is  no  room  for  complacency.  Thanks  to  the  dol- 
lar's role  as  resei-ve  currency  in  world  financial  markets,  the 
U.  S.  has  been  able  to  do  what  no  other  country  can — con- 


sistently import  mor"e  goods  than  it  exports.  Dollar  he 
mony  has  raised  America's  standarxl  of  living  beyond  whj 
could  othei-wise  attain.  People  hold  the  dollar  overseas 
cause  it  is  a  good  store  of  value  and  because  there  is  n( 
temative.  Until  now,  that  is.  Soon  a  competing  numeraire, 
new  euro,  vdll  make  its  appearance.  And  Europe's  sii 
currency  could  make  it  much  harder-  for  America  to  conti 
roinning  cmrent-account  deficits.  Germany  and  France  full; 
tend  to  make  the  euro  a  reserve  currency.  They  see  it  as 
financial  equivalent  of  Europe's  Airbus  Industrie,  the  orrly 
jor-  competitor  anywhere  to  the  U.  S.'s  Boeing  Co. 

The  U.  S.  owes  some  $5  trillion  to  dollar  holders  abr 
thanks  to  three  decades  of  trade  deficits.  This  "dollar  o 
hang"  hasn't  been  a  pr-oblem  to  date.  But  by  2001,  the  |fst 
competing  store  of  value  to  the  dollar  since  the  days  I  i 
str-ong  pound  sterling  will  be  here.  No  one  knows  whatFii 
happen.  But  though  the  impending  sur-ge  in  the  trade  d(icii 
poses  no  immediate  threat,  America  should  ponder  gettintit^ 
trade  house  in  order  The  euro  could  change  everything!. 
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THE  FUND  FRONT 


THAT  FINE  PRINT 
CAN  BURN  YOU 

EVERY  INVESTOR  LOVES  A  TAX 
break.  But  at  Charles 
Schwab,  one  break  may  not 
be  quite  as  good  as  it  seems. 
In  a  print  ad  for  its  Schwab 
1000  Fund,  which  holds  stock 
in  the  1,000  largest  public 
companies,  Schwab  extolls 
the  fund's  "tax  efficiency."  It 
prominently  notes  that  for 
seven  years  the  fund  has  dis- 
tributed no  taxable  capital 


gains:  As  an  index  fund,  it 
basically  buys  and  holds. 

What  the  ad  doesn't 
explicitly  say,  howev- 
er, is  that  the  fund  still 
^  generates  small  divi- 
dends, which  are  usually 
taxed  at  a  higher  rate  than 
capital  gains.  Michelle  Swen- 
son,  Schwab's  top  mutual- 
fund  marketer,  says  there 
was  no  intention  to  mislead 
potential  investors.  "It 
hadn't  occurred  to  anyone 
here,"  she  says.  "When 
Chuck  [Schwab]  talks 
about  tax  efficiency, 
he's  talking  about  capital 
gains."  The  ad  also  satisfied 
the  National  Association  of 
Securities  Dealers,  which 
checks  mutual-fund  ads.  It 
declined  to  comment. 

Swensen  says  she'll  review 
the  ad  and  make  fixes,  if 
need  be:  "Maybe  we  can  do 
this  with  a  footnote."  Perhaps 
it  would  note  that  Morn- 
ingstai'  says  the  fund's  aver- 
age annual  pretax  total  re- 
turn fi-om  1992-97  was  19.1%, 
but  dropped  to  18.6%  after 
taxes.       Jeffrey  Laderman 


TINSELTOWN 

LIGHTS!  CAMERA! 
DEATH  STICKS! 

REMEMBER   KATE  WINSLET 

and  Leonardo  DiCaprio  in 
Titanic,  lighting  up  before 
the  ship  went  down?  How 
about  Sharon  Stone 
puffing  away  in  Dia- 
bolique  with  those 
dark  glasses  on? 

Maybe  nobody  in 
Hollywood  ever  read 
the  Sui'geon  General's 
warning.  Only  14^f 
of  Americans  now 
smoke.  But  there  has  THE  LOOK: 
been  a  big  upswing  in  Stone 
movie  smoking  in  the 
'90s,  says  Stanton  Glantz  and 
Theresa     Stockwell,  re- 
seai'chers  at  the  University  of 
California  at  San  Francisco. 
In  a  study  published  in  the 


journal  Tobacco  Control,  they 
monitored  smoking  in  top- 
grossing  films  since  1960. 
Someone  smoked  about  once 
for  eveiy  five  minutes  of  film 
time  in  the  1960s.  In  the 
1970s  and  1980s,  the  rate 
di'opped  to  once  eveiy  10-15 
minutes.  But  in  the  backslid- 
ing '90s,  character's 
light  up  as  often  as 
eveiy  thi"ee  minutes. 

And  in  films  re- 
leased from  1991  to 
1996,  the  researchers 
say  57%  of  all  leading 
characters  smoked. 

Glantz  can't  explain 
the  increase,  but  he 
says   that  "tobacco 
use  in  the  movies  is 
associated  with  youthful  vig- 
or, good  health,  good  looks." 
Joe  Camel  may  be  retired, 
but  his  legacy  lives  on  in 


Hollywood.  Catherine  Artist 


TALK  SHOW  UWe  felt  that  a  lot  of  rights  have  eroded  in  thi 
country.  Our  freedom  of  speech  may  be  the  only  one  we  have 
left  to  regain  what  we've  lost." 

— Jxiror  Pat  Goivdy  after  Texas  cattle  ranchers  lost  their  beef 
defamation  suit  against  Oprah  Winfrey 

l-WAY  PATROL 

A  WEB  SITE  FOR  SORE  EYES 


CBS  GOT  LESS  THAN  STELLAR 

marks  for  its  Olympic  cover- 
age, but  its  partners  at  cbs- 
Sportsline  captured  a  medal 
for  their  Web  site.  They  have 
high  hopes  of  scoring  just  as 
big  with  the  ncaa 
men's  basketball 
tournament. 

Tlie  fom-yeai-old 
company  that  nms 
the  Web  site, 
Sportsline  usA, 
showed  a  245%-  in- 
crease in  viewer- 
ship  during  Na- 
gano, more  than 
any  of  the  other 
big  sports  sites. 
And  according  to  Relevant- 
Knowledge,  which  rates  Web 
viewership,  Sportsline  was 
the  third-most-watched  site, 
beliind  No.  1  espn  SpoitsZone 
and  the  official  Olympics  site. 


NCAA:  "Good  start  " 


It  also  knocked  another  bi 
site,  cnnsi,  into  foui-th  plac- 
Best  of  all,  Sportsline  reape 
more  than  $2  million  in 
revenue,  40%  of  its  1997  tots 
from  advertisers  such  as  Bu( 
weiser  and  Intel, 
Although  CE 
Michael  Lev 
thinks  Sportsline 
ratings  were  ui 
dercounted,  he 
optimistic.  "'^ 
have  momentur 
and  CBS  picking  i 
NFL  is  another  b 
plus  for  us,"  sai 
Levy.  He  also  sa; 
that  nc:aa  baske 
ball  is  "off  to  a  good  start." 

Wliile  the  CBS  connection 
a  major  plus  for  Sportsline, 
also  mns  the  home  pages  f( 
high-profile  athletes  such 
Tiger  Woods.  Gail  DeGeon 


CAR  TALK 

FOR  THE  DRIVER  WHO 
HAS  EVERYTHING 

THE  ballerina  FLITTING 
about,  dressed  as  Rolls- 
Royce's  "Spirit  of  Ecstasy" 
hood  ornament,  may  have 
been  overkill.  Then  again,  it's 
not  every  day  that  Rolls- 
Royce  Motor  Cars  unveils  a 
new  make.  In  fact,  there 
hasn't  been  a  new  Rolls  for 
18  years.  Now  there  is. 

The  Rolls-Royce  Silver 
Seraph,  which  debuted  at  the 
Geneva  motor  show  on  Mai\ 
3,  is  a  sleekly  rounded  ode 
to  excess  with  a  base  price 
of  about  $255,000.  And  what, 
you  may  ask,  does  one  get 


lor  the  price  of  a  dozen  Ho 
da  Accords?  For  starters, 
sedan  with  vast  expanses 
burled  walnut  and  leathc 
Plus,  options  such  as  tl 
$8,900  dual  video  monito 
with  cordless  headphones. 

The  carmaker  hopes  tl 
Seraph  will  boost  sales,  i 
eluding  its  Bentleys,  to  2,5( 
cars  this  year,  from  1,900 
1997.  Still,  the  Seraph  r 
minds  Britons  that  the  si 
is  setting  on  another  piece 
the  empire.  German  au 
makers  BMW  and  Volkswagf 
have  both  said  they  want 
buy  Rolls  from  its  own( 
Vickers  plc,  though  neith 
has  made  a  bid  yet.  So  a  dt 
may  not  be  announced  un 
April.        Kathleen  Kerw 
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THEM: 
Arrogance 
nderscores 

results. 


Anotner  ueioitte  Lonsuiting  uinerence 


DELOITTE 
CONSULTING: 

Arrogance 

undermines 

results. 


For  too  many  consultants,  arrogance  is  a  badge  worn  proudly. 
They  think  it  gives  them  credibility.  Some  claim  that  clients  expect  it. 

At  Deloitte  Consulting  we  have  a  passionate  disdain  for  arrogance. 

We  believe  it  stands  in  the  way  of  strong,  productive 
working  relationships  and  sustainable  results. 

So  we  treat  our  clients  and  their  people  with  respect. 
And  we  encourage  collaboration  and  trust  across 
all  levels  of  your  organization. 

Which  helps  us  deliver  a  remarkable  degree  of  buy-in  to 
changes  at  hand.  And  gives  us  the  ability  to  transfer 
the  additional  knowledge  and  new  skills  your  people  will  need 
to  keep  those  changes  from  unraveling  once  we're  gone. 

For  results  you  count  on  today.  And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 


Deloitte  &  louche  Consulting 

Group 

 J 


:e  &  louche  Consulting  Group  LLC 


www.dtcg.com 


Up  Front 


DRAWN  &  QUARTERED 


FOODSTUFF 


PROCTER  &  GAMBLE'S  CHIP  UPGRADE 


CANS     OF      PROCTER  & 

Gamble's  Olestra-made 
Pringles  potato  crisps  now 
say  that  the  snacks  with  the 
controversial  fat  substi- 
tute have  "Amazing- 
Taste."  Evidently, 
though,  it's  not  amazing 
enough.  The  consumer- 
products  company  will 
soon  begin  selling  fat- 
free  Pringles  made 
with  a  new  recipe.  Or, 
as  P&G  says,  there  will 
be  a  "flavor  upgrade." 

The  leap  to  good 
taste  follows  a  p&g- 
sponsored  study  in 
the  Journal  of  the 
American  Medical 
Assn.  on  the  effects 
of  Olestra.  The 
study  concluded 
that  consimiers  suf- 
fered no  higher  lev- 
els of  gastric  distress  from 
Olestra-made  potato  chips 
than  from  traclitional  ones. 
But  it  also  said  consumers 
didn't  like  the  taste  of  Olestra 


chips  as  much.  The  maker  of 
the  chips  in  the  study,  Frito- 
Lay,  is  changing  its  recipe. 
Now  P&G,  which  makes 
Olestra,  is  follow- 
ing suit  with  its 
fat-ft-ee  Pringles. 

P&G  insists  that 
the  Olestra  potato 
chip  study  had  no 
influence  in  its  de- 
cision to  change  the 
Pringles  recipe.  It 
was  being  fine-tuned 
prior  to  the  study. 
The  company  also 
says  that  this  isn't 
even  the  first  time 
the  Pringles  recipe 
has  been  changed.  At 
any  rate,  the  new 
Pringles  version,  says 
P&G,  will  appear  in  se- 
lected Midwest  markets 
in  .  March,  with  a  taste 
that  is  supposed  to  be  "more 
potato-ey."  That  should  not 
be  too  much  to  ask  of  a 
snack  food  that  is  made  fi'om 
potatoes.     Jeff  Harrington 


SLUGFESTS 

LOOKOUT- 

BIG  BERTHA  IS  MAD 

GOLFERS  LOVE  PLAYING  WITH 

Big  Bertha.  That's  the  hot- 
selling  oversize  club  made  by 
Callaway  Golf  that  sells  for 
up  to  $*700.  But  a  golf  ball 
hyped  as  the  perfect  match 
for  Big  Beitha  is  being 
sold  by  a  Callaway 
competitor,  Spalding 
Sports  Worldwide. 
Ajid  that  has  Calla- 
way so  teed  off'  that 
it  is  suing  Spalding 
for  trademark  infi-inge- 
ment,  false  advertising,  and 
unfaii'  competition. 

Boxes  of  Spalding's  Top- 
Flite/Club  System  C  balls, 
which  go  for  $54  a  dozen, 
feature  a  picture  of  a  Calla- 
'ay  club  and  say  the  balls 
will  help  improve  play  with 
Big  Bertha  drivers.  The  box 


4 


carries  a  disclaimer  noting 
that  the  product  has  no  con- 
nection to  Callaway.  But  that 
has  failed  to  satisfy  Calla- 
way— largely  because  it 
wants  to  stall  its  own  line  of 
Big  Bertha  balls. 

Spalding  doesn't  care.  "We 
reviewed  tliis  packaging  thor- 
oughly piior  to  launching  the 
product,"  says  Jolm  Hoagland, 
a  Top-Flite  exec.  "We 
have  no  doubt  that  it 
complies  with  the  law. 
and  we  are  confident 
the  comt  will  agree." 
Meanwhile,  Taylor 
Made   Golf,  another 
company  whose  clubs  ai"e 
featured  on  Top-Flite  box- 
es— with    a    similar  dis- 
claimer— has  decided  to  sit 
out  the  legal  fracas.  Taylor 
also  disai^proves  of  Spalding's 
tactics.  iMaybe  they  all  should 
relax — and  settle  the  whole 
thing  with  18  holes  of  match 
play.  Denn  is  Blank 


SHOW  BIZ 


THE  FILMMAKER  IS  A  THEATER  CRITIC 


GEORGE    LUCAS,   THE  MAN 

behind  the  Star  Wars  and  In- 
diana Jones  movies,  is  ah-eady 
one  of  America's  top  film- 
makers. Now,  he  is 
poised  to  become  its 
top  theater  cop,  too. 

For  15  years, 
THX,  a  division  of 
Lucasfilm,  has  made 
a  business  of  rating 
6,500  U.  S.  theaters 
for  film  distributors 
based  on  sound  and 
picture  quality  as 
well  as  cleanliness 
and  comfort.  Now, 
the  company  may 
make  its  list  of  best  theaters 
public  through  its  Internet 
site — if  distributors  approve. 
"We  have  to  make  sm-e  there 
is  a  benefit  to  our  exhibitors," 


COLD  EYE?  L«  COS 


says  Marc  Spector,  head 
marketing  for  thx.  "But 
will  trial-balloon  it." 
Filmgoers  may  love  t 
idea,  but  theat 
owners  are  reacti 
like  Darth  Vad 
faced  with 
Rebel  Alliance.  "^ 
would  have  a  pr 
lem  with  it," 
Phil  Zacheret 
spokesman  for  I 
2,350-screen  Re, 
Cinemas  chain.  T 
problem:  The  Lu( 
unit   also  sells 
sound  system.  "W 
are  you  going  to  judge  b- 
ter:  one  with  your  sound  s; 
tem  or  one  without?"  Do  y 
sense  a  disturbance  in 
Force?  Roy  Furchg 


THE  BIG  PICTURE 


DOING  THE  SPLITS  As  the  market  booms,  companies 
are  increasingly  splitting  their  stock  to  make  it  more 
affordable.  Last  year's  235  splits  exceeded  the  previous 
record,  1983's  225.  Thus  far  in  1998,  the  pace  has  stayed 
strong,  with  52  splits,  such  as  Lucent,  CIGNA,  and  Amoco. 


FOOTNOTES    Percentage  of  people  who  say  that  insurance-claim  padding  is  O.K.:  1993,  22%;  199 
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The  New  Chrysler  Town  &  Country 


We  made  it  exceptionally  quiet. 

However,  it  still  produces  an  occasional  buzz. 


Chrysler  Town  &  Country.  "America's  Most  Appealing  Minivan"  Two  Years  In  A  Row. 

—  J.D.  Power  and  Associates 

For  the  second  year  in  a  row,  the  Chrysler  Town  S*  Country  has  been  honored  with  J.D. 
Power  and  Associates'  prestigious  APEAL  award.  In  their  recent  study.  Town  &  Country  tied 
as  Americas  Most  Appealing  Minivan  "after  its  owners  rated  it  on  over  100  attributes* 
So  while  we  always  insist  that 
it  be  quiet,  we  certainly  don't 


mind  hearing  this  sort  of  noise. 


ENGINEERED      TO      BE      GREAT  CARS 


/ver  and  Associates  1997  APEAL  Study— Automotive  Perlormance,  Execution  and  Layout  Study  '  Segment  Compact  van  Study  bait-d  on  a  total  of  29.187  consumer  responses 


BusinessWeek 


Editor's  Memo 


EDITOR-IN-CHIEF:  Stephen  B  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

Sarah  Barllett,  Robert  J  Dowling.  G.  David  Wallace 

ART  DIRECTOR:  Malcolm  Frouman 

CHIEF  OF  CORRESPONDENTS:  James  E.  Ellis 

SENIOR  EDITORS:  Bob  Arnold  (New  Media).  Frank  J,  Comes,  William 
Glasgall,  Geoft  Lewis,  Paul  Raeburn,  Kathy  Rebello,  Jane  A.  Sasseen, 
Giro  Scotti.  Lee  Walczak  (Washington),  Elizat^eth  Weiner,  Chris  Welles, 
Seymour  Zucker 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

SENIOR  WRITERS:  Robert  Barker,  Anthony  Bianco,  John  A,  Byrne.  Jeffrey 
M  Laderman.  Gene  G  Marcial.  Karen  Pennar.  Otis  Port.  (3ary  Weiss 
ECONOMICS:  James  C.  Cooper  (Sr   Economist/Bus.  Outlook  ed  ). 
Kathleen  Madigan  Michael  J.  Mandel  (Economics  ed  ).  Peter  Coy. 
Gene  Koretz  (Trends  ed.).  Christopher  Farrell  (Contributing  ed.) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  ed  ).  Rose  Brady 
(European  Edition  ed.),  Duane  E-  Anderson.  Pete  Engardio,  Joan 
Warner  (Sr.  news  eds.);  John  Templeman  (Political  affairs);  Shen  Prasso 
(Asia);  John  Pearson  (Latin  America).  Kerry  Capell  (Finance) 
ASSOCIATE  EDITORS:  Catherine  Arnst.  Aaron  Bernstein.  Dan  Beucke, 
Amy  Dunkin,  Rick  Green.  Neil  Gross.  Keith  H.  Hammonds.  Kelley 
Holland.  Larry  Light.  Ira  Sager,  Leah  Nathans  Spiro,  Fred  Strasser.  Pat 
Wechsler 

PICTURE  EDITOR:  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 

DEPARTMENT  EDITORS:  Books:  Hardy  Green  Corporate  Finance:  Phillip  L 
Zweig  Corporations:  Nanette  Byrnes.  I  Jeanne  Dugan  Enterpnse:  Robin 
D  Schatz  Legal  Affairs:  Mike  France  Management:  Jennifer  Reingold 
Marketing:  Ellen  Neuborne  Markets  &  Investments:  Suzanne  Woolley 
Money  &  Banking:  Debra  Sparks  People:  Eric  Schine  Personal  Business: 
Edward  C  Baig  Scoreboards:  Frederick  F  Jespersen  Software:  Amy 
Cortese  Telecommunications:  Peter  Elstrom  Up  Front:  Robert  McNatt 
STAFF  EDITORS:  Lori  Bongiorno.  Heather  Green.  Toddi  Gutner.  Edith  Updike 
COPY  EDITORS:  Prudence  Crowther.  Harry  Maurer  (Deputy  chiefs).  Marc 
Miller.  Jim  Taibi  (Asst  chiefs);  Tim  Belknap.  Aleta  Davies.  Jack  Robbins. 
Doug  Royalty  (Sr );  Giles  Blunt.  Joseph  Mandel.  Anne  Newman.  David 
Pengilly.  Malka  Percal.  Lourdes  Valeriano  Researchers:  Gail  Fowler. 
Maria  Chapin.  Aida  Rosario.  Oluwabunmi  Shabi 
PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief).  Hallbcrg  Hallmundsson. 
Celine  Keating.  B  Kite.  Robert  S  Norman.  Rotiert  J  Rosenberg.  Victoria 
Rubin 

ART:  Jay  Petrow.  Steven  Taylor  (Deputy  dirs  );  Don  Besom.  Alice  Cheung. 
Andree  Kahlmorgan.  Christine  Silver  (Assoc  );  Peter  Marshutz  (Asst  ) 
Graphics  &  New  Media:  Arthur  Eves  (Creative  dir  );  Joan  Danaher 
(Graphics  dir ).  Rob  Doyle  (Assoc  ).  Jaime  Beauchamp.  Alan  Baseden.  Lisa 
Knouse  Braiman.  Alberto  Mena.  Ray  Vella  (Illustrators);  Eric  Hoffmann 
Imaging:  Annette  Fan-ell  (Mgr ).  Alan  Bomzer  (Asst.).  Leo  Nieter.  Joseph 
Rh.^mps 

PHOTO  EDITORS:  Scott  Mlyn  (Deputy).  Ronnie  Weil  (Sr );  Michael  Hirsch. 
Anne  Murray,  Andrew  Popper.  (Assoc  ).  Bettina  Baudoin.  Kathleen  Moore 
(Asst ).  M  Margarita  Eiroa.  Lawrence  Crowe.  Sarah  Greenberg  Morse 
(Researcher) 

EDITORIAL  OPERATIONS:  Yvonne  F  Rodrguez  (Director).  Wally  Baudin. 
Nicholas  M  White  (Mgrs  )  Karen  Butcher.  Francisco  C^rdoza.  Thomas  R 
Dowd.  Nancy  Gores.  Stephen  R  Lebron.  Jody  A.  LoGrasso.  Jose  L 
Martin.  Peter  K  Niceberg.  Jane  M  Perkinson.  Laura  Reissman.  Karen 
Turok.  Use  V  Walton.  Bartiara  Wilhelm  Donald  C  Pearson.  Guillermo  Ortiz 
EDITORIAL  TECHNOLOGY:  Thomas  L  Morgan  (Director).  Richard  Balestrino. 
David  Bandlei.  Mane  Bryant.  James  Kutz.  Neil  MacLeod.  John  Navarro. 
Juan  Rodriguez.  Marta  Skrelja.  Craig  Sturgis.  George  White 
BUSINESS  WEEK  ONLINE:  Michael  Mercuric  (Managing  ed  );  A  Peter 
Clem.  John  A  Dierdorff.  John  Johnsrud.  Dennis  K  Berman.  Nadav 
Enbar.  Paul  Eng.  Patrick  Lambert.  Diane  Young 
CORRESPONDENTS:  Atlanta;  David  Greising  (Mgr  ).  Nicole  Hams  Boston: 
William  C  Symonds  (Mgr ).  Paul  C  Judge.  Geoffrey  Smith  Chicago: 
Richard  A  Melcher  (Mgr ).  Roger  0  Crockett.  David  Leonhardt.  Andrew 
Osterland.  De'Ann  Weimer  Cleveland:  Peter  Galuszka  (Mgr )  Connecticut: 
Susan  Jackson  Dallas;  Wendy  Zellner  (Mgr ).  Stephanie  Anderson  Forest 
Detroit  Kathleen  Ken«in  (Mgr ).  Keith  Naughton.  Bill  Vlasic  Houston:  Gary 
McWilliams  (Mgr )  Los  Angeles;  Ronald  Grover  (Mgr ).  Larry  Armstrong  (Sr 
correspondent).  Steven  V  Brull.  Kathleen  Moms  Miami:  Gail  DeGeorge 
(Mgr )  Ptiiladelphia:  Amy  Banett  (Mgr )  Pittsburgh:  Stephen  Baker  (Mgr ) 
San  Francisco:  Peter  Burrows.  Steve  Hamm.  Linda  Himelstein.  Robert  D 
Hof.  Andy  Reinhardt  Washington:  Owen  Ullmann  (Sr  news  ed  ).  Douglas 
Harbrecht  (News  ed  ).  John  Carey.  Paula  Dwyer.  Howard  Gleckman  (Sr 
correspondents).  Amy  Borrus.  Stan  Crock.  Richard  S  Dunham;  Dean 
Foust;  Susan  B  Garland;  Paul  Magnusson;  Mike  McNamee;  Stephen  H 
Wildstrom  (Tech  &  You).  Catherine  Yang  Frankfurt:  Thane  Peterson 
(Mgr ).  Karen  Lowry  Miller.  David  Woodruff  Hong  Kong:  Joyce  Barnathan 
(Mgr).  Mark  L  Clifford.  Bruce  Einhorn  London:  Stanley  Reed  (Mgr).  Julia 
Flynn  Mexico  City;  Gen  Smith  (Mgr )  Moscow:  Patricia  Kf.3nz  (Mgr )  F^ris; 
Gail  Edmondson  (Mgr )  Rome;  lohn  Rossant  (Mgr )  Sao  Paulo:  Ian  Katz 
(Mgr )  Singapore:  Michael  Shan  iMgr  1  Tokyo:  Brian  Bremner  (Mgr ).  Robert 
Neff  (C>)ntributing  ed  ),  Irene  M  Kiinii,  Emily  Thornton  Toronto:  Joseph 
Weber  (Mgr ) 

EDITORIAL  SERVICES;  Broadcasting:  f  lay  Hoffman   Business  Manager: 

Barbara  Boyiiton  Information  Services:  Jimie  B  Russell  (Director). 
Karen  Stevens  (Mgi  ),  Judi  Crowe.  Debra  Dreskin  Fred  Katzenberg. 
Robert  Roeker.  Susann  Rutledge.  Barbara  Siiverbush,  Office  Manager: 
Roselyn  Kopit  Communications:  Robert  Pond  scio  (Director),  Christine 
Summerson  Readers  Report:  Yvette  Hernandez  Reprint  Permission: 
Janet  Gonzalez 

PUBLISHER:  David  G  Ferrn 

SR.  VP.  ASSOCIATE  PUBLISHER;  William  P  Kupper  Jr 
SR.  VP.  OPERATIONS:  S.irv  H  Hopkins 

SR.  VP.  MARKETING  &  BRAND  DEVELOPMENT:  Harold  K  Somerdyk 

VP.  STRATEGIC  PLANNING  &  PRODUCT  DEVELOPMENT:  Kimberly  Greer 

VPs.  SALES:  Constance  E   Bennett  (International).  Joanne  K  Bradford 

(Western  Region).  Dan  Dunn  (Midwestern  Region).  Robert  H  Kelly 

(Northeast  Region).  Louis  R  Mohn  (Southeast  Region) 

VP.  STRATEGIC  PROGRAMS:  James  H  McGraw  IV 

VP,  SALES  DEVELOPMENT:  Mark  A,  Flinn 

VP,  MANAGING  DIRECTOR/ASIA:  Stephen  B  Moss 

VP,  MANAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

VP, TECHNOLOGY  llmin.r;  I  Reed 

VP.  CONTROLLER:  l-Vrii.ird  J  Drackwicz 

DIRECTOR.  ADVERTISING  BUSINESS:  Linda  F  Carvalho 

DIRECTOR.  PRODUCTION  &  SALES  SERVICES:  Mario  J  Talluto 


EXPANDING  OUR  VIEWPOINTS 


The  Economic  Viewpoint  column 
plays  a  special  role  at  business 
WEEK.  It  is  the  magazine's  podi- 
um, where  a  select  group  of  outside 
voices  speak  forth  on  the  issues  of 
the  day.  Thoughtful,  provocative, 
and  sometimes  iconoclastic,  View- 
point columns  are  extremely  popu- 
lar among  business  week  readers. 
With  good  reason:  They  provide  eco- 
nomic insight  into  the  things  that 
matter  most  to  all  of  us,  from  mone- 
tary policy  and  taxes  to  how  fast  the 
economy  can  grow. 

The  column  deliberately  presents  a 
wide  range  of  perspectives  that 
spans  the  political  spectrum.  The 
goal  is  to  let  the  reader  decide  which 
analysis  makes  the  most  sense  and 
which  columnist  "nailed"  the  contro- 
versial issue  of  the  moment. 

We  are  proud  to  announce  the  ar- 
rival of  three  new  View]3oint  colum- 
nists. Laura  D'Andrea  Tyson  is  a 
professor  of  economics  and  business 
administration  at  the  University  of 
California  at  Berkeley.  Hei'  work  on 
trade  and  U.  S.  competitiveness  in 
high  technology  landed  her  in  Wash- 
ington, where  she  headed  President 
Clinton's  Council  of  Economic  Advis- 
ers. She  then  moved  on  to  take  the 
reins  at  the  National  Economic 
Council  until  1996.  Tyson  knows  in- 
ternational economics  from  both  the- 
oretical and  apphed  points  of  view. 
Her  first  column  posed  the  question: 


Do  we  need  the  International  Mone-  ; 
tary  Fund  (Mar.  9)? 

Robert  J.  Barro,  a  Harvard  Uni- 
versity professor  of  economics,  is  a 
seminal  thinker  in  the  field.  His  work 
on  growth,  monetaiy  policy,  business 
cycles,  and  the  relationship  between 
democracy  and  gi'ovirth  is  shaping  the 
nation's  economics  agenda.  Barro's 
abihty  to  relate  markets  to  social  is- 
sues, such  as  the  role  of  beauty  in 
business  (page  18),  makes  for 
provocative  reading. 

Jeffrey  E.  Garten  is  dean  of  the 
Yale  School  of  Management.  Garten 
was  a  managing  du-ector  of  the 
Blackstone  Gi'oup,  a  Wall  Street  in- 
vestment fii'm,  before  becoming  Un- 
der Secretary  of  Commerce  for  In- 
ternational Ti-ade.  His  experience 
provides  keen  insight  into  global 
management  issues  critical  to  Corpo- 
rate America.  His  first  column:  How 
do  global  corporations  balance  profits 
and  social  responsibilities  (Feb.  9)? 

The  new  columnists  will  join  Gary 
S.  Becker,  Robert  Kuttner,  and  Paul 
Craig  Roberts.  We  don't  promise 
that  you  will  agree  with  all  our 
Viewpoint  columnists.  We  do  think 
they  will  draw  you  into  the  great 
conversations  of  our  era. 

IS. 

Editor-in-Chief 
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PUTERS  THAT  CAN 

EN  AND  UNDERSTAND  

cabled  people  have  great  need  for 
ologies  that  help  them  gain  inde- 
snce.  As  profiled  in  "Let's  talk" 
ial  Report,  Feb.  28),  speech  tech- 
y  is  one  that  gives  the  disabled 
s  to  computers.  The  Internet  has 

potential  for  sharing  infomiation 
;  treatment  and  research.  As  I 

more  people  who  have  limited  or 
e  of  their  hands,  I  recognize  how 
il  this  can  be. 

Christopher  Reeve 
Chaii'man 

Christopher  Reeve  Foundation 
New  York 

r  WORKERS  WANT  A  SAY  IN 
NS'  POLITICAL  GIVING 

"Labor  and  the  gop:  A  shootout  in 
mia"  (News:  Analysis  &  Commen- 
Feb.  16),  you  quoted  afl-cio  Pres- 
John  Sweeney's  claim  that  Propo- 
226  is  "an  attempt  by  consei-vatives 
usiness  to  silence  the  voice  of  work- 
milies."  Yet  you  did  not  note  that 

poll  conducted  on  Pi-op  226  shows 
nore  than  65%  of  union  members 
)emocrats  support  our  efforts  to 
union  leaders  more  accountable  on 
hey  spend  members'  dues  on  poli- 
'rop  226  places  the  same  requu'e- 
;  on  employers  as  it  does  on  luiions: 
yroll  deductions  for  politics  with- 
worker's  permission, 
lile  I  welcome  the  support  of  na- 

leaders,  Pi'op  226  proudly  wears 
bel  "Made  in  Califoniia."  The  idea 
e  initiative  was  hatched  in  my  liv- 
)om. 

Mai'k  Bucher 
Co-Chairman,  Yes  on  226! 

Tustin,  Cahf. 


RECTIONS&  CLARIFICATIONS 

3  tables  accompanying  "Is  this  the  end 
e  glory  days?"  (Corporate  Scoreboard, 
2),  the  correct  change  in  Crown  Cork 
al's  12-month  profits  was  6%,  and  the 
h-quarter  1996  margin  was  2.0%.  For 
ilass,  Metal  &  Plastic  industry  group, 
hange  in  12-month  profits  was  32%, 
!  the  fourth-quarter  1996  margin  was 


Dduction  error  omitted  the  byline  in 
irgency  surgery  for  MedPartners"  (Peo- 
i(1ar.  9).  The  story  was  written  by  Nicole 
s  in  Birmingham,  Ala.,  with  Anthony 
CO  in  New  York. 


CRAMPING  COACH  PASSENGERS 
TO  CODDLE  FIRST  CLASS  

Your  otherwise  informative  story 
"Airlines  raise  their  class  conscious- 
ness" (News,  Analysis  &  Commentary, 
Feb.  23),  was  somewhat  inaccurate  re- 
garding TWA.  Our  airline's  main  cabins 
currently  offer  passengers  31 -inch  seat 
pitch — which  is  as  much  room  as  any 


competitor  offers  and  more  room  than 
many.  We  formerly  provided  two  or 
three  additional  inches  between  the 
rows  in  coach  class.  We've  moved  that 
space  up  front  to  add  60%  more  first- 
class  seats  in  our  domestic  cabins.  This 
gives  business  travelers  more  oppor- 
tunities than  vdth  any  other  airline  to 
reserve  or  upgrade  into  a  first-class 
seat.  Business  fare  travelers  pay  more 


"Boy!  This  thing's  been  wandering  around 
for  quite  a  while.  Which  reminds  me... 
have  we  notified  the  Big  Phone  Company 
we  re  going  with  that  Williams  network?" 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Vi'^it  www-willtales.com,  or  call  1-800-WILLlAMS,  tor  a  trunk  full  ot  communications  solutions. 


'1998  The  Williams  Companies,  Inc. 
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and,  because  of  that,  think  they  de- 
serve more.  We  agree. 

Mark  E.  Abels 
Vice-President 
Corporate  Communications 
Ti'ans  Workl  Airhnes  Inc. 

St.  Louis 

The  airlines'  strategy  of  coddling  fii'st- 
class  i)assengers  at  the  expense  of  econ- 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword'  BW 
To  sign  up  for  BW  on  AOL,  call  (800)  541-4848 
and  mention  Business  Week. 


Shopping  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.inaven.businessweek.com 


omy  class  is,  as  usual,  a  false  strategy  de- 
signed to  maximize  their  short-terTn  prof- 
its at  the  expense  of  long-term  gi'owth. 

The  willingnes.^  of  businesses  to  pay 
the  first-class  premium  will  shrink  at 
the  first  sign  of  economic  slowdown. 
The  airlines'  future  gi'owth  potential  is 
increasing  economy-class  travel  among 
the  evergrowing  population  of  leisure- 
rich  retirees.  Meanwhile,  the  constant 
improvement  in  electronic  communica- 
tions will  continue  to  reduce  the  de- 
mand for  business  travel. 

Thomas  T.  Semon 
Englewood  Cliffs,  N.J. 

COM  ED  LOOKS 

ON  THE  BRIGHT  SIDE  

Regai'ding  "The  scramble  to  keep 
Commonwealth  Edison  aglow"  (News: 
Analysis  &  Commentaiy,  Feb.  23),  Com- 
monwealth Edison's  I'esidential  rates  for 
electrical  power  compare  favorably  with 
those  of  other  major  metropolitan  ar- 
eas such  as  New  York  and  Los  Angeles. 
Over  the  last  five  years,  it  has  devoted 
considerable  resources  to  ensure  cus- 
tomers have  electricity  when  they  need 
it.  In  1999,  when  commercial  and  indus- 
trial customers  begin  exploring  an  open 


market,  Commonwealth  Edison  will  li 
poised  to  compete  for  their  business, 
well  as  oppoitimities  in  other  energy-r 
lated  service. 

John  T.  Costel 
Vice-Preside 
Corpoi'ate  Relatio 
Commonwealth  Edis( 
Chicai 
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Patho  TEK 
Cures  Common  Cold 


COLD  CURE  IN  A  lUnTLK, 

TEK.  is  due  for  release  in  mid  April. 

CoryzaCC  will  suppress,  and 
inlclely  wipe  out.       Tinioins  of  tb 
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Big  news  can  mean  big  opportunity.  In  the  tinne  it  takes  to  sneeze, 
you  can  catch  an  unbelievable  opportunity.  So  Trade  Now''"^.  Go 
directly  to  Datek...the  fastest  and  easiest  way  to  trade  on  the 
web.  Only  $9.99  for  any  trade*".  And  if  it's  not  executed  within  60 
seconds,  it's  commission-free.  Trust  your  trade  to  Datek.  And  stay 
in  the  running. 


NOW 

www.datek.com 


•  All  trades  up  to  5.000  shares  are  only  S9  99  Your  commission  is  waived  if  your  marketable  order  is  not  executed  within  60  seconds  Some  restrictions  to  this  offer  apply.  Please  check  our  |-^yY^p;|^ 
wpbsite  for  more  details  Average  execution  iime  on  marketable  orders  is  less  than  10  seconds  (as  of  1/10/98)  Free  news,  charts  and  research  provided  by  NewsAlert,  BigCharts<5i  and  ONLrNE 
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PRESCRIPTION  FOR  DISASTER 

The  Hidden  Dangers  in  Your  Medicine  Cabinet 

By  Thomas  J.  Moore 

Simon  &  Schuster .  271pp  •  $25 


WHEN  THE  CURE 
MAY  MAKE  YOU  SICKER 


Of  the  50  top-selling  pi'escription 
chugs,  only  foui-  are  "safe,"  says 
Thomas  J.  Moore,  a  medical 
wiiter  and  senior  fellow  in  health  policy 
at  George  Washington  University  Mecl- 
ical  Center.  Numerous  others,  he  claims, 
can  cause  addiction,  cancer,  or  heart 
problems.  And  the  number  of  Ameri- 
cans killed  by  pharmaceuticals  is 
quadruple  the  number  of  people  who 
are  murdered  and  double  the  number 
who  die  in  car  crashes.  Mooi'e  says  at 
least  a  million  each  year  are  "severely 
injured"  by  their  medications.  An  addi- 
tional 2  million  are  harmed  by  drugs 
administered  during  hospital  stays. 

Moore,  the  author  of  three  previous 
books  critical  of  medical  practice,  makes 
all  of  the  above  claims  in  Prescriptioti 
for  Disaster:  The  Hidden  Dangers  in 
Your  Medicine  Cabinet.  The  claims  are 
backed  up  with  references  to  studies 
conducted  by  the  U.  S.  Food  &  Drug 
Administration  and  others.  Moore's  goal 
is  to  make  the  public  less  complacent 
about  prescriptions — and  less  eager  to 
embrace  the  cult  of  the  magic  bullet. 
Prescription  for  Disaster  does  make  a 
comj^elling  case  that  medications  ranging 
from  heart  dnigs  to  antipsychotics  and 
pain  relievers  can  do  as  much  haiTn  as 
good.  But  Moore  neglects  a  serious  dis- 
cussion of  how  much  risk  is  acceptable 
when  people  are  ill  and  the  medicine  in 
question  might  help  them.  How  many  of 
the  peojjle  injured  by  diiigs  would  have 
died  otherwise?  Moore  sometimes  uses 
figures  disingenuously  to  make  his 
points.  But  he  raises  important  issues 
about  dnig  safety. 

A  key  problem,  according  to  Moore, 
is  that  there  is  no  effective  oversight  of 
drugs  already  on  the  market.  "To  mon- 
itor the  safety  of  ^,200  appi'oved 
drugs  . . .  the  P"'ood  &  Dnig  Administra- 
tion has  a  staff  of  just  54,"  he  writes. 
This  effort  receives  just  4%  of  the  fda 
budget  for  ding  evaluation — less  tlian  $5 


D 


million.  Doctors  are  supposed  to  report 
deaths  or  serious  injuries  caused  by  pre- 
scription drags.  But  Moore  notes  that 
only  about  1%  of  serious  events  are  re- 
ported, according  to  former  fda  Com- 
missioner David  A.  Kessler  Moreover, 
Mooi'e  says,  the  phai-niaceutical  industiy 
has  a  strong  motive  for  keeping  the 
public  in  the  dark:  Pubhc  wonies  about 
ding  dangers  "might  interfere  with  the 
relentless  drive  to  sell  ever  larger  num- 
bers of  drugs." 

Moore  also  takes  aim  at  doctors  who 
don't  tell  patients  about  side 
effects  or  who  prescribe 
drugs  merely  because  pa- 
tients demand  them.  An 
FDA  survey  found  that  70% 
of  patients  studied  were  not 
told  about  side  effects.  In- 
juiies  can  occui-  when  phar- 
macists don't  notice  harm- 
ful drug  combinations  or 
when  they  fail  to  provide 
labeling  information.  And  fi- 
nally, Moore  assigns  blame 
to  patients  who  don't  ask 
about  the  drugs  they  are 
taking  or  who  use  them  inappropriately. 

Moore  notes  that  dings  have  benefits, 
too.  Few  people  think  of  chemotherapy 
drugs  as  safe;  yet  their  beneficial  ef- 
fects against  cancer  make  the  risk  ac- 
ceptable. The  same  is  tine  of  drugs  for 
AIDS  or  serious  bacterial  infections. 
Moore's  arguments  are  strongest  when 
the  advantages  of  long-term  use  are  ei- 
ther very  small  or  unclear. 

Because  so  many  people  take  pre- 
scription drugs,  a  small  risk  of  danger- 
ous side  effects  can  translate  into  tens 
of  thousands  of  injuries.  Citing  fda  cal- 
culations, Moore  says  that  Eli  Lilly  & 
Co.'s  Prozac,  for  example,  "was  associ- 
ated with  more  hospitalizations,  deaths, 
or  other  serious  adverse  reactions  re- 
ported to  the  fda  than  any  other  drag 
in  America." 


THE  HIDDEN  DANGERS  IN 
YOMBMEDICIMEJBABJNET 


THOMAS  J.  MOORE 


Drugs  may  vdn  approval  followini 
clinical  trials  of  a  few  months  involv 
ing  controlled  populations  of  severa 
hundred  people.  But  later,  sui-prises  d 
occur  To  detect  these  problems,  th 
fda  relies  on  doctors'  voluntaiy  reports 
a  seriously  deficient  approach,  write 
Moore.  As  an  e.xample,  he  cites  a  stud  i 
of  doctors  in  Rhode  Island:  The  doc; 
tors'  files  show  26,000  adverse  reaction 
to  drugs,  but  only  11  of  these  were  re 
ported  to  the  fda. 

Even  when  the  government  issue 
warnings,  doctors  don't  always  hee 
them,  says  Moore.  Problems  with  th 
sleeping  pill  Halcion,  including  aggres 
sive  behavior  and  psychosis,  prompte 
the  fda  to  request  that  the  drag  not  b 
prescribed  for  longer  than  7  to  10  dayi 
But  a  1996  fda  report  found  that  SSf 
of  prescriptions  were  for  longer  per 
ods.  The  fda  could  do  nothing;  once 
drag  is  approved,  doctors  are  allowed  t 
use  it  as  they  see  fit. 

It's  hard  to  argue  that  society  hasnf 
profited  gi"eatly  fi'om  mocf 
ern  medicine,  but  it's  alsl 
clear  the  system  needs  heljj 
To  that  end,  Moore  offerl 
several  worthy  proposals 
although  they  may  be  diffi 
cult  to  enact  when  Congref 
is  looking  to  cut  taxes  an 
regulations,  not  expan 
them.  First,  he  calls  for 
beefed-up  fda  surveillanc 
system.  Drugs  should  b 
reevaluated  every  fiv 
years,  and  the  reporting  < 
adverse  effects  by  doctoi 
should  be  mandatory.  Companies  shoul 
be  required  to  do  long-term  studies  ( 
some  drugs,  using  money  from  a  ta 
on  companies  that  market  highly  pro 
itable  dings. 

Other  suggestions  include  a  standai 
rating  system  for  drag  toxicity  and,  en 
ploying  the  resources  of  managed-cai 
companies,  better  oversight  of  doctor 
prescriptions.  Finally,  there's  a  prime 
on  how  to  read  drug  labels  and  ha 
best  to  make  informed  decisions 
concert  with  a  physician — about  wheth< 
a  drag  is  necessaiy.  From  Moore's  poll 
of  view,  prescription  dings  represent 
double-edged  sword.  His  final  advic 
Respect  that  force  and  use  it  vrisely. 

BY  NAOMI  FREUNDLIC 
Freundlich  has  written  exte')isive\^^ 
on  hecdth-cure  issues. 


IN  ONE  STUDY,  DOCTORS  NOTED  26,000  ADVERSE 
DRUG  REACTIONS  BUT  REPORTED  ONLY  1 1 
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)an's  leading  telecom  provider  —  NTT  —  has  been  connecting  people  and  businesses  witti  cuttlng- 
je  services  for  over  100  years.  Today,  our  Global  Sysfems  Integration  Services  provide  failsafe  solutions 
end-to-end  corporate  connections  around  ttie  planet.  And  our  Arcstar  Glottal  Communications 
vices  unite  major  cities  across  ttie  U.S.,  Europe  and  Asia  with  high-speed  infocommunlcatlon 

 ^  highways.  As  we  continue  to  branch  into  new  areas,  one  principle  is  certain  to 

rCStar        endure:  we're  here  to  bring  people  together,  now  and  for  generations  to  come. 


® 

NTT 


Tiore  information  on  how  NTT  can  connect  you.  coll  1  -800  4  NTT  USA,  or  visit  our  website'  http://www,nttinfo, ntt.co.jp       nippon  reLEGRAPH  mo  telephone  corporatjon 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

DESKTOP  POWER, 
LAPTOP  SIZE 


A  choice  for  those 
who  want  to  save 
space  without 
spending  a  fortune 

Personal  computers 
have  become  standard 
fixtures  in  just  about 
every  executive  office.  But 
many  execs  don't  really  want 
a  big  PC  dominating  their 
desktop.  Tliat,  as  much  as  the 
need  for  mobility,  is  diiving  a 
lot  of  people  to  pick  a  laptop 
as  their  primary  computer. 

Now  there's  another  choice 
for  folks  who  want  the  small 
desktop  footprint  of  a  note- 
book without  the  cramped 
keyboard  and  other  limita- 
tions— or  the  steep  cost.  The 
Fusion  OneBox  from  Akia 
(800  936-5481  or  512  339- 
4804)  is  an  intelligently  de- 
signed package,  starting  at 
$2,999,  that  combines  a 
notebook-style,  flat-panel 
display  with  miniaturized 
PC  built  in.  The  package, 
which  is  being  sold  by  phone 
and  on  Akia's  Web 
site  (www.alda.com), 
takes  up  just  a  IV- 
in.-by-ll-in.  space  on 
your     desk,  plus 
room  for  a  compact 
keyboard  and 
mouse.  This  is  no 
more  than  is  needed 
for  a  laptop  with  a 
desktop  keyboard 
and  mouse,  and  a 
gi"eat  deal  less  than 
required  for  laptops 
with  docking  stations  that 
permit  you  to  hook  up  to  a 
conventional    monitor  and 
keyboard. 

True,  the  Fusion  sacrifices 
portability.  It  weighs  just  im- 
t!<  '•  20  pounds  and  has  a  han- 
dle for  easy  canying,  but  it's 


more  luggable  than  portable 
and  needs  AC  power.  It  still 
offers  a  number  of  advan- 
tages over  a  laptop. 

To  start  with,  there's  the 
display,  wliich  is  available  in  a 
freestanding  version  for  use 
with  standard  pes  at  $1,399. 
The  14.5-in.,  active-matrix 
LCD  screen  is  bigger  and 
brightei'  than  anything  found 
on  a  laptop  and,  for  many 
purposes,  is  superior  to  a 
standard  monitor.  Freed  from 
concerns  about  battery  life. 


A  MIGHTY  SMALL  PACKAGE 


AKIA  FUSION  ONEBOX 


►  14.5-in.,  active-matrix  LCD  display 
►233  IVIhz  Pentium  II  processor 
►32  MB  RAM 
►4.3  GB  disk  hard  drive 
►Built-in  Ethernet  and  56-K  modem 
►$2,999 

DATA  AKIA  CORP. 


which  limit  laptop  design, 
desktop  LCDS  can  offer 
brightness  and  contrast  su- 
perior to  cathode-ray  tubes. 
LCDS  are  dead-flat  and  flicker- 
free.  And  their  hard-edged 
pixels  provide  shaiper  images 
than  the  fuzzy  dots  on  TV- 


type  designs.  The  biggest 
drawback:  lcds  don't  do  veiy 
well  with  rapidly  moving  im- 
ages, limiting  their  use  with 
ai'cade-style  games  or  full-mo- 
tion video. 

The  Fusion  gives  a  read- 
able l,024-by-768-pixel  dis- 
play. And  while  an  LCD  can't 
be  viewed  from  as  wide  an 
angle  as  a  CRT,  the  Fusion 
screen  swivels  vertically 
through  an  angle  of  more 
than  90  degi'ees,  allowing  for 
a  wide  range  of  seating 
positions. 

The  computer  part  of  the 
Fusion  outperforms  any  cur- 
rent Windows  laptop.  The 
base  model  includes  a  233- 
megahertz  Pentiimi  II  proces- 
soi;  32  megabytes  of  memoiy, 
a  CD-ROM  drive,  and  a  4.3-gi- 
gabyte  disk  drive.  For  an  ex- 
tra $400,  you  can  upgTade  the 
processor  to  266  Mhz,  double 
the  RAM  to  64  MB,  and  boost 
the  disk  capacity  to  6.4  gb. 
The  size  of  the  chassis  limits 
expansion  capacity.  The  box 
includes  a  single  slot  for  a 
PCI  expansion  card.  Just 
about  everything  you  might 
want  in  a  business  computer 
is  ah-eady  there,  including  an 
Ethernet  connection,  a  56- 
Idlobit-per-second  modem,  and 
a  sound  system  using  small 
but  adequate  speakers. 

Micro-PCs 
' — like  the  Fu- 
sion are  popular  in 
Japan,  where  desk  space  is  at 
a  great  pi'emium.  Until  re- 
cently, I  wouldn't  have  given 
them  a  chance  in  mai'kets  out- 
side of  Asia.  But  I've  recon- 
sidered since  the  cost  of  flat- 
panel  displays  has  di'opped  by 
at  least  half  \n  the  past  yeai- — 
even  as  their  quality  has 
equaled  and  surpassed  CRTs. 

As  a  result,  I  expect  to  see 
a  profusion  of  flat  displays, 
both  in  all-in-one  units  like 
Fusion  and  together  with 
conventional  PCs.  The  cost 
difference  between  a  14.5-in. 
LCD  and  a  17-in.  monitoi-  with 
a  viewing  ai'ea  just  a  bit  lai'g- 
er  is  down  to  about  $700.  For 
an  executive,  that  may  not 
be  a  lot  to  pay  to  get  that 
monster  monitor  off  the  desk. 


HELP  DESK 


YEAR  2000 
WHO'S  READY? 

Several  readers  responded  to 
my  Mar.  2  column  on  Year 
2000  and  pcs,  asking  how  per- 
sonal-finance programs  han- 
dle the  millennium.  They  do 
pretty  well,  but  there  are 
glitches,  particularly  with  the 
market  leader,  Intuit's  Quicken. 

Current  versions  of  the 
major  personal-finance  appli- 
cations— Quicken,  Microsoft 
Money,  and  meca's  Managing 
Your  Money — can  all  handle 
dates  starting  in  2000  with- 
out difficulty.  But  the  oldest 
editions  of  Quicken,  versions 
1  through  4  for  dos,  will  choke R 
on  dates  after  1999. 

All  versions  of  Quicken  fo 
Windows  have  a  problem  with  i 
dates  after  2027.  Intuit  says  f 
Quicken  6  and  Quicken  98  will 
correctly  handle  30-year 
bonds  and  mortgages  whosi 
maturity  already  extends  pa 
2027  and  that  the  problem 
will  be  eliminated  in  future 
versions.  (Also  see  www. 
intuit.com/support/quicken/ 
faqs/win/1345.html), 

Microsoft  says  older  ver- 
sions of  Money  can  handle 
dates  until  2075,  while  Monev 
98  IS  good  until  2200.  mega 
says  all  versions  of  Managing 
Your  Money  are  compliant. 

All  of  the  programs  assumei 
that  your  computer  has  the 
current  date  set  correctly.  And 
the  interpretation  of  an  entry 
such  as  "2/5/05"  varies  by 
product  and  version.  If  in 
doubt  when  entering  data, 
use  four-digit  years. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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w  Clarify  is  helping  Toyota  use  customer  service 
to  rev  up  sales. 


Carole  Pednana,  National  Manager,  New  Era  Business  Proiect 


y's  front  office  solutions  automate  proco 
ner  service,  field  service  and  logistics,  qui 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


SO  YOU  WANT  TO  HIRE 

THE  BEAUTIFUL  WELL,  WHY  NOT? 


IT  MATTERS: 

A  worker's 
appearance 
is  as  legitimate 
a  qualification 
as  intelligence 
and  experience 
-so  the 
government 
should  butt  out 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution. 


In  times  past,  stewardesses  were  often  at- 
tractive women,  which  added  to  the  plea- 
sure of  many  heterosexual  male  aii-  trav- 
elers. Gradually,  since  a  1971  lawsuit  against 
Pan  Am,  however,  stewai'desses  have  become 
flight  attendants,  who  are  much  less  likely 
to  be  attractive  and  are  sometimes  male. 

Many  people  view  these  changes  as 
progi'ess.  Instead  of  pandeiing  to  the  tastes  of 
straight  male  customers,  airlines  now  lai'gely 
ignore  such  traits  as  sex,  age,  marital  sta- 
tus, and  appearance  and  focus  instead  on 
qualifications  and  seniority.  Is  it  not  a  good 
thing  if  flight  attendants  are  selected  by  job 
skills,  meaning  the  ability  to  serve  people 
well  and  to  cany  out  safety  pi'ocedui-es  effi- 
ciently, and  not  at  all  on  physical  appearance? 

I  would  say  no.  I  believe  the  only  mean- 
ingful measure  of  productivity  is  the  amount 
a  workei'  adds  to  customer  satisfaction  and  to 
the  happiness  of  co-workers.  A  worker's  phys- 
ical appeai'ance,  to  the  extent  that  it  is  valued 
by  customers  and  co-woi'kers,  is  as  legitimate 
a  job  qualification  as  intelligence,  dexterity,  job 
experience,  and  personality. 

Almost  everyone  can  recognize  that  sever- 
ing the  link  between  wages  and  intelligence 
would  reduce  efficiency  or  lower  the  gross 
national  product  because  brain  power  would 
not  be  allocated  to  its  most  productive  uses. 
Yet  outcomes  based  on  intelligence  are  clear- 
ly unfair  in  the  sense  that,  by  and  large, 
smarter'  people  end  up  richer,  and  being  smait 
is  to  a  considerable  extent  a  mattei'  of  luck.  If 
one  wanted  the  government  to  redistribute 
resources  from  smart  to  stupid  people,  then 
one  would  have  to  believe  that  the  benefits 
from  this  redistribution  would  exceed  the  re- 
sulting losses  in  national  product. 

The  same  reasoning  applies  to  physical  ap- 
pearance. This  trait  is  highly  valued  in  some 
fields,  and  I'educing  its  importance  to  employ- 
ment and  wages  would  effectively  tln'ow  away 
national  product.  The  outcomes  are  also  unfaii', 
in  the  same  sense  as  they  are  for  intelligence. 
An  interference  with  the  market's  valuation  of 
physical  appearance  is  justified  only  if  the 
benefits  fi-om  the  redistribution  of  resources 
fi-om  more  attractive  to  less  attractive  people 
are  gTeater  than  the  losses  in  overall  product. 
Thus,  it  makes  no  sense  to  say  that  basing 
employment  and  wages  on  physical  appear- 
ance is  a  form  of  discrimination,  whereas  bas- 
ing them  on  intelligence  is  not.  The  two  cases 
are  fundamentally  the  same. 


Most  people  (and  the  law)  accept  this  a) 
pi-oach  to  beauty  for  movie  and  televisioi 
personalities  and  modeling.  Obviously,  then 
would  be  a  great  loss  of  national  product  i 
the  government  were  to  dictate  that  Cind; 
Crawford  had  to  be  replaced  by  me  in  all  o 
her  commercials.  But  the  difference  betweei : 
glamour  fields  and  others  in  terms  of  thi 
role  of  physical  appearance  is  merely  a  mat 
ter  of  degree.  If  the  government  stays  out 
the  market  will  generate  a  premium  i'" 
beauty  based  on  the  values  that  custonu  r 
and  co-workers  place  on  physical  appear;in 
in  various  fields.  Probably  the  market  will  a: 
locate  more  beauty  to  movies,  television,  aii| 
modeling  than  to  assembly-line  product  id  - 
and  economic  research.  I  have  no  idea  Imv 
much  beauty  the  imfettered  mai'ket  would  a 
locate  to  flight-attendant  jobs  or  ceo  pos: 
tions.  But  whatever  the  outcomes,  are  th 
judgments  of  government  preferable  to  thos 
of  the  marketplace? 

Some  solace  can  be  taken  from  last  fall 
Hooter's  settlement,  wliich  allows  the  restai 
I'ant  chain  to  continue  to  limit  its  semce  sta 
to  attractive  young  women.  Physical  appeal 
ance  remains  legally  as  a  "bona  fide  occupy 
tional  qualification"  in  this  business.  Of  cours( 
economic  reasoning  would  imply  that  physic; 
appeai'ance  is  always  a  bona  fide  worker  cha 
acteristic  as  long  as  customers  and  co-workei 
think  so. 

UGLY  STATS.  Research  studies,  such  as  thos 
by  Daniel  S.  Hamermesh  and  Jeff  E.  Biddl 
in  the  1994  Americmi  Economic  Review,  ii 
dicate  that  the  wage  differential  between  a 
tractive  and  ugly  people  is  about  10%  fo 
both  sexes.  The  differential  is  substantiall 
greater  for  women  if  one  considers  outcome 
in  the  marriage  mai'ket.  Less  attractive,  or  i 
least  obese,  women  are  much  less  likely  t 
marry  than  non-obese  women  and  tend  t 
have  husbands  with  sharply  lower  eaniingffl' 
Some  researchers  have  greeted  these  fin(|^ 
ings  with  regret. 

To  really  address  this  hard  fact  of  life,  u^ 
liness  would  have  to  be  protected  as  a  dii 
ability  under  the  Americans  with  Disabilitie 
Act,  and  the  act  would  have  to  be  extende 
to  the  marriage  market.  After  all,  what  coul 
be  more  unfau-  than  the  tendency  of  attractiv 
people  to  obtain  higher-earning  mates?  Pel 
liajjs  a  better  idea  than  this  new  interventio 
would  be  for  the  government  to  stay  out  ( 
the  beauty  business. 
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(^hevy  "fahoe.  |t'5  not  a  status  symbol, 
it^s  a  merit  badge. 


elieve  it  or  not,  some  people  wcJuld  rather  disappear  mto  the  woods  than  ^et 
noticed  on  the  street,  "phat's  whtj  the      hevt]  "pihcie  has  an  instinctive 
ove  o  f  allth  int^s  outdoors.  Muntine,.  f^ishint;.  Clampm^.  i^r  simplti  en|0(|ine,  the 
deaf'enine,  silence  of  nature,  (^^hevtj  "Jlahoe.  |\Jo  boundaries. 


THE      FIDELITY  ROT 


R  A 


"Where  Will  You 
Stand  In  2028?" 


W/i(/(  will  ihc  juliirc  hnn^:^^  One  (/lin^t^s  joi  sure.  With  a  fidclilv  Rolh  IRA.  von  can  maximize  vour 
vcliicmcnl  .sc/\  in^i^s  wUh  tax-jrcc  t'ti/'/ii/\i;s  and  disliihulions,  assumini^  clv^ihditv  and  ici  lain  withdrawal 
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Economic  Trends 


BY  GENE  KORETZ 

MESSAGE  IN  THE 
MONEY  SUPPLY 

The  Fed  may  need  to  clamp  down 

In  a  widely  reported  speech  in  Sep- 
tember, Federal  Reserve  Chairman 
Alan  Greenspan  pointedly  noted  that 
"inflation  is  fimdamentally  a  monetary 
phenomenon."  Small  wonder,  then,  that 
many  economists  ai'e  casting  a  waiy  eye 
on  the  latest  money-supply  numbers. 

Not  only  did  M2  and  M3,  the  most 
closely  watched  monetary  aggregates, 

MONETARY  GROWTH: 
UP,  UP,  AND  AWAY 
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A  PERCENT  CHANGE  OVER  SIX  MONTHS  AT  ANNUAL  RATE 
DATA;  FEDERAL  RESERVE  BOARD 

exceed  the  target  ranges  set  by  the 
Fed  last  year,  they  have  accelerated 
sharply  in  the  past  six  months  and  are 
both  rising  at  their  fastest  rates  in  the 
current  expansion.  At  last  count,  M2 
was  growing  at  a  7.4%  annual  pace, 
while  M3  was  uj)  at  a  heady  10.8%  clip. 

Meanwhile,  (jreensjmn  revealed  in  liis 
recent  Humphrey-Hawkins  testimony 
before  Congress  that  the  Fed  is  main- 
taining last  yeai"'s  maximum  growth  tai'- 
gets  of  5%  and  6%  for  M2  and  M3,  re- 
spectively, in  1998.  The  fact  that  the 
Fed  failed  to  nudge  the  targets  higher 
suggests  that  policymakers  regard  the 
sui'ging  money  supply  with  some  con- 
ceiTi.  Although  the  Fed  has  downjjlayed 
money  as  a  factor  in  its  jjolicy  decisions 
on  the  grounds  that  the  relationship  be- 
tween it  and  economic  activity  is  un- 
certain, Greenspan's  testimony  noted 
that  the  relationship  has  recently  "come 
back  more  into  line  with  historical  pat- 
tems"  and  was  actually  stable  last  year. 

What  is  undeniable  is  that  both  mon- 
etary gi'owth  and  economic  growth  ex- 
ceeded the  Fed's  expectations  last  year 
and  could  well  do  so  again  in  1998. 
Economist  Robert  E.  Mellman  of  J.  R 
Morgan  &  Co.  points  out  that  the  Fed's 
quarterly  sui'vey  of  senior  bank-loan  of- 
ficei's  last  month  not  only  showed  no 


tightening  of  lending  standards  but  also 
indicated  that  loan  demand  is  now  rising 
on  a  broad  front. 

The  bankers  report  that  demand  for 
home  and  commercial  mortgages  have 
accelerated  sharply,  business  loans  are 
continuing  to  rise,  and  even  consumer 
installment  loans  are  starting  to 
strengthen.  While  foreign  trade  is  weak- 
ening and  business  investment  seems 
to  be  slowing,  says  Mellman,  interest- 
rate-sensitive  and  credit-driven  sectors 
are  taking  up  the  slack. 

Like  the  Fed,  Morgan  economists 
tend  to  see  such  developments  as  an 
offset  to  a  developing  sharp  economic 
blow  from  Asian  turmoil.  But  the  ra- 
pidity of  monetaiy  and  credit  growth, 
the  upturns  in  housing,  auto  sales,  and 
commercial  real  estate,  and  the  still- 
buoyant  stock  market  are  leading  some 
obsei-vers  to  wonder  if  domestic  demand 
may  prove  too  strong  and  the  hit  from 
Asia  too  weak  to  obviate  the  need  for 
Fed  tightening  in  the  months  ahead. 

"It's  not  sui"prising,"  says  Mellman, 
"that  Greenspan's  latest  remarks  have 
stressed  the  Fed's  'deteniiination  to  hold 
the  line  on  inflation.'  " 


A  GOOD  TIME  TO 
BE  A  BIG  WHEEL 

Global  demand  for  execs  is  way  up 

Despite  tiu'bulence  in  the  global  econ- 
omy last  year,  worldwide  demand 
for  senior  executives  rose  by  a  heady 
18%',  reports  executive  search  flrm 
Korn/Ferry  International.  The  increase 
in  Mring  of  execs  earning  $100,000  or 
more  was  the  largest  since  1994.  What's 
more,  fouith-quarter  results  were  un- 
usually strong,  a  sign  that  business  con- 
fldence  regarding  continued  gi'owth  re- 
mains high. 

Among  the  industries  hiring,  finan- 
cial-services   and  mxaxrmtsa^s^imsjs'fs-JMittmm 


industrial  compa- 
nies head  the  list 
in  most  regions. 
Other  leaders  in- 
cluded health  ser- 
vices and  pharma- 
ceutical companies 
in  North  America, 
consumer-goods 
producers  in  Latin 
America,  and  tech- 
nology companies 
in  Asia.  Although 
demand  in  Asia 
stayed  firm  last 
year,  Korn/Ferry 
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sees  a  slowdown  ahead — but,  predictablj 
not  for  mergers-and-acquisition  special 
ists  and  workout  experts. 


ARE  PROFITS 
LIFTING  WAGES? 

In  key  finance  sectors,  it  seems  so 


^~^ne  of  the  developments  that  ha| 


I 


sparked  inflation  fears — and  joltei 
the  bond  market — in  recent  weeks  i 
the  Labor  Dept.'s  report  that  the  em  i 
ployment  cost  index  (ECi)  for  private 
sector  workers  surged  by  1.2%  in  th 
foiuth  quartei*,  its  lai'gest  cjuarterly  risi 
in  five  years.  On  a  year-over-year  basis 
private-sector  compensation  growt 
which  measui'es  changes  in  both  wage 
and  benefits,  accelerated  to  3.4%  fror^f' 
3.1%  at  the  end  of  1996 

The  big  fear,  of  course,  is  that  th 
pickup  resulted  from  rising  wage  pres  f 
suites  in  a  tight  labor  market  and  will  in 
evitably  lead  to  higher  prices  as  compj 
nies  seek  to  protect  profit  margins.  Bu 
economist  James  Glassman  of  Chase  Se  'f 
cmities  Inc.  argues  that  the  wage  surg 
reflects  "strong  productivity  gi-owth  ani 
robust  profitability  rather  than  an  infl£ 
tionary  tlii'eat." 

Virtually  all  of  the  foiuth-quarter  a( 
celeration  in  private-sector  compensa 
tion,  and  much  of  the  1997  rise,  h 
notes,  was  accounted  for  by  an  unusu£ 
siu'ge  in  the  finance,  insurance,  and  rei 
estate  sectors.  Outside  of  those  secto: 
there  were  crosscurrents,  with  wai 
slowdowns  in  manufacturing  and  trai 
offset  by  modest  pickups  in  service  l 
and  transportation.  / 
Glassman  points  out  that  ECI  wage, 
and  salaries  include  sales  commission  ',' 
earned  by  stockbrokers,  real  estat  ^ 
agents,  mortgage  brokers,  and  others 
And  booming  activity  in  stock  and  rei  h 
estate  markets  also  bolstered  regula  iS( 
salaries — as  well  as  overtime  premium!  ji 
insui'ance  and  savings  benefits,  nonprc  jj. 
duction  bonuses,  and  other  fiinges  tha 
are  counted  as  benefits. 

fill 

The  key  point,  of  course,  is  tha 
rather  than  crimping  profits,  such  corr 
pensation  hikes  actually  reflect  risin 
profitability.  Indeed,  pretax  profit  mai 
gins  of  financial  coiporations  surged  t 
20%.  late  last  year  from  15.3%.  at  th 
end  of  1996 — despite  more  generou 
payouts  to  employees.  The  bottom  lin( 
says  Glassman,  is  that  "excessively  tigl 
labor  markets  aren't  the  only  reaso 
why  wages  might  rise.  In  the  new  ecor 
omy,  it's  often  because  profits  and  pn 
ductivity  are  rising,  too." 
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)  FAR,  THE  ASIAN  CRISIS  IS 
ORE  BOON  THAN  BANE 

isumers  and  homebuilders  gain  from  lower  rates  and  more  buying  power 


us.  ECONOMY 


HE  RISING  TREND 
NEW-HOME  SALES 


Is  the  Asian  crisis  actually 
helping  the  U.  S.  economy? 
•e  you  laugh,  look  ai'ound.  Lower  interest  rates  are 
ing  housing  and  demand  for  home-related  durable 
3.  Falling  commodity  prices,  especially  for  oil,  are 
ig  production  costs.  Cheaper  imports  are  further 
:ing  inflation,  giving  household  buying  power  an  ad- 
lal  lift  at  a  time  when  wage  gro\vth  is  already 
ling  up.  So  Where's  the  downside? 
be  sure,  plunging  Asian  output  and  its  secondary 
cts  around  the  globe  will  slow  world  gi'owth  in 
That  will  cut  into  U.  S.  exports,  hurting  mainly 
aanufacturing  sector.  However,  keep  in  mind  that 
ervice  sector  produces  half  of  U.  S.  output.  It  also 
Dys  three-foui'ths  of  private-sector  workers,  and  it 
gely  immune  to  the  Asian  flu. 

Consumers  have  been  the 
chief  beneficiaiy  of  the  Asian- 
crisis  pluses.  Households, 
which  buy  two-thirds  of  U.  S. 
output,  were  already  propped 
up  by  the  strongest  spending 
fundamentals  in  a  generation. 
Now,  interest  rates  are  even 
lower  than  they  would  other- 
wise have  been,  especially  giv- 
en that  the  Federal  Reserve 
was  close  to  a  rate  hike  last 
Wso,  cheaper  imports  are  bringing  billions  of  dol- 
worth  of  additional  goods  under  the  command  of 
imer  budgets. 

11  skeptical?  Look  at  the  latest  data.  In  January, 
shold  real  income  rose  strongly,  and  consumer 
iing  was  on  a  pace  to  rise  at  an  annual  rate  of 
t  3.5%  this  quarter.  Outlays  for  credit-sensitive 
5  are  up,  and  in  the  past  half-year,  services  have 
mted  for  80%  of  spending  growth.  Low  rates  and 
'  income  grovrth  will  only  reinforce  these  trends. 

LOOK  AT  HOUSING,  which  is  being  pumped  up 
>wer  mortgage  rates.  Sales  of  new  single-family 
iS  soared  in  January,  matching  the  11-year  high  hit 
avember.  Sales  in  the  past  three  months  are  the 
since  1978  (chart),  and  constiniction  outlays  by 
?builders  have  surged  in  recent  months  amid 
py  inventories,  suggesting  more  gains  to  come. 
)reover,  with  consumer  spending  and  housing  pow- 
:  domestic  demand,  manufacturers  appeared  to  be 
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WHY  CONSUMER  SPENDING 
REMAINS  SO  STRONG 

4,0  


faring  pretty  well  in  Febraary,  at  a  time  when  Asian 
impacts  should  be  hitting.  The  nation's  pui'chasing  man- 
agers say  industrial  activity  remained  sturdy  last 
month,  and  while  export  orders  fell,  overall  bookings 
were  stronger  for  the  second  month  in  a  row. 

Consumer  spending  began  1998  with  the  same  gusto 
that  was  evident  in  the  second  half  of  last  year.  Real 
outlays  for  goods  and  services,  adjusted  for  inflation, 
rose  0.3%  in  January,  only  slightly  below  last  yeai*'s  ro- 
bust second-half  pace.  Had  it  not  been  for  a  6.1%  drop 
in  Januaiy  outlays  for  electric  and  gas  utilities,  a  result 
of  unusually  mild  weather,  real  spending  in  the  month 
would  have  increased  an  even  stronger  0.5%. 

Households  sheUed  out  main- 
ly for  two  items  in  January, 
clothing  and  furniture,  which 
accounted  for  nearly  all  of  the 
month's  gain  in  goods  outlays. 
The  jump  in  clothing  purchases 
suggests  that  consumers  took 
full  advantage  of  post-Christ- 
mas sales,  making  up  for  sales 
declines  in  November  and  De- 
cember— two  times  over.  The 
jump  in  fumitui'e  buying  shows 
that  stronger  housing  demand  is  Ming  sales  of  home-re- 
lated goods,  a  trend  that  wiU  continue  in  coming  months. 

The  surge  in  outlays  for  services  in  recent  months 
has  been  especially  impressive.  Real  service  purchases 
in  January  rose  0.2%,  but  the  gain  would  have  been 
twice  that  except  for  the  drop  in  utilities  spending. 
In  the  past  year,  overall  consumer  spending  is  up  3.1%, 
but  service  outlays,  excluding  utilities,  are  up  4.4%. 

THE  FOREMOST  REASON  why  consumer  spending  re- 
mains so  strong  is  the  vibrant  pace  of  real  aftertax  in- 
come, which  rose  0.7%  in  January,  helped  by  a  boost  in 
government  cost-of-living  adjustments.  But  over  the 
past  year,  real  incomes  have  risen  4.1%,  the  strongest 
annual  showing  in  three  yeai's  (chart).  Tight  labor  mar- 
kets will  keep  incomes  growing  in  coming  months,  and 
low  inflation  vrill  assure  gains  in  buying  power. 

Household  spending  will  also  get  a  lift  as  the  benefits 
of  past  mortgage  refinancings  begin  to  kick  in.  Also, 
through  Feb.  20,  federal  tax  refunds  were  running 
13.1%  ahead  of  last  year's  pace,  which  will  be  putting 
even  more  money  into  consumers'  hands. 

Homebuilders  undoubtedly  are  looking  to  the  spring 
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building  season  with  great  expectations — and  rightful- 
ly so.  Their  February  assessment  of  market  conditions 
was  the  highest  in  four  years,  and  January's  strong- 
sales  back  that  up.  Builders  may  even  be  short  on  in- 
ventories, which  could  push  up  prices.  In  January,  the 
supply  of  unsold  new  homes  fell  to  a  record-low  3.9 
months,  based  on  the  current  sales  pace. 

Homebuilding,  wliich  added  solidly  to  fourth-quarter 
econoinic  growth,  will  contribute  even  more  this  quailer 
Januai-y  construction  outlays  r-ose  0.7%,  but  excluding  a 
drop  in  public-sector  building,  private-sector  outlays 
jumped  1.2%,  after  a  1.1%  gain  in  December  Housing  led 
the  advance,  but  business  constinction  also  rose  in  Jan- 
uaiy,  led  by  industrial  building  and  office  constmction. 

THE  FEBRUARY  REPORT  from  the  National  Associa 
tion  of  Purchasing  Management  suggests  that,  despite 
weakness  in  the  foreign  sector,  domestic  demand  is 
keeping  industrial  activity  chugging  along  (chart).  The 
napm's  overall  index  rose  to  53.3%'  last  month,  up  from 
52.4%'  in  January.  A  reading  greater  than  .50%  means 
that  the  factory  sector  is  growing.  And  in  Febiuary,  it 
grew  at  a  bit  faster  pace  than  in  January,  as  orders, 
production,  and  employment  each  picked  up. 

One  possible  stumbling  block  in  coming  months  is  in- 
ventories, which  grew  in  the  fourth  quarter  at  a  much 
faster  rate — $74  billion  instead  of  $59.9  billion — than 
the  Commerce  Dept.  had  initially  reported  in  its  first 
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ORDERS:  STILL  STRONG 
AMID  WEAKER  EXPORTS 


estimate  of  fourth-quarter  gross  domestic  product. 
Output  of  goods  is  starting  to  run  ahead  of  goods  de- 
mand, a  situation  that  could  lead  to  production  cut- 
backs. However,  inventory  gi-owth  still  does  not  appear 
to  be  excessive  compared  to  demand. 

Note  that  a  key  feature  of 
the  revision  to  fourth-quarter 
I'eal  GDP  growth,  ft-om  4.3%  to 
3.9%,  was  that  the  $14.1  bil- 
lion upward  revision  to  inven- 
tory growth  was  offset  by  a 
$14.5  billion  upward  refiguring 
of  imports.  More  imports 
widened  the  trade  gap,  causing 
lower  GDP  growth.  However, 
those  revisions  suggest  that 
imports  accounted  for  much  of 
the  upward  adjustment  to  inventory  growth,  not  U.  S 
output.  Higher  stocks  of  foreign-made  goods  wouk 
tend  to  lessen  the  impact  of  any  inventory  adjustment 
on  U.  S.  producers. 

Clearly,  the  Asian  crisis  is  far  from  a  win-win  situa 
tion  for  the  U.  S.  economy.  Many  U.  S.  multinationals 
and  exporters  will  end  up  net  losers.  But  all  the  sur 
prises  so  fai"  have  been  on  the  plus  side,  which  explaim 
why  the  Dow  Jones  industrial  average  recently  pushec 
through  8500.  Perhaps  the  Dow's  message  is:  Fine 
something  else  to  worry  about. 
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IT'S  NOT  JUST  THE  DEFICIT  THAT  NEEDS  TAMING 


Thanks  to  fiscal  austerity  and  a 
stronger-than-expected  econo- 
my, Italy  reported  on  Feb.  27  that 
its  public  deficit  had  fallen  below 
the  target  set  by  the  Maastricht 
Ti'eaty.  Debt  outstanding,  howev- 
er, remains  twice  the 
Maastricht  target  and 
will  prove  more  in- 
tractable than  the  gov- 
ernment deficit. 

A  healthy  economic 
rebound  helped  the 
government  of  Prime 
Minister  Romano  Pi'odi 
pare  the  deficit  from 
6.7%  of  gross  domestic 
product  in  1996  to  just 
2.7%  in  1997.  Real  gi-oss  domestic 
product  grew  0.2%  in  the  fourth 
qua..  1  er  from  the  third,  and  2.8%' 
for  ail  of  1997  (chart).  Govern- 
ment incentives  for  car  buying 
lifted  consumer  spending,  but  ex- 
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ports  and  inventory  accumulation 
also  boosted  growth  at  yearend. 

The  expansion  will  continue  this 
year  The  Italian  research  insti- 
tute I  SCO  forecasts  real  gdp 
growth  of  2.4%  in  1998,  with  im- 
proved domestic  de- 
mand and  further  ex- 
poil  strength.  The 
first-quarter  data  look 
encouraging.  The 
Confindusti'ia  survey 
showed  that  manufac- 
turers expect  that 
Febi'uary  output  was 
up  0.5%,  continuing 
the  rebound  started 
in  1997.  Sales  and  or- 
ders were  also  expected  to  have 
risen.  Meanwhile,  inflation  re- 
mains mild.  Consumer  prices  rose 
0.4%'  in  February,  and  they  are  up 
1.8%  from  a  year  ago. 
The  only  sour  note  is  a  drop  in 
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consumer  optimism.:  Italy's  confi- 
dence index  slipped  to  118.7  in 
February,  from  120.8  in  Januaiy. 
Households  expect  that  the  job- 
less rate,  officially  reported  as  a 
hefty  12.4%'  in  the  fourth  quarter, 
will  go  higher.  Even  so,  the  confi- 
dence readings  of  the  past  two 
months  remain  above  their  fourth- 
quarter  average. 

Prodi  has  promised  "a  coherent 
policy  of  rigor"  for  future  fiscal  de- 
cisions. But  because  of  past  profli- 
gacy, Italy's  lingering  pi'oblem  will 
be  its  debt  outstanding  which  to- 
taled 121.6%'  of  GDP  in  1997.  The 
Ti-easuiy  Minister  has  said  the  ra- 
tio will  fall  to  100%'  in  six  years, 
but  private  analysts  are  skeptical. 
Still,  Italy's  claim  as  a  founding 
pailicipant  in  Europe's  single  cur- 
rency is  solid,  and  further  cuts  in 
interest  rates,  probably  after  its 
entry  is  ratified,  are  expected. 
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Introducing  the  AT&T  One  Rate  Calling  Card  Plan. 

One  low  rate.  No  hidden  charges. 


AT&T  One  Rate 
Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 
WORLDLINK 

Service  Charge  per  c.iii 

.....  ~!/,'V."»lt« 

Cost  per  minute 

L 

25<  ^ 

)  effect  as  of  12/19/97 


AT&T  just  made  calling  card  calls  simple  with  the  AT&T  One  Rate  Callmg  Card  Plan.  You  get  one  low  rate  a  minute 
anytime,  anywhere  in  the  U.S.  on  all  your  long  distance  AT&T  Calling  Card  calls  when  you  dial  I  800  CALL  ATT. 
No  gimmicks.  No  hidden  charges.  Just  a  $1.00  monthly  fee.  Call  to  sign  up  and  find  out  how  you  can  start  saving  now. 

Call  I  800  878-3288 


It's    all    within    your  reach. 


AT&T 
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Bill  Gates  looked  as  if  he'd  prefer  a 
pie  in  the  face.  There  he  was,  the 
richest  man  in  America,  the  iiiler 
of  cyberspace,  trapped  in  a  Capi- 
tol hearing  room  between  windy  low- 
tech  senators  and  nasty  high-tech  ri- 
vals, including  Sun  Microsystems  CEO 
Scott  G.  McNealy.  who  ai-gued  that  Mi- 
crosoft's market  grip  is  on  par  with 
"General  Motors  having  the  abihty  to 
decide  what  type  of  gasoline  you  put 
into  your  car." 

Officially,  this  bit  of  televised  political 
theater — a  Mai\  3  healing  of  the  Senate 
Judiciary  Committee  arranged  by  its 
chauTnan,  Orrin  G.  Hatch — was  mount- 
ed to  explore  just  how  competitive  the 
software  business  is.  But  it  also  served 


America  Online  ceo  Stephen  M.  Case. 

At  the  same  time,  politicians  of 
every  stripe  see  high  tech  in  their 
future.  House  Speaker  Newl  Gingiich 
(R-Ga.)  famously  called  for  giving  all 
poor  Americans  a  laptop  PC.  And  even 
before  they  took  office,  the  Clintonites 
wooed  Silicon  Valley  with  promises 
to  link  Americans  to  the  Information 
Superhighway.  "The  rapid  growth  in 
high-tech  industries  and  globalization 
of  the  marketplace  present  new  reali- 
ties and  challenges  in  every  aspect  of 
law  and  regulation,"  Vice-President  Al 
Gore  told  business  week  in  an  inter- 
view on  Mar.  3  (page  28). 

Tnie  enough.  The  Internet  and  elec- 
tronic commerce  have  been  reaiTangtng 


James  L.  Bai'ksdale  and  Michael  S.  Dell, 
CEO  of  Dell  Computer  Corp.  On.  Feb. 
25,  Cypress  Semiconductor  ceo  T.J. 
Rodgers  and  execs  from  Microsoft, 
Texas  Instinments,  and  Sun  ui'ged  the 
Senate  Judiciaiy  Committee  to  pennit 
more  visas  for  high-tech  workers  (pa,^e 
30).  On  Mai".  4,  another  coalition  begar  a 
campaign  to  lift  export  controls  on  en- 
crvi^tion  technology'.  And  the  entu-e  in- 
dustry is  lobbving  fiuiously  for  better 
global  copyright  and  patent  protection. 
SHORT  HONEYMOON?  The  industry  s 
growing  focus  on  Washington  alrea-ly 
has  borne  finit.  In  the  past  few  week.-. 
President  Clinton  pledged  to  keep  the 
InteiTiet  tax-fi-ee  for  now,  and  Hewiett- 
Packai'd  Co.  w'on  approval  to  export  so- 


scon  AND  BILL  WENl 

High-tech  leaders  find  that  they  can  no  longer  afford  to  [ 


to  prove  just  how  important  the  ex- 
ploding high-tech  industiy  has  become 
to  Washington  pohcymakers,  and  vice- 
versa.  "It's  been  a  yeai-  since  I  was  in 
D.C.."  Gates  wTote  in  his  online  zine 
Slate  on  the  eve  of  the  healing.  "I  think 
I'm  going  to  be  making  this  trip  a  lot 
more  fi'equently  ft'om  now  on." 

Indeed  he  will.  As  the  titans  of  high 
tech  seize  ever  larger  chunks  of  the 
global  economy,  an  industry  that  a 
decade  ago  only  dealt  with  government 
sporadically  is  now  vvaiily  taking  on  the 
pols  of  the  Potomac  on  dozens  of  is- 
sues. With  growing  debate  in  Washing- 
ton over  eventhing  fi-om  computer  pri- 
vacy to  antitnist,  'it's  increasingly  cleai' 
the  industry's  futui'e  is  less  about  tech- 
nology and  more  about  policy,"  says 


the  business  landscape — changing  how 
we  buy  eventhing  from  Buicks  to  books. 
Now,  the  leadei"s  of  the  emerging  digital 
economy  ai"e  sweeping  into  the  capital, 
changing  the  power  relationsliips  there, 
too.  On  the  Internet,  companies  such  as 
Microsoft  CoiT).  and  Netscape  Commu- 
nications Corp.  are  spreading  into  all 
sorts  of  digital  senices,  fi'om  entertain- 
ment to  online  banking  to  telephonv-.  As 
they  do,  they  find  theu-  interests  bump- 
ing up  against  the  old  guard  that  has 
played  the  Wasliington  game  for  yeai"s — 
broadcasters,  phone  companies,  even 
computer-hai'dwai'e  makei"s. 

That's  why  scarcely  a  week  goes  by 
without  big-name  ceos  in  town.  In  ad- 
dition to  Gates  and  McNealy.  the  Mai-.  3 
hearing  brought  out  Netscape  CEO 


plusticated  cn'ptogTaphy  cliips.  The  vic- 
tories "show  the  Valley  is  learning  to 
play  the  political  game,"  says 
Netscape  Executive  Vice-Presi 
dent  Marc  Andreessen.  And 
Washington  is  plugging  into 
icon  Valley,  too — hoping  that 
some  of  the  Digital  Age  mag- 
ic will  rub  off.  "Wrapping 
yom'self  in  things  like  job 
growth  is  not  such  a  bad 
tiling,"  says  Halsey  M.  M- 
nor,  CEO  of  cnet  Inc. 

Some  Wasliington  in- 
siders predict  this 
honevmoon  won't  last. 
"The  industiy  has  led 
a  charmed  life  in 
Washington,  winning 
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y  after  victory  without  having  to 
very  hard,"  observes  fomier  Na- 
Security  Agency  official  and  en- 
on  expert  Stewart  A.  Baker.  But 
se  the  industry  does  not  speak 
one  voice  and  because  other  in- 
es  are  beginning  to  fight  back  as 
ech  companies  encroach  on  their 
Baker  predicts  trouble  ahead: 
'y  victory  in  Washington  comes 
;he  seeds  of  the  next  defeat." 
ire's  also  potential  for  a  huge  cul- 
lash.  Gates's  barely  disguised  dis- 
br  government  is  not  anomalous, 
industiy  had  an  attitude  that  gov- 
mt  should  do  what  it  needs  to  do 
ave  us  alone,"  complains  one  Hill 
3logy  staffer.  "Their  hands-off  ap- 


that  directly  addresses  their  own  con- 
cerns, assuming  the  wisdom  of  its  argu- 
ment would  be  hai'd  to  ignore. 

To  win  the  policy  battles  to  come, 
though,  the  new  elite  may  need  to  learn 
lobbying.  Internet  access  providers,  for 
example,  are  likely  to  go  head  to  head 
with  phone  companies  as  the  Federal 
Communications  Commission  mulls  con- 
cepts such  as  Internet  telephony.  And 
few  lobbies  in  Washington  can  match 
the  power  of  the  telcos.  "These  incum- 
bent interests  ai'e  not  going  to  go  gentle 
into  this  good  night,"  warns  Kenneth 
R.  Kay,  executive  director  of  the  Com- 
puter Systems  Policy  Project,  a  group  of 
computer  industry  CEOs. 

The  clashes  have  ah'eady  begun.  Last 


P  THE  HILL 

ore  Washington-and  vice  versa 


1  to  Washington  will  come  back  to 
mt  them."  Admits  Valley  guru 
^egis  McKenna:  "A  lot  of  Silicon 
Valley  types  still  don't  get  it." 
And  when  it  comes  to  play- 
mg  the  Washington  money 
game,  many  don't  even  tiy. 
TeehNet,  a  policy  gi'oup  or- 
ganized by  the  super-con- 
nected venture  capitahst 
John  DoeiT  (page  29),  is 
an  exception.  To  help  ad- 
vance the  gi'oup's  agen- 
da, membei-s  have  giv- 
en between  $2  million 
and  $4  million  to  both 
parties.  For  the  most 
part,  however,  techies 
favor  issue  advertising 


year,  computer  companies  fought  tooth 
and  nail  at  the  FCC  to  get  a  high-defini- 
tion TV  forniat  that  was  compatible  with 
PC  technology.  In  the  end,  they  settled 
for  multiple  standards — still  impressive 
headway  vs.  the  awesome  power  of 
broadcasters. 

Of  course,  high-tech  companies  ai'en't 
exactly  novices.  "It's  a  silly  notion  that 
we  haven't  been  here  and  we  don't 
know  what  we're  doing,"  snorts  Sun's 
McNealy.  His  company  set  up  its  first 
Washington  pohcy  office  in  1992.  ibm 
has  been  here  for  decades. 

High  tech  rode  high  during  the  Rea- 
gan Administr-ation.  The  Semiconductor 
Industry  Assn.  mounted  a  huge  crTisade 
to  fight  alleged  Japanese  dumping  of 
computer  chips — repeatedly  parading 


HATCH  2, 
GATES  1 


So  how  well  did  Bill  Gates  do 
on  Capitol  Hill?  On  balance, 
not  great.  To  be  sure,  Micr'o- 
soft  Corp.'s  chairman  held  up  under 
fire — making  his  points  about  the 
healthy  state  of  innovation  and 
competition  in  software.  But  the 
impression  he  left  is  that  Microsoft 
has  enough  market  power  in  its 
industry  to  justify  fiarther  investi- 
gation by  federal  trustbusters. 

Again  and  again,  Utah  Senator 
Onin  G.  Hatch  hammered  away 
vdth  two  questions:  Do  you  deny 
that  Windows  is  a  monopoly?  Do 
you  prevent  content  providers  from 
promoting  your-  competitors' 
browsers?  Despite  car-eftiUy  crafted 
answers,  Hatch  drove  home  his 
point.  Gates  acknowledged  that  just 
days  before  the  hearing,  Microsoft 
had  dropped  contract  language  that 
prevented  40  leading  Internet  ser- 
vice providers  from  promoting  rival 
browsers.  And  Gates's  hand-picked 
vdtness,  Michael  S.  Dell,  was 
tripped  up  when  Ohio  Senator-  Mike 
DeWine  told  him  his  staff  couldn't 
order  a  Netscape  browser  fi-om  Dell 
because  of  its  Microsoft  contr-act. 

The  Senate  Judiciary  Committee 
has  no  plans  to  seek  changes  in  an- 
titrust laws  to  make  life  more  diffi- 
cult for  Gates.  But  Hatch's  hearing 
can  only  strengthen  the  Justice 
Dept.'s  resolve  to  prosecute  Micro- 
soft under  existing  laws.  The  score 
so  far-:  Hatch,  2;  Gates,  1.  Stay  tuned. 
By  Steve  Hamni  in  San  Francisco 
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such  luminaries  as  Intel  Corp.'s  Bob 
Noyce  before  Congi-ess.  That  led  to  the 
1986  semiconductor  trade  agreement 
that  stopped  the  dumping  of  Japanese 
chips  in  the  U.  S .  antl  set  market-share 
goals  for  U.  S.  chips  in  Japan. 
LITTLE  PATIENCE.  But  that  success  also 
led  to  a  split  in  the  liigh-tech  communi- 
ty that  diluted  its  influence.  After  the 
chip  agi-eement  led  to  dram  shortages  in 
the  late  1980s,  computer  makers  realized 
they  needed  a  rival  Washington  pres- 
ence. So  they  set  up  the  Computer  Sys- 


tems Pohcy  Project,  one  of  many  coali- 
tions that  sprouted  up  in  the  past 
decade.  "The  semiconductor  guys  ended 
up  spawning  us  because  we  didn't  like 
what  they  had  done,"  recalls  cspp's  Kay. 

Now,  the  Internet  era  is  bringing  a 
new  set  of  high-tech  heavyweights  into 
Washington  pohcy  circles.  Unlike  chip 
and  computer  makers — many  of  which 
benefitted  mightily  from  government 
and  defense  contracts — these  Internet 
and  softwai'e  tycoons  have  little  patience 
for  biu"eaucratic  oversight  and  tend  to 


be  uncompromising.  The  U.S.,  Gate^ 
warned  at  the  Mar.  3  hearing,  vdll  oiil_\ 
continue  to  lead  in  the  Digital  Age  "i 
innovation  is  not  restricted  by  govern 
ment."  That  attitude  rankles  McKenna 
"Bill  Gates  perfectly  represents  thf 
techno-elitist  view.  He  came  out  aiK 
said  the  government  was  full  of  B.  S." 

What  do  liigh-tech's  new  policy  wonk; 
want?  Wliile  split  on  many  issues — nios 
notably  how  to  deal  vdth  Microsoft': 
power — they  agi'ee  on  a  few  key  points 
One  is  easing  immigration  restrictions 


A  BOOSTER  IN  BUIR  HOUSE 


Except  for  the  occasions  when  Bill 
Gates  is  in  town,  there's  no  high- 
tech booster  in  Washington  with 
a  higher  profile  tJmn  Vice-President 
Al  Gore.  The  Veep, 
who  is  the  Admin- 
istration 's  point 
man  on  tech  policy, 
not  only  wants  to 
nurture  the  indus- 
try, he  says  he 
hopes  to  use  its  in- 
novations to  create 
a  more  efficient 
government.  Chi 
Mar.  3,  the  Vice- 
President  shared 
his  views  on  tech- 
nology with  Wash- 
ington Bureau 
Chief  Lee  Walczak, 
Soiior  Correspon- 
dent Howard  Gleck- 
man,  and  White 
Hotise  Correspon- 
dent Richard  S. 
Dunham. 

Q:  This  Admi)iis- 
tration  presents  it- 
self as  very  much 
in  sync  with  high 
tech.  Wliat  does 
that  mean  in  terms 
of  policy? 
A:  It  means  listen- 
ing and  understanding  the  special 
needs  that  high-tech  companies  have. 
And  then  working  in  partnership 
with  them.  Just  to  pick  one  example 
out  of  many:  Thei'e  are  350,000  high- 
tech jobs  that  cannot  be  filled,  partly 
because  our  educational  and  job- 
training  institutions  cannot  produce 
the  people  with  the  skills  to  fill  them. 
But  there  are  many  similar  exam- 


ples. And  you  don't  know  about  them 
if  you  don't  spend  the  time  tiying  to 
understand  this  New  Economy. 


"  It's  really  exciting  to 
have  all  these  entre- 
preneurs out  there,  all 
these  dynamic  CEOs  " 

ALGORE 

Vice-President 


Q:  The  industry 
ivants  to  increase 
quotas  for  high- 
skilled  immigrants. 
Why  haven't  you 
agreed? 

A:  We've  made  no 
decision  on  that  is- 
sue. The  Administra- 
tion's fu'st  priority 
will  be  to  ensure 
that  American  work- 
ers have  the  oppor- 
tunity to  acquii'e  the 
skills  they  need  to 
fill  these  jobs  and 
have  priority  over 
any  foi-eign  workei's 
with  similai'  training. 
And  to  the  extent 
we  can  accelerate 
dramatic  improve- 
ments in  higher  edu- 
cation and  job  train- 
ing to  give 
Americans  those 
skills,  there  vdll  be 
irss  need  for  immi- 
gration waivers. 


Q:  Does  the  high- 
tech industry  under- 
stand how  Washington  works? 
A:  I  saw  a  movie  at  the  drive-in  in 
Carthage,  Tenn.,  when  I  was  a  little 
boy.  It  was  called  Godzilla  Meets  Re- 
dan. They  had  different  ways  of  re- 
lating, too. 

Q:  Have  regulators  learned  to  deal 

with  kigh-tecit  enterprises? 

A:  Both  the  rapid  gi'ovrth  in  high- 


technology  industries  and  globaliza- 
tion of  the  marketplace  present  new 
realities  and  challenges  in  every  as- 
pect of  law  and  regulation.  But  in 
om*  country,  we  find  time  and  again 
that  om-  oldest  principles  always  ap- 
ply to  new  situations. 

I'm  a  fan  of  most  high-tech  compa- 
nies. It's  really  exciting  to  have  all 
these  enti'epreneurs  out  there,  all 
these  dynamic  CEOs,  all  these  em- 
ployees coming  up  with  new  ideas 
and  doing  well  by  their  families  and 
communities  at  the  same  time  that 
they  are  shaking  the  foundations  of 
the  world  into  which  they  were  born. 
I'm  thrilled  by  it. 

Q:  You  are  urging  states  to  refrain 
from  taxing  Internet  commerce.  But 
in  practice,  don't  such  "infant  indus- 
try" protections  stay  in  place  long 
after  their  useful  life? 
A:  We're  for  a  limited  moratorium. 
We  have  agi'eed  to  support  it  only  on 
the  condition  that  the  industiy  enter 
into  a  dialogue  with  state,  county, 
and  local  governments  on  a  solution 
that  doesn't  cause  sudden  infant 
death  syndrome  for  the  industiy. 

Q:  Do  you  feel  that  the  techies  still 
have  this  Wild  West,  lihertarian 
streak  and  want  to  be  left-  alone  by 
Washington? 

A:  I  think  it's  both  a  cartoon-like 
distortion  and  a  definite  strain  of 
thought  within  a  significant  portion 
of  the  industry.  In  government, 
there  is  always  a  two-way  flow  of 
ideas  between  the  realm  of  public 
policy  and  the  business  world.  These 
execs  go  through  the  process  where 
they  first  want  a  place  at  the  table 
and  then  decide:  "Hey,  it's  our  table 
too." 
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ler  is  securities-litigation  reform. 
)n  lost  favor  in  the  Valley  in  De- 
jr,  1995,  when  he  vetoed  a  bill  that 
1  have  made  it  harder  for  share- 
rs to  bring  what  the  industry  con- 
;  fi-ivolous  lawsuits.  "Clinton's  veto 
ed  high  tech  out  of  its  relative  qui- 
ays  Representative  Tom  Campbell 
ilif.).  "They'll  never  be  passive 
"  Silicon  Valley  mobilized,  helped 
Congress  to  ovenide  the  veto.  And 
lowed  up  with  a  successful  cam- 

against  Prop.  211,  which  would 
shielded  California  shai-eholder  suits 
the  tougher  federal  restrictions. 

the  moment,  there's  a  rift  be- 


tween the  software  and  Internet  com- 
panies and  the  older  computer  makers 
over  encryption.  The  government 
wants  to  limit  exports  of  encryption 
technology  to  keep  it  out  of  the  hands 
of  terrorists.  FBI  Director  Louis  J. 
Freeh  wants  domestic  restrictions,  too. 
"The  hardware  guys,  with  all  their  ex- 
perience in  Washington,  are  willing  to 
look  for  compromise,  whereas  the  nou- 
veau  software  guys  want  to  have  it  all 
their  way,"  says  Kenneth  Flamm,  an 
economist  at  the  Brookings  Institution. 
Not  surprisingly,  hardware  companies 
have  gotten  further.  "Saying,  'Screw 
you,  FBI  and  Defense  Dept.'  is  not  a 


productive  approach,"  obser-ves  Flamm. 

Veterans  of  the  Beltway  predict  that 
even  the  most  airogant  and  libertarian 
software  execs  will  quickly  letuTi  to  play 
the  Washington  game.  They  can't  af- 
ford not  to,  considering  the  multitude  of 
issues  on  the  horizon.  Battles  over 
everything  from  privacy  to  intellectual 
property  to  electronic  commerce  will 
shape  the  economy  of  tomoirow.  Wel- 
come to  Washington,  Mr.  Gates. 

By  John  Carey,  with  Howard  Gleck- 
man,  Catherine  Yang,  and  Susan  B. 
Garland  in  Washington  and  Steve 
Hanim  and  Andy  Reinhardt  in  San 
Francisco 


THE  'NEW  ECONOMY'  AND  ITS  BIGGEST  FAN 


Went^ire  capitalist  John  Doetr  is 
mfatnojis  for  launching  Silicon 
f  Valley  startups  such  as  Netscape 
mmunications  Corp.  These  days, 
wever,  the  Kleiner  Perkins  Cau- 
Id  &  Byers  partner  spends  a 
link  of  his  time  pushing  public 
licy — in  monthly  meetings  with 
ce-President  Gore  and  through 
chnology  Network,  a  nonpartisan 
mp  of  high-tech  CEOs.  TechNet's 
t  buttons:  improved  public  educa- 
n  and  securities  litigation  reform. 
)err  shared  his  views  with 
'SINESS  WEEK  correspondent  Steve 
imm. 

WJmt  made  you  jump  into 
litics? 

It  wasn't  so  much  political  as  it 
IS  public  policy.  That's  increasingly 
portant  to  technology  companies 
d  to  citizens.  Technology  is  a  big- 
r  part  of  the  economy,  and  the 
ids  of  things  we  want  to  do  fall 
der  a  really  important  umbrella 
lied  the  New  Economy.  And  to 
ild  the  New  Economy,  we  can't  do 
in  oui*  garages  all  by  ourselves. 

;  What  is  TechNet's  goal? 
We  picked  two  issues  we  focus  on. 
le  is  education  refoi-m.  The  other  is 
^al  refoiTn.  And  more  broadly,  we 
id  we  should  be  a  meeting  maker, 
e've  had  100  meetings  with  elected 
icials  of  both  political  parties. 

\Your  group  has  people  of  all  polit- 
il  persuasions.  How  does  that 
yrk? 

I  It's  everything  ft*om  neo-Liberals 
neo-Libertarians.  We  focus  on  a 
w  issues  and  we  only  take  positions 
th  a  two-tliirds  vote.  There's  bi-oad 
reement  that  we  want  to  advance 


the  growth  of  the 
New  Economy. 

Q:  What  is  the  New 
Economy? 

A:  The  old  economy, 
you  learn  a  skill. 
The  New  Economy 
is  lifelong  learning. 
The  old  economy  is 
concerned  with  se- 
curity; the  new  is 
risk-taking.  The 
New  Economy  is 
job  creation;  the  old 
is  job  preservation. 
The  old  economy  is 
capital  equipment. 
In  the  new,  it's  in- 
tellectual property 
that  matters.  The 
old  economy  is 
about  the  status 
quo.  The  New  Econ- 
omy embraces  speed 
and  change.  The  old 
economy  is  top 
down  and  highly 
regulated,  and  tends 
to  be  a  zero-sum 
game:  You  win,  I 

lose.  The  New  Economy  is  distrib 
uted,  and  instead  of  being  highly 
regulated  we  form  public/private 
partnerships.  If  the  old  economy 
is  zero  sum,  the  New  Economy  is 


Q:  What  has  TechNet  accomplished? 
A:  Several  things.  In  oui"  first 
month,  we  got  300  executives  to 
stand  up  and  call  for  national  educa- 
tion standards  in  each  state  to  mea- 
sure if  8-year-old  kids  can  read  and 
12-year-olds  can  do  math.  Last 
week,  we  pledged  to  fund  and  do 


Ah 

"  If  the  old  economy 
is  zero  sum, 
the  New  Economy 
is  win-win" 

JOHN  DOERR 

Venture  capitalist 


what  we  can  do  to 
pass  a  major  char- 
ter school  initiative 
in  California.  Also, 
Marc  Andreessen  of 
Netscape  came  up 
with  the  idea  of  the 
Education  Dash- 
board— technology 
for  linking  parents, 
teachers,  and  stu- 
dents. One  other 
thing:  We  joined 
with  other  organi- 
zations to  get  fed- 
eral securities  liti- 
gation reform 
passed  so  compa- 
nies can  use  this 
safe  harbor  to  tell 
their  investors 
about  an  uncertain 
future. 


Q:  How  could  the 
government  improve 
the  climate  for  in- 
vestment in  high 
tech? 

A:  The  first  and 
most  important 
thing  they  could  do  would  be  to 
adopt  uniform  national  standards  for 
securities  litigation  reform.  Step 
No.  2  would  be  more  federal  funding 
of  basic  research  in  universities. 
This  is  me  talking,  not  Tech  Net 
now.  We  need  support  in  Congress. 
Netscape  didn't  happen  just  because 
Marc  Andreessen  was  smart.  There 
was  federally  funded  research  that 
led  to  the  whole  Web  revolution. 
The  third  thing  they  can  do  is  check 
their  damned  politics  at  the  school- 
house  door  and  get  serious  about 
public  education. 
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COMMENTARY 

By  Howard  Gleckman 

HIGH-TEGH  TALENT:  DON'T  BOLT  THE  GOLDEN  DOOR 


Perhaps  she's  named  Iri- 
na — a  brilliant  computer 
engineer  from  Kiev.  She 
wants  to  come  to  the  U.  S. 
and  bring  her  dreams  of 
developing  the  next  break- 
through in  communications 
softvi^are.  But  if  she  doesn't 
make  it  in  the  next  few 
weeks,  she  probably  will  be 
turned  away. 

That's  the  sad  result  of 
bad  immigi'ation  policy.  In 
1991,  Congress  set  quotas 
that  allow  only  65,000  high- 
tech workers  to  enter  the 
countiy  annually.  The  cap 
was  part  of  a  larger  scheme 
to  stem  the  flow  of  immi- 
grants, legal  and  illegal.  But 
with  American  companies 
scrambling  to  find  progi-am- 
mers,  engineers,  and  other 
highly  skilled  workers  in  a 
tight  labor  market,  business 
fears  the  1998  quota  could  be 
filled  by  May. 
ON  THE  CHEAP.  The  high- 
tech industry  is  working 
with  Senator  Spencer  Abra- 
ham (R-Mich.)  to  raise  the 
annual  quota  of  these  so- 
called  Hl-B  visas  to  90,000. 
But  companies  are  getting  a 
chilly  response  from  the 
Clinton  White  House,  which 
argues  that  U.  S.  employers 
are  tiying  to  get  foreign  workers  on 
the  cheap  when  they  should  be  in- 
vesting more  money  in  educating  and 
training  the  domestic  workforce. 
"Companies  shouldn't  be  able  to  say, 
'We'll  use  immigi'ation  law  as  oui- 
way  out,' "  says  White  House  eco- 
nomic policy  coordinator  Gene  B. 
Sperling. 

The  debate  over  wages  and  educa- 
tion misses  the  main  point:  The  U.  S. 
shouldn't  bar  entry  to  skilled  and  cre- 
ative people  at  all.  At  the  same  time, 
there's  no  question  that  U.  S.  busi- 
nesses must  support  and  generate  ef- 
forts to  raise  the  quality  of  math  and 
science  schooling  to  ensure  a  suffi- 
cient domestic  crop  of  programmers 
and  engineers  in  the  future. 

But  such  educational  reform  will 
take  years.  In  the  meantime,  skilled 
immigrants  who  want  to  work  in  the 
U.  S.  should  be  welcomed  with  open 
arms.  Top-notch  workers,  no  matter 


BRAIN  GAIN 


Workers  from 
abroad  such  as  TPs  Fang 
contribute  hugely  to  U.S.  output 


what  their  nationality,  stimulate  an 
economy,  creating  wealth  and  im- 
proving living  standards  overall. 

Indeed,  the  high-tech  revolution 
now  helping  to  ftiel  U.  S.  economic 
expansion  might  not  have  been  so 
powerful  without  the  diive  and  cre- 
ativity of  gifted  immigi'ants.  Every- 
one knows  about  Andrew  S.  Grove, 
the  Hungarian  who  co-founded  chip- 
making  giant  Intel  Coij).  But  there 
are  hundreds  of  others.  Two  of  Sun 
Microsystems  Inc.'s  founding  quartet 
were  foreigners.  At  Cypress  Semi- 
conductor Corp.,  four  of  10  vice-pres- 
idents are  immigi^ants — from  Britain, 
GeiTnany,  the  Philippines,  and  Cuba. 
Says  Cypress  ceo  T.J.  Rodgers: 
"What  would  [the  U.  S.]  look  like  if 
the  computer  chip  had  been  created 
in  Europe  because  of  our  lousy  immi- 
gi'ation policy?" 

Many  immigi-ants  airive  as  stu- 
dents. Alan  Gatherer,  branch  manag- 


er of  vrireless  communica- 
tions at  Dallas-based  Texas 
Instruments  Inc.,  came  from 
Scotland  to  study  at  Stan- 
ford University.  Simon 
Fang,  who  now  works  on 
complex  integi'ated  circuits 
at  Ti,  is  originally  from  Tai- 
wan. He  also  came  to  the 
U.  S.  to  attend  gi'aduate 
school,  and  thanks  to  an  Hl- 
B  visa,  was  able  to  stay. 
WHIZ  KIDS.  The  ivy  path 
makes  the  cmrent  visa  re- 
strictions all  the  more  per- 
verse. Foreign  students 
come  to  the  U.  S.  to  profit 
from  the  best  graduate  edu- 
cation in  the  world.  Some 
take  jobs  hei'e.  But  under 
Hl-B  visas,  they  must  pack 
then-  bags  six  years  later. 
Other  countries  get  the  ben- 
efit of  these  U.  S.-trained 
engineers  and  scientists. 

When  these  immigi-ants 
leave,  the  U.  S.  loses  more 
than  just  then*  talents.  An 
extraordinary  number  of 
their  children  achieve  great 
success,  too.  Example:  Of 
the  40  finalists  in  this  year's 
prestigious  Westinghouse 
Science  Talent  Search 
Award,  16  are  either  for- 
eigTi-bom  or  children  of 
immigrants. 
Critics  say  immigi-ants  take  jobs 
from  native-born  Americans.  Maybe 
a  few  do.  But  artificial  baniers  won't 
protect  U.  S.  jobs  for  long.  If  U.  S.- 
based  companies  can't  get  the  skilled 
workers  they  need  at  home,  they  viill 
set  up  shop  elsewhere — be  it  Dublin 
or  Kiev.  "We  are  disarming  the  econ- 
omy of  the  United  States  if  we  don't 
allow  skilled  workers  to  come  in,"  ar- 
gues Dell  Computer  Coi"p.  ceo 
Michael  S.  Dell. 

That's  why  it  is  essential  for  the 
U.  S.  to  nurture  the  best  workforce 
in  the  world.  It  shouldn't  matter 
whether  these  top-notch  employees 
are  bom  in  New  York  or  New  Delhi. 
America,  a  nation  of  immigi-ants, 
should  never  turn  its  back  on  people 
who  want  to  come  here  to  work. 
They  have  too  much  to  offer. 

Gleckman  covers  economic  trends 
from  Washington. 
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O  MAKERS 


N  GM  MAKE 
J-TURN  IN  EUROPE? 

launching  a  new  Astra,  but  more  needs  to  be  done 


not  a  pretty  picture.  Since  1994, 
neral  Motors  Corp.  has  been  losing 
)und  in  Europe.  Its  market  share 
dding,  and  with  no  turnaround  in 
,  gm's  European  executives  have 
feuding  openly.  In  1997,  GM  lost 
y  on  the  Continent  for  the  first 
since  1986 — a  dramatic  change 
the  early  1990s,  when  Europe  gen- 
i  most  of  the  company's  auto  prof- 
:ill,  GM  thought  it  had  time  to  clean 
;  problems. 

t  with  Asia  in  the  dumps,  Latin 
ica  stumbling,  and  U.  S.  sales 
;h  flattening,  cm  needs  a  European 
oack  toute  dc  suite.  Officially,  gm 
itives  deny  rumors  of  a  manage- 
shakeup,  but  sources  close  to  the 
any  say  a  housecleaning  is  immi- 
Louis  R.  Hughes,  the  Zuiich-based 

of  gm's  international  operations 
tried  unsuccessfully  to  unseat 
1  J.  Hennan,  managing  director  of 
Sernian  subsidiary,  Adam  Opel,  is 
ng  his  job  but  moving  back  to  the 
Herman,  a  52-year-old  lawyer,  will 
Opel  in  June  to  oversee  gm's  push 
Russia  and  the  rest  of  the  former 
t  Union.  He  will  be  replaced  by 
L.  Cowger,  cuiTently  head  of  man- 
uing  for  gm  Europe. 

CLUBBING?  GM  brass  hopes  the 
es  will  get  gm  Eu- 

back  on  track. 

will  be  a  turn- 
id  year  for  us," 
Hughes.  But 
;er  will  be  faced 
in  immediate  chal- 
:  completing  the 
1  of  a  new  version 
e  $14,000  Astra 
ict,  gm's  most  pop- 
European  model, 
lew  Astra  is  Opel's 
hope  for  beating 
archrival  Volkswa- 
vhich  introduced  a 
;dition  of  the  best-selling  Golf  six 
is  ago.  Because  last-minute  changes 
=d  Astra  production  by  six  months, 
1  now  be  squeezed  between  the 
and  a  new  Ford  Motor  Co.  com- 
replacing  the  Escoit  this  fall,  "gm 
uite  an  uphill  battle  to  fight,"  says 
Lawson,  an  analyst  at  Salomon 
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Smith  Barney  in  London. 

To  make  up  for  lost  time, 
GM  is  launching  thi-ee  Astra 
models  simultaneously.  Cai- 
maker-s  typically  begin  build- 
ing one  body  style  to  work 
out  bugs.  But  gm's  factory 
in  Bochum,  Germany  is 
building  five-door  hatchbacks 
and  station  wagons  conciu'- 
rently.  Analysts  believe  gm, 
which  has  had  a  reputation 
for  pool"  quality  in  Europe, 
may  be  asking  for  trouble 
with  the  $2.3  billion  project. 
Cowger  says  staggering  the 
start  of  the  four  factories 
that  win  build  the  Astra  will 
prevent  gUtches. 

Even  a  problem-free  As- 
tra won't  give  gm  the  quick 
turnaround  it  needs.  The 
cost  of  the  launch  will  hold  down  earn- 
ings in  1998,  gm  officials  admit.  More- 
ovei;  Opel  has  lacked  the  resources  to 
counter  vw's  new-pi-oduct  offensive.  Sa- 
lomon figures  gm's  models  have  been  on 
the  market  for  an  average  of  4.8  years, 
vs.  vw's  3.6.  It  may  take  steep  price 
incentives  to  move  gm's  aging  models. 
But  even  then,  says  Standard  &  Poor's 
DRi,  the  company  will  finish  1998  with 
11.4%  of  the  western 
Eui'opean  mai'ket,  down 
from  13%  in  1995.  GM 
officials  say  they  plan  a 
50%  increase  in  new 
products  in  the  next 
five  to  seven  years. 

Meanwhile,  to  regain 
its  position  as  Europe's 
most  efficient  carmak- 
er, GM  has  committed 
$417  million  to  retool  its 
aging  plant   in  Riis- 


199S  OPEL 
ASTRA 


HUGHES:  GM's  head  of  international  operations 
vows:  '"This  will  be  a  turnaround  year" 


selsheim,  Germany.  Opel  officials  are 
fighting  for  an  additional  $167  million 
to  raze  the  old  plant  and  start  from 
scratch.  Opel  recently  signed  an  agi-ee- 
ment  with  imion  workers  that  will  allow 
GM  to  reduce  the  Riisselsheim  work- 
force by  up  to  5,000  people. 

Even  as  GM  builds  up  in  Em-ope,  it  is 
scaling  back  its  pell-mell  rash  into  some 
Asian  markets.  A  plant  under  construc- 
tion in  Thailand  was  cut  fi'om  80,000- 
unit  capacity  to  40,000,  and  the  start  of 
production  there  has  been  pushed  back 
to  mid- 1999. 

That  mad  rush  into  emei'ging  mar- 
kets sapped  resom'ces.  gm  Em-ope  "is 
overextended,  clearly,"  concedes  G. 
Richard  Wagoner  Jr.,  president  of  gm's 
North  American  Operations.  Now, 
Cowger  will  have  to  deal  with  intemal 
as  well  as  external  problems  to  pull  off 
a  tiu'naround  at  Opel.  Insiders  say  he 
has  struck  a  conciliatory  tone  with 
workers.  Hughes,  who  had 
hoped  to  follow  Smith  into 
the  CEO  job,  will  likely  be 
under  close  watch  by  his 
Detroit  colleagues.  It  may 
be  years  before  gm  regains 
its  former  strength  in  Eu- 
rope— if  it  ever  does. 

By  David  Woodruff, 
with  Kathleen  Kerwin,  in 
Geneva 
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CORPORATE  GOVERNANCE 


GOVERNANCE  DOG, 
HEAL  THYSELF 

CalPERS  is  under  fire  for  its  own  potential  conflicts  of  interest 


Each  year,  as  Febmary  draws  to  a 
close,  directors  at  certain  compa- 
nies— they  know  who  they  are — 
ciinge.  That's  when  the  California  Public 
Employees'  Retii'ement  System  (CalPERS) 
publishes  its  list  of  um-esponsive  boards. 
But  this  yeai',  as  publicists  for  the  $128 
billion  fimd  were  blast-faxing  the  latest 
list,  CalPERS  found  itself  under  sciiitiny 
for  the  same  kind  of  conflicts  of  interest 
that  put  coiporations  on  its  liit  list. 

After  a  recent  series  of  Los  Angeles 
Times  stories  alleging  improprieties  re- 
gai'ding  CalPERs'  .$3.3  billion  fund  for  al- 
ternative investments,  and  one  day  after 
a  state  senator  introduced  legislation  to 
place  restrictions  on  Cal- 
ifornia's public  pension 
funds,  the  13-member 
CalPERS  board  passed 
some  new  rules.  The 
Feb.  19  refoiTns  prohibit 
board  members  from 
taking  campaign  contri- 
butions fi'om  companies 
with  current  or  poten- 
tial business  with  Cal- 
PERS. And  directors, 
who  now  ai'e  proliibited 
from  accepting  gifts 
worth  more  than  .$290, 
must  make  a  monthly 
report  of  gifts  valued  at 
more  than  $.50. 
OUTSIDE  MOVES.  This 
effort ,  however,  may  not 
be  enough.  According  to 
Democratic  State  Sena- 
tor Adam  Scliiff,  the  Se- 
curities &  Exchange 
Commission  is  investi- 
gating whether  to  re- 
strict campaign  contri- 
butions to  directors  of 
public-pension  boards. 
And  the  FBI  has  made 
inquiries  at  California's 
two  big  public-pension 
funds.  The  sec  and  fbi 
won't  comment.  CalPERS 
President  William  D. 


PERS  critic  has  been  Schiff,  chah-man  of 
the  California  Senate's  public  employ- 
ment and  retii'ement  committee.  His  con- 
cern was  sparked  by  a  $100  million  in- 
vestment in  a  Hicks,  Muse,  Tate  &  Fm-st 
Inc.  leveraged-buyout  fimd  that  had  lui-ed 
a  former  CalPERS  board  member.  The 
decision  to  invest  in  the  fimd  was  made 
despite  strong  objections  over  fees  by 
CalPERS'  staff.  Hicks  Muse  ceo  Tom 
Hicks  disagrees  with  that  judgment. 
Schiff  also  says  the  CalPERS  boai'd  ap- 
proved investing  in  a  real  estate  ven- 
tui'e  paitly  owTied  by  a  boai'd  member's 
son-in-law.  Crist  says  board  members 
with  conflicts  abstain  fi-om  voting. 


Calpers  also  has  in-house  critics.  State 
Controller  and  trustee  Kathleen  Connell 
questions  the  ethics  of  a  10-day  trip  to 
Asia  taken  in  1996  by  sevei^al  boaixl  mem- 
bers. The  trip  was  paid  for  by  a  non- 
profit gi'oup  fuianced  by  money-manage- 
ment iiiTOS  that  also  sent  representatives. 
A  month  before,  CalPERS  had  approved  a 
$225  million  investment  in  a  ffmd  iim  by 
one  of  those  finns,  San  Fr-ancisco-based 
Lombard  Investments.  Moreover,  Lom- 
bard ofEcere,  associates,  and  theii-  families 
have  contributed  more  than  $30,000  to 
the  campaigns  of  go?  State  Tr-easurei 
and  board  member  Matt  Fong,  who  or- 
ganized the  trip.  Fong,  now  seeking 
senate  seat,  says  liis  contributors  ai'e  on 
file  at  the  Secretaiy  of  State's  office  anc 
says  he  votes  strictly  on  investment  mer- 
its. And  Crist  defends  the  trip  as  educa- 
tional. "I  wasn't  told  who  paid  for  any- 
tliing,  and  I  thdn't  ask,"  he  says. 
NOT  THE  FULL  MONTY.  Under  the  senate 
bill,  any  company  trying  to  do  business 
with  CaUfoi-iiia's  big  pension  fimds  would 
have  to  disclose  ties  to  boaixl  membei-s  oi 


FONG:  Orga  n  ized  a 
China  trip  subsidized 
by  a  firm  whose  fund 
CalPERS  invested  in 


gifts  or  political  contri 
butions  to  them.  Tlie  bil 
would  also  limit  commu 
nication  between  ti-ust- 
ees  and  companies  wliile 
the  board  is  mulling 
proposals.  And  it  would 
make  board  meetings 
more  open  to  the  public 
and  mandate  release  oi 
meeting  timisciipts  with- 
in a  yeai\  So  fai;  the  re- 
forms most  du'ectly  af- 
fect the  two  state 
elected  officials  on 
CalPERS  board,  Fong 
and  Connell.  Fumes 
Comiell:  "This  doesn't  go 
the  full  monty." 

Both  Connell  and 
Fong,  who  call  the  re- 
cent measui'es  "window- 
dressing,"  are  pushing 
for  gi-eater  disclosure 
Tlie  CalPERS  boaixl  plans 
to  review  its  rules  or 
tiTistee  travel  in  Mai'ch, 
Wliatever  the  dii-ectors 
decide,  it's  cleai-  that  this 

nst  says  the  fimd  has   '     corporate  watchdog  is 

ven  the  fbi  public  doc-    ►  Many  CalPERS  investment         ►  Transcripts  of  closed-door  lil^ely  to  find  itself  on 

uiiiPnts  but  says  no    decisions  have  been  made  meetings  must  be  released  shorter  leash, 

prolv  has  been  started.     behind  closed  doors  within  12  months  By  Kathleen  Mmrii 

The  most  vocal  Cal-  Los  Angeles 
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EXAMINING  CalPERS'  BOARD  OF  DIRECTORS 


WHAT'S  BEING  QUESTIONED 


►  Members  accepted  free  travel, 
meals,  and  gifts  from  contrac- 
tors soliciting  investment 

►  Members  received  hundreds 
of  thousands  of  dollars  in 
campaign  donations  from 
the  investment  industry 


THE  NEW  RULES 


►  Members  can  no  longer 
accept  campaign  contributions 
from  contractors  or  potential 
contractors 

►  Members  must  turn  m  a 
monthly  report  of  all  gifts  worth 
more  than  $50 


WKen  Ji  J  every  place 
start  to  feel  like  tKe  same  place? 


When  your  only  glimpse  of  a  city  is  a  midnight  ride  from  the  airport  to  your  hotel, 
it's  hard  to  tell  Denver  from  Dallas.  Fortunately,  Hyatt  has  the  cure  for  your  deja  \'u. 
In  fact,  getting  the  flavor  of  a  city  is  as  simple  as  a  trip  to  one  of  our  restaurants. 

Our  flair  for  regional  specialties  prepared  with  fresh,  local  itigredients  means  you 
wont  have  to  leave  your  hotel  to  sample  some  of  New  Orleans'  tastiest  jandudayo  or 
Boston's  best  chowder. 

You're  also  likely  to  find  one  of  our  chef 's  special  culinary  events  on  the  menu.  Like  a  featured  wine 
paired  v.'ith  the  region's  most  celebrated  seasonal  dish.  All  with  an  inspired  twist  that  could  make  the 
difference  between  another  forgettable  business  trip  ami  a  memorable  dining  experience. 

For  a  taste  of  what  travel  should  be,  contact  your  travel  planner 
or  call  Hyatt  at  1-800-233-1234.  Or  visU  us  at  www.hyatt.com 
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Feel  the  Hyatt  /cn/i  /i 
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With  wore  than  1,70(1  Travel  Service  locations  in  over  IJO  countries."  llie  .American  Express  worldwide  network  can  also  assist  vou  wiih  travel 
AiyiEBICWf  arrangements,  letter  pick-up,  and  American  Express  Travelers  Clieipies.  It's  smart  business  to  make  the  American  E.xpress  (Mrd  your  lonslaiil  Inivel 

^SS&III  ~  ,  companion.  To  apply  for  the  Card,  call  1-HOO-THE-CARD,  or  visit  us  at  www , imericanexprcss.com.'  Ask  your  Iravcl  plamici  for  deliiils"  \'ol  all 
^^^^Hf  V-3rQS      services  available  al  all  travel  Service  locations  and  are  subject  to  local  laws  and  cash  availability. 
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COIVUVIENTARY 

By  Wendy  Zellner 

HOW  NORTHWEST  GIVES  COMPETITION  A  BAD  NAME 


With  the  Justice  and  Trans- 
portation Depts.  scouring  the 
airUne  business  for  predatory 
behavior,  the  big  carriers  are 
already  screaming  about  "re-regula- 
tion." Indeed,  in  mid-March  dot  is 
due  to  unveil  controversial  new 
guidelines  on  what  constitutes  anti- 
competitive behavior  and  the  reme- 
dies DOT  might  demand. 

Despite  the  airlines' 
protests,  regulators  have 
good  reason  to  take  a 
hard  look  at  competitive 
tactics.  And  if  they 
want  a  quick  lesson, 
they  could  hop  a 
flight  to  the  Deti'oit 
Metropolitan  Wayne 
County  Airport.  It's 
as  good  a  place  as 
any  to  learn  how  a 
dominant  caniei-  can 
head  off  upstart  rivals. 

At  Metro,  Northwest 
Airlines  commands  73%  of 
the  traffic,  and  new  com- 
petitors say  its  behavior 
there  strengthens  their 
case  that  such  "fortress  *• 
hubs"  can  be  immensely  anti- 
competitive. Northwest  spokesman 
Jon  M.  Austin  says  the  nation's 
foiu'th-largest  airline — now  seeking 
approval  to  take  a  controlling  stake 
in  No.  5  Continental  Airlines  Inc. — is 
competing  "fairly  but  aggi-essively." 
"BLOOD  IN  THE  WATER."  Upstarts 
like  Spirit  Airlines  and  Reno  Air  Inc. 
would  beg  to  differ.  Spirit  tiptoed 
into  the  Detroit-Philadelphia  market 
in  December,  1995,  with  one  round- 
trip  flight  a  day,  says  Vice-Chairman 
Mark  S.  Kahan.  Northwest's  average 
one-way  fare  when  the  tiny  Spirit 
entered  was  more  than  $170.  Spirit's 
introductory  uni'estricted  fare:  $49 
one  way.  For  a  time,  the  strategy 
seemed  to  work.  For  the  most  part. 
Northwest  ignored  tiny  Spirit,  which 
filled  its  117-seat  plane  and  made  a 
profit,  claims  Kahan. 

But  after  the  May,  1996,  ValuJet 
crash  led  to  a  drop  in  bookings  for 
other  discount  earners,  Northwest 
"saw  blood  in  the  water,"  says  Kalian. 
On  Jime  30,  1996,  Northwest  slashed 
its  fares  to  Philadelphia  to  $49  on  vii'- 


tually  all  seats  at  all  times,  he  says. 
And  it  poured  on  capacity,  adding 
nearly  30%  more  seats.  On  Sept.  30, 
Spirit  abandoned  the  route.  Says 
Northwest's  Austin  :  "We're  being 
criticized  for  matching  a  competitor's 
action,  which  I  view  as  pro-consumer" 

Executives  at  many  big  airlines 
say  cutting  fares  and  adding  capacity 
is  good  for  consumers.  True,  but  only 


if  it  lasts.  By  the  fii'st  quarter  of 
'97 — ^just  a  few  months  after  Spirit 
vrithdrew — Northwest's  average  one- 
way fare  on  the  route  had  climbed  to 
more  than  $230,  says  Kahan.  And 
the  number  of  seats  available  fi"om 
Northwest  on  the  Detroit-Philadel- 
phia mn  dropped,  too. 

Reno  Ail-  describes  similar  North- 
west tactics  in  an  antitmst  suit  filed 
in  federal  couit  in  Nevada  last  March. 
Reno  alleges  that  when  it  announced 
nonstop  sei-vice  in  December,  1996, 
fi'om  Reno  to  Detroit — which  North- 
west had  never  sei-ved  on  a  nonstop 
basis — Northwest  immediately  retail- 

Its  tactics  in  Detroit 
show  how  dominant 
ayers  can  drive  out 
rivals  and  keep 
airfares  high 


pi 


ated  by  announcing  daily  nonstop  ser- 
vice. Wlien  Reno  said  in  March,  1997, 
that  it  would  offer  two  flights  a  day. 
Northwest  jumped  to  thi'ee  daily 
flights.  Northwest  also  undercut  many 
Reno  fai'es,  the  small  au'line  contends, 
pricing  "below  an  appropriate  mea- 
sui'e  of  its  cost  in  providing  such  ser- 
vice," according  to  court  documents. 
On  Sept.  15,  Reno  cut  back  to  one 
flight  a  day  to  Northwest's 
two.  Northwest  denies  any 
vwongdoing. 

Even  two-plane  Pro  Ail' 
Inc.,  which  flies  from  De- 
troit City  Airport,  about 
25  miles  from  Metro, 
hasn't  escaped  North- 
west's notice.  Northwest 
dropped  its  fee  for 
changing  tickets  from 
$75  to  $25— matcliing 
Pro  Abf's — but  only 
in  the  markets  where 
it  competes  vrith  the 
staitup,  says  Pro  Air 
President  Craig  E.  Bel- 
mondo.  And,  he  claims, 
Northwest  is  offering  20%  com- 
missions to  travel  agents  in  Pro 
Aii-'s  markets,  vs.  the  typical  8%  else- 
where. "There  is  no  doubt  that 
Northwest  does  not  want  competition 
in  this  market,"  says  Belmondo. 

The  startups  in  Detroit  are  hoping 
that  the  mere  tlii'eat  of  litigation  and 
a  government  crackdown  will  deter 
their  big  rival.  But  they're  not  count- 
ing on  it.  Indeed,  small  airlines  nation- 
wide feel  seriously  thi'eatened  by 
their  larger  rivals'  practices.  Econo- 
mist Alfred  E.  Kahn,  one  of  the  fa- 
thers of  aii-Une  deregulation  20  years 
ago,  says  rising  prices  and  aggi-essive 
tactics  could  backfii'e  for  the  big  earn- 
ers. "The  behavior  of  ura'estricted 
fai'es  in  the  last  couple  of  yeai'S  has 
been  outrageous,"  he  says.  "It's  not 
even  in  the  interest  of  the  caniers 
themselves  to  create  such  hostility 
and  resentment."  Sui'e,  distinguishing 
between  hard-nosed  competition  and 
outright  predation  won't  be  easy.  But 
that  doesn't  mean  the  regulators 
shouldn't  tiy 

Zellner  is  BUSINESS  week's  Dallas 
bureau  chief. 
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fE'VE  HOUSEBROKEN 

ECHNOLOGY  FOR  YOU. 


UALCOMM  Incorporated.  All  rights  reserved.  QUALCOMM  is  a  registered  service  mark  and  registered  trademark  ot  QUALCOMM  Incorporated.  The  stylized  Q  logo 
nark  of  QUALCOMM  Incorporated-  Options  depend  on  services  available  from  your  earner.  CDMA  voice  quality  rated  superior  by  1997  TRAC  Study 


QUALCOMM  has  tamed  unruly  technology  and, 
at  the  same  time,  taught  it  some  manners.  With 
our  digital  phones,  you  choose  the  ways  you 
connect  with  others  through  voice,  caller  ID, 
paging,  voice  mail  and  data  options.  So  you 
are  in  charge  of  when  and  how  you'll  be  in 
touch.  When  you  are,  you'll  be  supported  by 
QUALCOMM's  advanced  CDMA  digital  technology 
It  provides  the  highest  quality  voice  transmission 
as  well  as  enhanced  security  to  guard  against 
cloning  and  fraud.  Wireless  technology  will  make 
your  life  easier,  now  that  we've  domesticated  it. 
Everything  else  in  the  arena  is,  frankly  quite 
beastly.  For  more  information,  contact  us  at 
www.qualcomm.com/tame  or  1-800-349-4188 
or  1-619-651-4029  (outside  the  USA). 


News:  Analysis  &  Commentary 


TAKEOVERS 


CHAINSAW  AL 

GOES  TO  CAMP  ,  i 

Sunbeam's  chief  will  try  to  halt  outfitter  Coleman's  slide 

Hiiiu-s  after  Sunbeam  Coip.  Cliief  Ex- 
ecutive Albert  J.  Dunlap  unveiled 
his  planned  $2.5  billion  trio  of  ac- 
quisitions on  Mar.  2,  the  CEO  of  Coleman 
Co.,  the  largest  of  the  targets,  jetted 
from  New  York  to  Wichita  to  comfort 
his  troops.  After  all,  Dunlap  is  famously 
intolerant  of  undeipeifonnere — and  Cole- 
man has  been  anything  but  stellai".  Cole- 
man CEO  Jeny  W.  Levin,  who  is  based 
til  New  York,  faced  unliappy  campei-s  in 
the  Heaitland.  "We  all  feel  bad  we  didn't 
get  to  play  out  oiu"  hand,"  he  says.  "But 
at  the  \ince  we  were  offered,  it  was  a 
gi-eat  deal  for  shareholders." 

Tnie,  at  SSVu-.  on  Mar.  4,  Coleman's 
stock  is  more  than  double  its  yearend 
price  of  l&Ai..  But  the  deal  may  not  be  so 
gi'eat  for  the  90%  of  Coleman  employees 
without  stock  options.  In  a  Mai\  2  con- 
ference call,  Dunlap  told  analysts  that 
the  companies  he  is  buying — Coleman, 
Fu'st  Alert,  and  Signatm-e  Brands — "ai'e 
not  veiy  different  from  the  old  Simbeam 
or  other  companies  I've  done."  Dunlap's 
prescription  for  Simbeam  included  closing 
18  factories,  halving  head  count,  and 
slasliing  product  lines — lending  further 
credence  to  his  nickname,  "Chainsaw  Al." 
So  employees  may  be  right  to  worry 
about  his  plans  for  Coleman. 
WEAK  YIELD.  How  did  Coleman  come  to 
tliis  pass?  It  owns  some  of  the  top  brand 
names  in  outdoor  recreation  in  the  U.  S. 
and  Japan — including  Eastpak  baclqjacks 
and  Coleman  itself.  But  it  has  not  lived 
up  to  the  potential  those  names  afford. 
Indeed,  Coleman,  83%  owned  by  Ronald 
0.  Perelman's  MacAndrews  &  Forbes 
Holdings  Inc.,  has  been  an  unspectaculai- 
part  of  the  mega-investor's  portfolio. 
Perelman  bought  Coleman  in  1989  for 
$545  million.  Until  the  sale,  it  accounted 
for-  a  chunk  of  the  debt  on  his  books. 

Allowing  for  the  Coleman  debt,  Kevin 
M.  Kuzio,  an  analyst  with  KDP  Invest- 
ment Advisors  in  Montpelier,  Vt.,  esti- 
mates Perelman  made  $814  million  on 
the  Mar  2  deal.  That  woidd  be  just  $269 
million  more  than  he  invested  initially. 
A  Perelman  spokesman  says  that  "oiu- 
profits  were  well  in  excess  of  $1  billion"  if 
the  proceeds  from  Coleman  asset  sales 
and  spin-offs  are  included. 

However  you  crunch  the  numbers,  it's 
clear  that  Coleman  has  been  running  into 
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trouble,  posting  losses  for  the  past  tw( 
years.  Retailers  and  rivals  say  the  com 
pany  jumped  the  track  under  CE( 
Michael  Hammes,  who  took  the  Colemai 
name  downmarket  vrith  a  proliferatioi 
of  baclq^acks,  coolers,  lanterns,  and  tent 
sold  through  mass  market  retailers 
"They  seem  to  have  gone  completely  fo 
the  white-trash  market,"  says  Michae 
Fowler,  vice-president  for  operations  a 
Uncle  Dan's,  a  Chicago-ai-ea  camping  re 
tailei'.  Fowler  complains  that  quality  ha 
slipped,  so  he  now  limits  his  purchases  U 
stoves,  lanterns,  and  cheap  accessories. 

Then  there  were  problems  overseas 
Coleman  has  strong  distribution  in  Eu 
rope  and  Asia,  but  its  sales  there  stallec 
in  1997.  Indeed,  to  reduce  inventon 
backlog,  it  didn't  ship  anything  new  t( 
Japan  dui-ing  the  second  quaiter,  usual 
ly  its  strongest.  Coleman  added  mai'ke 
share   in  Europ( 


"  They  seem 
to  have  gone 
completely 
for  the  white- 
trash  market " 

MICHAEL  FOWLER 

Chicago  catnping 
retailer  Uncle  Dan's 


with  its  1996  pur 
chase  of  Gennany's 
Camping  Gaz.  Bu 
the  deal  drove  its 
debt  levels  ove: 
$400  million,  witl 
little  earnings  pay 
off.  Coleman  was 
also  hurt  by  trou 
bles  in  Asia,  onc( 
its  fastest-growing 
mai'ket. 

To  tiy  to  repaii 
the  damage,  Perelman  dumped  top  man 
agement  at  Colem.an,  sending  Levin, 
longtime  lieutenant,  back  to  be  cliief  ex- 
ecutive  after  a  term  at  the  helm  o; 
l\  Revlon.  Levin  cut  1,000  workers 
closed  fom'  plants,  eliminated  a  thirc 
of  Coleman's  products,  and  began  sell- 
tng  oft"  units  to  pay  down  debt.  Losses  ir 
1997  were  tiimmed  to  $2.5  million,  anc 
margins  rose  8%-.  But  then  along  came 
Dunlap's  offer,  giving  Perelman  an  exit. 

And  now?  Dimlap  is  setting  aggi'essivt 
margin  targets  of  20%^ — far  above  Cole 
man's  historic  high  of  18.4%'.  That  wil 
probably  mean  additional  cuts  in  Cole- 
man's product  line.  And,  Levin  says,  Sim- 
beam may  move  some  of  its  manufac- 
turing to  Coleman's  Wichita  plant  anc 
close  more  of  Sunbeam's  facilities.  "They 
are  going  to  do  tilings  we  couldn't  do  on 
om-  own,"  he  says.  Simbeam  also  expects 
to  use  Coleman's  overseas  distribution 
channels  for  its  wares. 

Dunlap  is  out  to  prove  that  Coleman 
can  be  a  useftil  tool  in  his  mcksack  as  he 
builds  a  global  consumer-products  com- 
pany. That's  probably  bad  news  for  many 
Coleman  workers. 

By  De'Aun  Weimer  hi  Chicago,  with 
Gail  DeGeorge  in  Miami  and  Leah 
Natimns  Spiro  in  New  York 
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BEFORE  YOU  LET  A 
*        CO  W  PAN  Y 
CONNECT  YOUR 


TO  T 
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YOURSELF, 
»  CONNECTS 
EM  TO  THE 
TERNET?" 


If  the  answer  is  Cisco,  you 
know  your  network  service 
provider  is  supported  by  the 
products  and  technology 
that  brought  the  Internet  to 
business.  In  fact,  the  Internet  as 
we  know  it  today  is  built  on 
Cisco  equipment. 

Cisco  Powered  Network  ~ 
service  providers  are  equipped 
to  make  your  network  work 
for  you.  Whether  it's  Internet 
access,  ATM,  frame  relay  or 
other  data  services,  you  will 
know  your  business  is  getting 


the  quality  it  can  depend  on. 

Look  for  the  Cisco 
Powered  Network  mark  or  visit 
our  Web  site  at  www.cisco.com 
to  find  out  more  about  the 
participating  network  service 
providers.  Either  way,  you 
will  know  your  provider  is 
committed  to  giving  your 
business  the  most  in  reliable, 
secure  and  innovative  service. 
And  you  will  know  it's  powered 
by  Cisco  -  the  company  that 
makes  the  world's  networks 
work  for  business. 


Cisco  Systems 


Empowering  the 
Internet  Generation"' 


Cisco  Systems,  Inc.  All  rights  reserved. 


COIVIIVIENTARY 

By  Mark  Clifford 


MURDOCH:  PENNY-WISE.  POUND-FOOLISH  IN  ASIA 

Say  this  for  Rupert  Murdoch:  He's 
not  afi-aid  to  cower.  The  Aus- 
tralian media  mogul  has  spent 
the  past  five  years  in  China  backing 
off  from  his  famous  1993  statement 
that  satellite  television  is  "an  unam- 
biguous thi'eat  to  totalitaiian  regimes 
everywhere."  Four  yeai's  ago  he 
pulled  BBC  News  off  StaiTv's  China 
broadcast  to  protect  his  $825  million 
investment  in  the  satellite  channel. 
Then  he  sold  his  stake  in  the  So7ith 
China  Monihig  Post,  one  of  the 
world's  most  lucrative  papers,  to 
avoid  conflict  with  Beijing.  Murdoch 
even  published  and  hyped  the  ano- 
dyne memoii's  of  formei'  pai'amomit 
leader  Deng  Xiaoping's  daughter 

So  it's  tiaie  to  foiTn  that  he  would 
walk  away  from  publishing  the  con- 
ti'oversial  memou's  of  foiTner  Hong 
Kong  Governor  Chris  Patten — whom 
Chinese  officials  branded  a  "strutting 
prostitute"  for  his  advocacy  of  democ- 
racy in  Hong  Kong.  "Business  and 
politics  and  culture  are  intemoven," 
says  Bnice  Dover,  News  Coi-p.'s  head 
of  China  operations.  "That's  the  lesson 
we've  learned  in  China." 

So  was  News  Coip.'s  cravenness  a 
smart  business  move?  True,  it's  ahead 
of  the  competition  in  China.  It  has  a 
joint  Internet  service  with  the  Peo- 
ple's Daily  and  a  venture  with  the 
Tianjin  People's  Committee  to  operate 
a  video  production  facility.  Its  part- 
ovraed  Chinese-language  channel  now 
runs  on  cable — a  fii'st  foi'  a  foreign 


BEIJING:  Murdoch  is  ahead  of  rivals,  but  StarTV  has  yet  to  tjirn  a  profit 


the  mess  roiling  Asia  is  that  punish- 
ing ti-uth-tellers  means  that  the  prob- 
lems have  more  time  to  fester 

Asia  is  filled  with  examples  where 
it  would  have  been  best  to  thank 
beai'ers  of  bad  news  rather  than  at- 
tack them.  In  Thailand,  Goldman 
Sachs  (Asia)  Ltd.  was  called  on  the 
caipet  in  eai-ly  1997  for  suggesting 
that  the  baht's  peg  to  the  U.  S.  dollar 
wouldn't  hold.  Goldman  was  light,  but 
the  central  bank  squandered  billions 
in  resei^ves  defending  the  baht.  Thai 
pohce  even  raided  the  Bangkok  office 
of  ABN  Amro  Asia  Ltd.  last  yeai*  to 
check  out  whether  the  Dutch  invest- 
ment bank  was  encouraging  investors 
to  sell  the  Thai  currency. 


THE  PAYOFF 


News  Corp.'s  cravenness  in 
its  China  dealings  certainly  won't  help 
Asia-and  it  probably  won't  help  Murdoch 


sateUite  feed.  But  Miu'doch  might 
have  done  better — financially — to  hold 
on  to  the  South  China  Morning  Post. 
Neither  StaiTV  nor  his  other  China 
ventui'es  have  ever  turned  a  profit. 

In  the  short  nin,  it's  often  a  losing 
battle  for  companies  to  stand  up  to 
Beijing,  as  Murdoch  and  othen=;  have 
found.  But  in  the  long  nin,  it's  not 
likely  to  help  China  or  the  beaten- 
down  economies  of  Asia  if  honest  de- 
bate is  stifled.  Indeed,  one  lesson  of 


In  Korea,  too,  more  openness 
would  have  saved  tens  of  billions  of 
dollar's.  Executives  at  a  leading 
British  securities  firm  were  forced  to 
apologize  to  officials  at  Korea  First 
Bank  in  eai'ly  1997  after  one  of  the 
fiiTn's  analysts  warned  about  its  loans 
to  ailing  Hanbo  gi'oup.  Immediately 
after  a  senior  executive  with  the  secu- 
rities firm  went  on  bended  knee  to 
Korea  First,  Hanbo  group  collapsed 
under  its  $6  billion  debt.  In  its  wake. 


Korea  First  Bank  went  bust.  The  se- 
cuiities  fiiTO  doesn't  want  to  be  identi- 
fied because  its  report  is  the  subject 
of  a  pai'liamentary  investigation. 

If  there's  any  good  news,  it's  that 
Asia's  troubles  make  it  more  likely 
that  honesty  will  be  tolerated,  if  not 
encoiu'aged.  Look  at  Morgan  Stanley, 
Dean  Witter,  Discover  &  Co.  Chinese 
officials  have  cold-shouldered  the  finn 
since  strategist  Barton  Biggs  advised 
investors  to  sell  the  Hong  Kong  mar- 
ket duiing  last  October's  meltdown. 
Biggs  and  the  U.  S.  investment  bank 
were  criticized  by  the  financial  elite, 
and  insiders  say  that  Chinese  Presi- 
dent Jiang  Zemin  and  Vice-Premier 
Minister  Zhu  Rongji  were  livid.  Even 
now,  officials  still  urge  Biggs's  firing. 

Yet  Morgan  Stanley  soldiers  on, 
and  execs  say  the  controversy  hasn't 
cost  it  business.  It  just  headed  up  a 
$150  million  bond  issue  for  Shanghai 
Industrial  Holdings  Ltd.,  one  of  the 
lai'gest  Chinese  state  companies  listed 
on  the  Hong  Kong  exchange.  "The 
American  houses  are  pretty  immune 
because  people  need  American  capi- 
tal," says  a  Hong  Kong-based  execu- 
tive at  a  Eui'opean  investment  bank. 

The  lesson  isn't  that  honesty  pays. 
But  it  should.  As  Asia's  financial  crisis 
giinds  on,  leaders  are  likely  to  find 
that  punislung  bearers  of  bad  news 
will  carry  an  increasingly  high  price. 

Clifford  covers  Asia  for  business 
WEEK  in  Hong  Kong. 
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A  story 

of  leadership. 

1992 

SAP  introduces  R/S!"  enterprise 
application  software  solutions 
destined  to  change  the  way 
businesses  do  business. 


1992 

By  making  R/3  Year  2000-conipliant, 
SAP  solves  the  biggest  problem 
facing  the  computing  world  years 
before  it's  a  problem. 


1996 

cf/eralfJSAP'"  program  introduced, 
dng  rapid  implementation  a  reality. 


($1 »  n 

a 

C  # 


1995 

SAP  opens  the  door  for  more  compames 

worldwide  to  work  their  best  with 
the  release  of  R/3  industry  solutions. 


1993  . 

SAP  gains  momentum  while 
the  customer  installation  base 
grows  to  over  1,900. 


NUARY  1997 


1996 

th  the  release  of  R/3  3.1  Internet. 
:hanges  the  world  of  business.  Again. 


1997 

A  record  750  customers  go  live 
in  one  month. 


1997 

25,000  .Motorola  employees  go  live  with 
the  R/3  HR  and  Payroll  applications, 
establishing  a  foundation  for  managing 
employee  intormation  worldsvide. 


r 


A  Better  Return  On  Information^ 


r 


To  get  iJie  fliD  story  on  how  S.\P  can  help 
your  business,  \isit  us  at  hctp://w"\s-w.sap.com 
or  call  1 -800-283- 1S.\P. 


1997 

SAP  introduces  TeamSAP.'"  a  combination 
of  people,  processes  and  products 
representing  SAP's  total  commitment 
to  customer  success. 


In  Business  This  Week 
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NERVOUS  AND  SHAKY  AT  NETSCAPE? 
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Katz's  sale  was  prompted 
by  her  move  to  the  San 
Francisco  area  from  Seat- 
tle and  the  purchase  of  a 
new  home.  "This  is 
an  ever  greater 
commitment  to 
Netscape,"  she 
says.  For 
Homer,  selling 
100,000  shares 
is  part  of  a  quar- 
terly diversifica- 
tion gambit. 
Still,  Netscape's  stock  is 
trading  at  about  20 — less 
than  a  quarter  of  its 
high — making  this  an  odd 
time  to  sell.  Says  analyst 
Robert  Gabele  at  insider- 
trading  tracker  CDA/Invest- 
net:  "This  shows  a  lack  of 
confidence  in  the  future." 

By  Steve  Hamm  in  San 
Mateo,  Calif. 


UPS:  WE  ALSO 
GYBER-DELIVER 

PACKAGE    DP:LIVERY  GIANT 

UPS  is  learning  to  love  the 
Net.  On  Mar.  4,  UPS 
announced  a  new  service 
that  will  zip  documents  via 
the  Internet  in  seconds 
rather  than  rely  on  planes, 
trains,  and  delivery  trucks. 
Software  from  Tumbleweed 
Software  and  NetDox  will 
ensure  that  delivery  will  be 
secure — unlike  E-mail  and 
attachments  sent  over  the 
Web — when  the  service  goes 
live  in  the  second  quarter, 
UPS  says.  The  price:  $1  to 
$10,  well  below  ups's  basic 
$12  document  delivery  fee. 
Analysts  think  30%  of  docu- 
ments will  be  cyber-deliv- 
ered  by  2000— a"  shift  that 
would  throw  the  $8  billion 


CLOSING  BELL 


PC  OVERLOAD 

Is  Compaq  suffering  from 
indigestion?  Shares  of  the 
industry  darling  stalled  this 
year  as  unsold  pcs  piled  up  in 
dealer  warehouses.  Now,  Wall 
Street  expects  the  overhang 
to  hurt  Compaq  profit  mar- 
gins and  sales  for  the  quarter 
ending  Apr.  4.  Compaq 
shares  are  down  19%  over 
the  past  month.  Meanwhile, 
shares  of  direct  sellers, 
which  don't  worry  about  deal- 
er inventory,  have  soared: 
Dell  has  climbed  29%,  and 
even  Apple,  which  plans  to 
sell  direct  to  consumers,  is 
up  34%. 
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document  delivery  business 
into  decline  and  give  UPS  a 
leg  up  against  industry  giant 
Federal  Express.  Meanwhile, 
the  U.  S.  Postal  Service  is 
working  on  a  similar  secure 
E-mail  service  but  has  no 
start  date  scheduled. 


WORLDCOM  GETS 
SNAGGED  ON  THE  NET 

BUSY  SIGNALS  IN  BRUSSELS? 
As  WorldCom  tries  to  com- 
plete its  acquisition  of  MCI 
Communications,  the  Euro- 
pean Union  is  voicing  some 
objections  over  the  two  com- 
panies' combined  share  of 
the  Internet  market.  The 
EU's  antitrust  enforcement 
arm  says  its  review  may 
take  another  four  months. 
The  objections  are  unlikely 
to  stop  the  acquisition,  but 
the  EU  could  force  certain 
conditions,  such  as  guaran- 
tees that  its  Net  backbone 
will  be  accessible  to  others. 
It  also  could  force  the  com- 
bined company  to  divest 
itself  of  some  Net  businesses. 


ADP  GIVES 
TREES  A  BREAK 

AUTOMATIC  DATA  PROCESSING, 
which  distributes  some  100 
million  pieces  of  annual-meet- 
ing material  for  corporations 
each  year,  is  rolling  out  a  sys- 
tem for  distributing  proxy 
material  via  the  Internet  as 
well  as  allowing  shareholders 
to  vote  online.  It  expects  that 
the  system  will  be  used  at  as 
many  as  5,000  annual  meet- 
ings this  proxy  season,  adp 
predicts  that  if  it  can  convert 
even  5%  of  its  annual-meet- 
ings mailings  to  cheaper 
online  delivery,  it  could  save 
as  much  as  $25  million. 

THE  MONEY  STORE'S 
NEW  MONEYBAGS 

THE   MONEY   STORE   IS  THE 

latest  trophy  for  the  acquisi- 
tive Ed  Crutchfield,  ceo  of 


A  CASE  OF  POOR  TO 

Netscape  Commuii 
co-founder  Marc 
Andreessen  regist 
to  sell  25%  of  his 
stock  (375,000 
shares)  on  the 
heels  of  the  ' 
company's  $88 
million  fourth-  1 
quarter  loss.  ' 

Is  he  losing 
faith?  Andreessen 
says  no.  "My  confi- 
dence in  Netscape 
er  been  higher,"  he 
So  why  sell?  It's 
to  diversify,  he  say 
can't  have  all  my  v 
Netscape." 

What's  worse,  N 
General  Counsel  R 
Katz  and  Executivi 
President  Mike  Ho 
also  unloading  shar 


First  Union.  After  snapping 
up  two  big  banks  and  a  bro- 
kerage fu'm  last  year,  Ci-utch- 
field  is  plunking  down  $2.1 
billion  in  First  Union  stock, 
outbidding  still  undisclosed 
rivals  to  buy  the  Money 
Store,  a  company  specializing 
in  home-equity,  student,  and 
Small  Business  Administra- 
tion loans.  The  consumer- 
finance  industry  has  come 
under  pressure  as  savvier 
consumers  seek  out  low-cost 
credit,  but  First  Union  offi- 
cials believe  both  the  bank 
and  the  Money  Store  will 
benefit  from  gaining  access  to 
each  other's  customer  lists. 


TEXAS  INSTRUMENTS 
DISCARDS  ACER 

TEXAS  INSTRUMENTS  IS  TAKING 
another  big  step  away  from 
the  DRAM  business  with  an 
agreement  to  sell  its  one- 
third  share  of  Taiwanese 
memory-chip  venture,  Ti- 
Acer.  Acer,  Ti's  partner,  which 


is  buying  ti's  share,  already 
owned  49%  of  the  operation, 
which  reported  pretax  losses 
last  year  of  $143  million.  Los- 
ing ti  is  no  loss  for  Acer, 
though.  Under  the  decade- 
long  venture,  ti  was  the  chi| 
fab's  sole  customer,  forcing  ti 
Acer  to  sell  all  its  chips  to  tht 
U.  S.  company  at  a  discount  i 
Acer  is  renaming  the  compa-: 
ny  Acer  Semiconductor  Man- 
ufacturing and  will  diversify  I 
into  other  products,  such  a; 
logic  chips. 

ETCETERA...  ' 

■  Intel's  first-quarter  re\ 
enue  will  come  in  10%  belov 
expectations. 

■  GM  sales  in  February  fe 
7%,  vs.  a  drop  of  0.6%  fu 
Ford  and  a  gain  of  3.1%  fo 
Chrysler. 

■  The  U.  S.  Supreme  Coui 
ruled  to  permit  same-s*^ 
sexual  harassment  suits. 

■  Disney's  second-quartt 
earnings  will  be  off  becau.- 
of  bad  films  and  bad  weathe 
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StorageTek 


Where  the  world's  information  goes. 


Delivery  Man. 

"I'll  never  forget  the  day  the  CIO  came  into  my  office 
and  told  me  we  needed  a  better  storage  solution.  One 
that  would  let  us  access  and  secure  information  from 
any  department,  anywhere  in  the  organization.  It  had 
to  be  fast,  reliable  and  work  with  our  UNIX,'  l\IT^  and 
NetWare®  platforms.  I  crossed  my  fingers  and  said  I'd 
do  it.  Then  I  called  StorageTek.  And  today  I  delivered 
on  that  promise  —  on  time  and  on  budget."  Call 
StorageTek  at  1  800  786-7835.  Or  visit  us  on  the 
Web.  After  all,  when  you've  got  the  experts  on  your 
side,  establishing  a  long-term 
g  I  -  _  ^  storage  solution  isn't  a  questiOi 
■  ■  ;   .       ^  of  luck,  just  a  matter  of  delivei 


i 
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Oracle  and 
satisfying  customers  worldwide. 

A  corporation  that  wants  to  grow 
needs  a  liealthy  diet.  And  a  key  ingredient 
for  Kellogg  Company  is  a  flexible 
Oracle  solution,  one  that  realigns  and 
consolidates  its  global  information 
system.  Using  a  robust,  integrated  set 
ot  Oracle  Financial  and  Manufacturing 
Applications,  Kellogg  is  streamlining 
its  operations  worldwide,  and  thereby 
approaching  $7  billion  in  sales.  In 
addition  to  keeping  a  worldwide  staff 
on  top  of  all  the  latest  information, 
Oracle  decision  support  and  data  analysis 
tools  give  management  a  greater 
ability  to  make  strategic  decisions.  And 
with  the  powerful  Oracle  database  as 
its  information  management  backbone, 
Kellogg  can  be  assured  that  its 
systems  will  always  be  reliable,  available 
and  scalable.  Kellogg  is  using 
Oracle's  global  solutions  to  seamlessly 
and  synergistically  work  with  supp- 
liers, partners  and  customers  in  over  160 
countries.  Now  the  supply  chain, 
manufacturing  and  financial  processes 
are  organized  under  strict  control, 
positioning  Kellogg  at  the  forefront  of 
the  Consumer  Packaged  Goods 
Industry.  With  its  best-of-breed  partners, 
Oracle  is  providing  superior 
consumer  packaged  goods  solutions, 
helping  companies  grow  k)cally  and 
globally.  Find  out  more 
about  how  Oracle  can  help 
your  business  grow,  by  visiting 
www.oracle.com/products/applications/ 
or  calling  1 -8()()-6.r3-()549,  ext.  12896 
for  a  free  CD. 

ORACLG' 

Enabling  the  Information  Age"" 
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Washington  Outlook 
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DRNERED  CREDIT  UNIONS 
DME  OUT  FIGHTING 


le  stiff  setback  that  the  U.  S.  Supreme  Court  handed 
redit  unions  on  Feb.  25  may  momentarily  shaclde  theii* 
growth,  but  it  has  hardly  stopped  them  in  their  tracks: 
're  mad  as  hell,  and  they're  taking  their  case  to  Con- 
i.  Their  goal  is  to  convince  lawmakers  that  in  this  age  of 
rsonal  megabanks,  lending  cooperatives  ai'e  today's  neigh- 
■  George  Baileys. 

ley  may  just  pull  it  off.  But  first  they're  in  for  a  nasty 
1  with  the  banks,  which  hope  to  unmask  many  of  them  as 
interstate  combines  posing  as  wann  and  fuzzy  co-oj^s. 
ider  the  high  court's  decision,  em- 
;r-based  credit  unions  will  probably 
to  stop  signing  up  customers  who 
t  employees.  The  case  was  based  on 
r&T  credit  union  in  Winston-Salem, 
;  two-thirds  of  its  165,000  members 
10  employee  ties  to  at&t.  And  there 
lore  than  a  hundred  big  credit  unions 
;hat.  The  lure:  Credit  unions  are  tax 
ipt,  so  they  can  offer  loans  at  lower 
than  banks.  The  orginal  intent  was  to 
de  credit  for  blue-collar  workers  un 
fied  for  bank  loans,  but  these  days 
/  gi'oup  from  pilots  to  pro  basketball  TREASURED  IMAGE 

rs  has  its  own  credit  linion.  The  banks   

A^k  that  their  rivals  have  used  this  tax  advantage  to 
membership  to  73  million,  with  $360  billion  in  assets. 
ATCH?  WWle  the  banking  industiy  is  footing  the  bill  for 
)attle,  it's  community  banks  that  are  out  front.  They 
Congress  to  revoke  the  tax-exempt  status  of  the  big  co- 
itives  and  subject  them  to  the  same  regulatory  over- 
as  other  lenders.  "For  many  community  banks,  this  is  aJ- 
a  life-or-death  issue,"  says  banking  consultant  Bert  Ely. 
first  glance,  it  looks  like  a  mismatch.  The  banking  in- 
y  is  a  powerful  force  on  Capitol  Hill,  with  close  ties  to 
:ongressional  leaders.  It  forked  over  $13  million  in  cam- 
1  donations  for  1996 — or  17  times  what  the  credit  unions 


CAPITAL  WRAPUP 


gave.  Besides,  the  Credit  Union  National  Assn.  (cuna)  was  a 
sleepy  trade  group  based  in  Madison,  Wis.,  unto  it  moved  to 
Washington  in  1996.  "It's  a  David-and-Gohath  situation,"  says 
ex-Representative  Daniel  Mica  of  Florida,  who  heads  cuna. 

Although  it  lacks  a  strong  Washington  presence,  cuna 
has  unleased  a  gi-assroots  blitz.  Last  month,  4,000  credit- 
union  officials  swarmed  over  the  Hill  with  petitions  signed  by 
2.5  miUion  members.  "There  are  a  lot  of  congressmen  who  are 
going  to  have  to  compar-e  pac  contributions  against  gi-assroots 
votes,"  says  Mica.  It  wasn't  hard  to  find  sympathetic  mem- 
bers: Representative  Christopher  B.  Can- 
non (R-Utah)  recalls  how  his  university 
credit  union  "gave  me  the  downpayment  to 
buy  my  fii'st  house." 

He  has  introduced  a  bill  to  prevent  cred- 
it unions  from  losing  members  because  of 
the  court  decision.  Another,  sponsored  by 
Representative  Steven  C.  LaTourette  (R- 
Ohio)  and  Paul  E.  Kanjoi-ski  (D-Pa.),  would 
nullify  the  niling.  It's  backed  by  more  than 
170  legislators,  including  Siaeaker  Newt  Gin- 
grich (R-Ga.)  and  Senate  Banking  Commit- 
tee Chair-man  Alfonse  M.  D'Amato  (R-N.  Y.). 

HUl  watchers  expect  the  banks  to  resort 
to  guerrilla  tactics  by  focusing  on  the  Sen- 
ate, where  a  single  member  can  block  legislation.  The  banks 
are  also  counting  on  House  Banking  Committee  Chairman 
James  A.  Leach  (R-Iowa).  He  has  vowed  to  attach  the  La- 
TouT'ette-Kanjorski  bill  to  a  broad  financial-services  reform 
measuT'e  with  scant  progress  for  passage.  It  would  be  a  "kiss 
of  death"  for  the  credit-union  initiative,  says  a  bank  lobbyist. 

That's  probably  wishful  thinking.  "I  don't  think  70  million 
credit-union  members  are  going  to  be  very  forgiving  if  we 
don't  have  this  issue  straightened  out  by  the  time  we  go 
home  this  fall,"  warns  LaTourette.  With  support  like  that, 
credit  unions  may  find  that  it's  still  a  wondei-ftil  life. 

By  Dean  Foust 


\%  CROWDED  FIELD? 

he  GOP  Presidential  field  for  2000 
I  be  narrowing  sooner  than  expect- 
After  '96  Vice-Pr-esidential  nomi- 
Jack  F.  Kemp  gave  a  rambling,  off- 
-cuff  speech  at  the  Feb.  26-Mar.  1 
thern  Republican  Leadership  Con- 
mce  in  Biloxi,  Miss.,  party  activists 
culated  that  he  won't  even  enter 
race.  Former  Vice-President  Dan 
lyle  also  bombed  with  an  unfocused 
ress.  Quayle  didn't  help  erase  his 
fe-prone  image  when  he  mispro- 
nced  "Slovenia." 


GOP:  GLAD  CLENN'S  GOING 

►  Senate  Republican  leaders  can't  wait 
for  Senator  John  Glenn  (D-Ohio)  to 
return  to  space  this  fall.  The  retii'ing 
former  astronaut,  the  ranking  Demo- 
crat on  the  Governmental  Affairs 
Committee,  was  surprisingly  partisan 
during  the  panel's  hearings  on  '96  cam- 
paign fund-raising  abuses.  Republicans 
prefer  dealing  with  Glenn's  likely  suc- 
cessor on  the  panel:  Joseph  I.  Lieber- 
man  of  Connecticut.  Lieber-man  is  con- 
sidered far  less  partisan  and  more 
moderate  philosophically. 


NET  FUNDING  BRAWL 

►  Federal  plans  to  give  schools  and 
libraries  discounted  Internet  service 
are  hitting  new  snags  in  the  Senate. 
Republicans  and  Democrats  from 
farm  states,  including  Appropriations 
Committee  Chairman  Ted  Stevens  (R- 
Alaska),  fear  the  low-cost  program 
will  eat  into  another  subsidy  to  hold 
down  local  phone  rates  in  remote  rur- 
al areas.  The  lawmakers,  worried  that 
the  Net  subsidy  could  cost  more  than 
$2  billion  a  year,  are  mulling  legisla- 
tion that  would  shrink  the  funding. 
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CAN  CHINA  / 


ERT  CRISIS? 


The  swank  bars  and  restaurants  of  Shanghai 
are  filled  with  nei-vous  talk  these  days  about 
how  the  bottom  is  falling  out  of  the  local 
real  estate  market.  Shanghai's  five-year  con- 
struction binge  soaked  up  $18  billion  and 
astounded  the  world  with  its  audacity.  But 
now  the  city  touted  as  the  financial  capital  of  the 
world's  next  supei-power  is  filled  with  half-empty  office 
towers  and  the  concrete  shells  of  apartment  buildings. 
It  may  be  Asia's  biggest  property  glut  yet. 

Hundreds  of  miles  away,  in  an  export  zone  of  the 
Pearl  River  Delta,  the  general  manager  of  an  import-ex- 
port fiiTn  in  Guangdong  is  wonied, 
too.  His  company  has  been  a  stai' 
exporter  of  shoes  and  textiles. 
But  now  his  suppliers  are 
laying  off  half  their  woi'k- 
ei-s,  unable  to  compete  with 
rivals  in  Southeast  Asia 
who  lowered  prices  after 
their  currencies  tumbled. 
With  eaiTiings  chopping,  this 
manager-  thinks  he  may  have 
to  cut  workers,  too. 

Cliina's  economy  is  statting 
to  sputter  as  the  big  souix-es 
of  its  economic  strength  all 
show  signs  of  fatigue.  Foreign 
investment  is  slowing  because 
cash-stai"ved  Asian  companies 
can  no  longer  afford  to  build  in 
China.  Exporters  are  seeing 
business  shiift  to  cheaper  fac- 
tories in  Thailand  and 
Malaysia.  The  real  estate 
boom  in  the  rich  coastal 
provinces  is  turning  into  a 
bust.  Unemployment  is  rising, 
and  bad  loans  keep  piling  up 
in  the  state-ov^med  banks, 
threatening  the  health  of  the 
entire  economy.  Ti-ue,  China 
does  not  have  the  convertible 
cuiTency  and  massive  short- 
term  foreign  debt  that  trig- 
gered the  meltdowns  across  Asia.  But  there  are  enough 
similaiities  that  the  outside  world  is  now  asking  if  China 
can  avert  a  crisis. 

Acutely  aware  that  the  country  must  change  course, 
Beijing's  mandarins  are  scrambling  for  solutions.  As 
thousands  of  delegates  meet  in  Beijing  for  the  Na- 
tional People's  Congress,  the  Chinese  are  waiting 
eagerly  for  signs  of  decisive  action  from  new  Premier 
and  economics  czar  Zhu  Rongji.  "We  need  a  New 
Deal  with  Chinese  chai'acteristics,"  says  Chinese  Acad- 
emy of  Sciences  researcher  Hu  Angang,  recalling  the 
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bold  economic  activism  of  the  U.  S.  six  decades  ago. 

The  pieces  of  China's  new  deal  ai"e  still  taking  shape  as  the 
country's  best  and  brightest  pen  white  papers  by  the  score. 
Much  hinges  on  the  outcome  of  leadership  changes  and  a  ma- 
jor shakeup  of  gov- 
ernment ministries 
now  under  considera- 
tion. But  some  key  el- 
ements are  emerging:  Instead  of  devaluing  its  currency  to 
boost  exports,  the  government  will  try  a  major  policy  shift. 
To  stimulate  domestic  growth  it  will  abandon  its  current 
austerity  program  and  promote  hundreds  of  billions  of  dollars 
in  new  investment  over  the  several  years,  much  of  it  in 
public  works  and  housing.  The  government  will  likely  raise 
most  of  these  funds  by  significantly  expanding  its  fledgling 
bond  market  and  loosening  up  on  credit.  And  Beijing  will  in- 
ject $32  billion  in  fresh  capital  into  the  country's  four  top 
banks  so  they  can  start  shedding  bad  loans. 
TWIN  OBSESSIONS.  For  Zhu  Rongji,  who  is  expected  to  take 
over  as  China's  Premier  at  the  Congress,  the  moves  to 
prime  the  pump  signal  a  big  change  in  thinking.  Through  ad- 
ministrative fiat,  Zhu — nicknamed  Lao  Ban,  or  The  Boss — 
started  to  choke  off  credit  in  mid- 1993  to  squeeze  out  spec- 
ulation in  the  property  and  stock  markets.  His  other 
obsession  has  been  stopping  inflation,  which  has  cooled  from 
22%  in  1994  to  under  1%  now.  Associates  say  Zhu  ignored 


CHINA:  THE  PROBLEMS 

BANKS  The  government  channeled  75%  of  bank  credit 
into  state  enterprises.  But  this  practice  has  produced  at  \ 
least  $240  billion  in  bad  debt  and  created  a  bank  insoi- 
vency  crisis. 

EXPORT  SLOWDOWN  Coastal  provinces  absorbed  billions 
in  foreign  investment  to  build  factories  for  overseas  mar- 
kets. But  Asia,  which  accounts  for  half  of  exports,  has 
collapsed,  and  foreign  investment  has  slowed. 

SPECULATION  Billions  have  poured  into  office  buildings 
and  shopping  malls  in  Beijing,  Shanghai,  and 
Guangzhou.  Overcapacity  and  new  debt  problems  for  the 
banks  are  the  result. 

JOBS  As  state-owned  enterprises  pile  up  losses,  more 
are  shutting  factories,  producing  new  jobless  masses — 
maybe  twice  as  high  as  the  official  statistics. 

appeals  to  ease  up  on  his  fight  against  inflation  until  the 
Asian  crisis  was  well  under  way  and  its  implications  for 
China  were  clear.  But  by  December,  he  realized  that  China's 
own  economy  could  stall  disastrously  if  he  didn't  step  on  the 
gas,  risking  the  ire  of  die-hard  conservatives  who  oppose  any 
increase  of  inflation  and  deficit  spending.  Perhaps  in  antici- 


n  of  his  new  role  as  Premier,  Zhu  has  been  having 
lathetic  meetings  with  unemployed  workers, 
rty  members  are  steeling  themselves  for  a  more  fun- 
ntal  reform  of  China's  state-run  capitalism.  The  coun- 
leeds  a  modern  banking  system,  not  the  profligate 
od  of  state-directed  credit  it  has  now.  The  Chinese 

treat  foreign  investors  as  genuine  partners  and  not  as 
lie  sources  of  cash  and  technology.  And  the  government 

realize  that  the  easy  days  of  export-led  growth  are 
ig  and  that  the  task  of  building  a  domestic  economy 
ihead. 

lat's  amazing  is  how  swiftly  the  Asia  crisis  has  under- 
1  China's  growth  formula.  Under  Deng  Xiaoping,  Beijing 
le  coastal  provinces  invest  willy-nilly  in  hundreds  of 
;ands  of  real  estate  and  manufacturing  ventures.  The 
loggles  and  corruption  were  astounding.  Zhu  finally 
3d  cutting  off  the  flow  of  cheap  bank  loans  to  pet  proj- 
The  austerity  drive  left  even  many  sound  companies 
ed  for  funds  and  forced  to  lay  off  workers.  But  Zhu  and 
'  leaders  figured  that  as  long  as  export  industries  re- 
3d  strong,  the  economy  would  keep  growing  briskly, 
als  figui-ed  they  would  have  years  to  fix  the  state  sector 
)erfect  their  brand  of  red  capitalism, 
t  export  growth  may  slow  to  5%  this  year,  from  22% 
i97,  and  cities  from  Beijing  to  Shanghai  are  feeling 
(inch.  The  coastal  factories,  many  of  them  started  by 
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the  go-go  party  cadres,  are  having 
trouble  finding  buyers  for  all  theii" 
low-grade    air    conditioners,  , 
vacuum  cleaners,  and  consumer 
electronics. 

Consumer  demand  is  drop- 
ping fast,  and  many  retailers 
are  desperate  for  shoppers.  At 
Beijing's  new  Cofco  Plaza  shop- 
ping center,  for  example,  the  top 
two  floors  are  empty  of  shops.  And 
the  designer  clothes  and  bedding 
sold  in  the  largest  third-floor  shop 
come  from  boutiques  elsewhere  in 
the  building  in  order  to  fill  up  oth- 
erwise unoccupied  space. 

Such  signs  are  alarming.  If 
gi-owth  sHps  below  7%,  the  econo- 
my will  not  generate  nearly 
enough  jobs  to  soak  up  the  6  mil- 
lion Chinese  entering  the  work- 
force each  year,  as  well  as  the  12 
million  laid  off  by  restructured 
state  enterprises.  Unemployment 
is  expected  to  jump  by  an  addi- 
tional 10  million  through  2001.  The 
steel  industry  vrill  dismiss  a  half- 
million  workers — 38%  of  its  work- 
force— by  2000.  The  country's  tex- 
tile machine  will  probably  lose 
600,000  jobs  in  the  next  few  yeai's. 
City  officials  are  frantically  tiying 

to  retrain  these  former  factory  hands,  many  of  them  over  40. 

Chinese  policymakers  know  that  a  significant  slowdown 
could  force  them  to  devalue  theii'  cuiTency.  That  would  send 
a  new  jolt  thi'ough  the  world  economy.  Devaluations,  warns 
Zhu  Min,  an  economic  adviser  to  the  Bank  of  China's  presi- 
dent, would  lead  to  "export  wars  in  the  second  half  of  this 
yeai"  and  a  vicious  cycle  of  depreciations."  A  slowdown  could 
also  trigger  the  kind  of  social  um-est  that  homfies  China's 
leaders.  And  if  China  shdes  into  stagnation,  the  world  loses 
one  more  important  source  of  growth. 
FEUDING  PLANNERS.  That's  why  reigniting  growth  is  a  central 
part  of  the  new  plan.  But  don't  expect  to  see  a  lucidly  pack- 
aged, well-organized  stimulus  progi'am  emerge  from  the 
Congress.  Instead,  the  cadres  vrill  unveil  remedies  piece- 
meal as  disagreements  rage  over  the  details.  Even  the  offi- 
cial China  Daily  newspaper  is  reporting  the  debate  among 
technocrats  over  the  wisdom  of  abandoning  fiscal  rigor  and 
risking  the  creation  of  another  bubble.  Sinologists  say  cuirent 
Premier  Li  Peng  favors  only  a  10%  increase  in  government 
spending,  below  Zhu's  target.  Yet,  at  the  end  of  the  day,  an- 
alysts expect  the  government  to  boost  its  spending  on  pub- 
lic works  and  other  projects  as  much  as  20%  a  year. 

Much  of  this  is  to  come  from  vast  personal  savings — 
some  $560  billion  piled  up  in  state-run  commercial  banks 
throughout  the  country  after  a  decade  of  economic  grovrth. 
The  goal  is  to  ladle  this  money  into  eveiything  from  Beijing's 
fourth  ring  road  to  Shenzhen's  subway  to  such  megaprojects 
as  the  Three  Gorges  and  the  Yellow  River's  Xiaolangdi 
dams.  The  usual  way  to  capture  these  savings  would  be  to  is- 
sue bonds.  But  ordinary  Chinese  investors  have  traditional- 
ly steered  clear  of  long-temi  debt  instruments,  either  because 
interest  rates  ai'e  low  or  because  it  is  too  difficult  to  sell 
them  on  a  secondary  market.  Banks  also  ai-e  not  eager  to  see 
a  major  bond  market,  wliich  could  cUvert  funds  from  their  de- 
posits and  make  it  more  difficult  to  carry  their  estimated 
$240  billion  in  dud  loans. 

Yet  policymakers  are  actively  debating  several  bold 
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ideas  that  could  vastly  expand  China's  debt  markets.  One 
would  be  a  major  expansion  of  corporate  bonds,  which  au- 
thorities until  now  have  kept  at  under  $2  billion  a  year.  Liu 
He,  an  official  at  the  State  Information  Center,  recently 
proposed  a  big  increase  in  the  number  of  highway  and 
railroad  bonds.  A  more  controversial  idea  is  to  let  cities 
and  provinces  sell  bonds  both  at  home  and  abroad,  a 
scheme  Zhu  opposes  because  local  officials  could  go  over- 
board again.  The  central  bank  is  also  considering  an  ex- 
pansion of  thf'  money  supply  later  this  year  through  new 
loans  to  commeri.ial  banks.  I'lans  are  afoot  to  bankroll 
consti-uction  of  $350  billion  in  apartments  over  three  years. 
The  central  bank  also  would  earmark  loans  for  infrastruc- 


ture projects  and  small  businesses 
The  most  urgent  task  Zhu  faces 
however,  is  to  clean  up  the  banking 
system.  A  key  first  step  is  Beijing's  re 
cent  decision  to  pump  $32.5  billion  in 
capital  into  its  four  main  commercial 
banks  by  issuing  new  state  treasury 
bonds.  This  will  boost  banks'  capital 
levels  to  meet  international  standards^ 
making  it  easier  to  cany  nonperfomiing 
loans,  lower  lending  rates,  and  increase 
profitability. 

The  government  is  also  making  at 
tempts  to  curb  the  rampant  growth  in 
finance  companies,  wliich  were  notorious 
for  providing  loans  to  speculative  in- 
vestments. Computerization  of  bank 
data  is  making  it  easier  for  regulators 
to  monitor  loans.  Zhu  also  wants  to 
dramatically  reduce  the  number  oi 
branches  of  the  People's  Bank  of  China 
to  lessen  the  chances  of  local  meddling, 
Top  bank  executives  at  the  regional 
level  now  ai"e  appointed  directly  by  Bel-  if 
jing  and  no  longer  report  to  provincial 
governments  or  party  officials.  Wang  If 
Qishan,  former  president  of  China  Con-  Ji 
struction,  has  been  named  Vice-Gover-  e 
nor  of  Guangdong  Province,  where  he  f 
vrill  tiy  to  ensure  that  local  cadres  don't  ■ 
dictate  bank  lending. 
GREEN  LIGtfTS.  Beijing  will  also  sweeten 
terms  for  investors  ft"om  the  U.  S.  an^ 
Europe.  "When  the  economy  is  bad 
the  authorities  are  polite  to  people  lik^ 
me,"  says  William  A.  Hanbury  Tenison, 
chief  representative  of  Jardine  Flem 
ing  Securities  Ltd.  in  Shanghai.  "At| 
the  moment,  people  are  very  polite." 

They're  about  to  get  even  nicer.  Chi 
nese  authorities  will  soon  sign  off  o: 
major  infrastructure  projects  involvini 
Western  multinationals  that  have  bee: 
bogged  down  for  years.  In  February,! 
for  example.  Royal  Dutch/Shell  Group 
finally  got  the  green  light  for  a  $4.5 
billion  chemical  complex,  China's  biggest 
foreign  investment  ever.  Jack  Perkows- 
Id,  chau-man  of  Asimco,  a  direct-invest- 
ment fund  with  17  joint  ventui'es  across 
China,  is  currently  negotiating  two| 
more  ventures,  which  are  suddenly  go- 
ing more  smoothly.  "For  everything  in 
the  contract,  we're  finding  more  flexi- 
bility now.  We're  seeing  tangible  signs,' 
he  says. 

Reforms  aimed  at  streamlining  China's  stifling  bureau- 
cracy would  improve  the  investment  climate  immensely.  Re- 
ducing the  power  of  the  Ministry  of  Post  &  Telecommunica- ' 
tions,  which  both  regulates  and  operates  most  of  the 
telephone  system,  would  help  open  China's  phone  market. 
Limiting  the  ministries'  role  in  industry  also  could  weaken 
China's  ability  to  impose  onerous  males  on  technology  trans- 
fer and  local  content. 

Beijing  may  even  make  it  easier  for  foreigners  to  turn  a 
profit,  something  it  has  not  cai'ed  much  about.  Watch  for  new «. 
low-interest  loans  and  reduced  tax  rates  for  particular  in- 
frastructure projects  built  by  foreign  joint  ventures. 

Ambitious  stuff.  But  will  it  be  enough?  A  good  clue  will  be 
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w  China  tackles  its  banking  problem.  Although  Westeni 
'^sts  praise  the  $32  billion  capital  injection  as  an  impor- 
first  step,  "in  terms  of  solving  the  problem,  it's  only  a 
ion  of  what  they  need  to  do,"  says  Standard  &  Poor's 
a  analyst  Wayne  Gee. 

lina's  banks  probably  need  a  much  more  massive  injec- 
of  new  capital  so  that  they  can  wi-ite  off  bad  debts  to 
enterprises.  Western  economists  also  feai-  that  Chi- 
>hort-tenn  foreign  debts — the  Achilles'  heel  that  bi'ought 
1  Thailand  and  South  Korea — may  be  understated.  Offi- 
'  listed  at  $15  billion,  the  real  figure  could  be  several 
i  that  if  the  offshore  borrowings  of  Chinese  corporate 
ehes  in  Hong  Kong  and  the  U.  S.  are  included.  Bei- 
;  $140  billion  in  foreign  reserves  is  still  a  comfortable 
on,  but  China  may  be  more  vulnerable  to  an  external  fi- 
ial  shock  than  it  thinks. 

•AN  MODEL?  Throwing  money  at  the  banks  won't  work 
IS  they  also  start  lending  on  the  basis  of  credit  analysis, 
;r  than  politics.  Also  lacking  so  far  is  a  comprehensive 
for  the  banks  to  wipe  bad  debts  off  their  books,  which 
■cessary  if  they  are  to  stand  on  their  own  as  profit- 
ng  institutions.  China  does  not  have  a  legal  framework 
anks  to  seize  corporate  assets  and  sell  them  off  to  out- 
investors.  And  because  there  is  no  insurance  pi'ogram  to 
?ct  depositors,  shutting  down  bad  banks  is  difficult, 
e  isn't  even  a  system  to  monitor  the  assets  of  state 
s.  All  of  these  issues  are  now  being  debated  actively  in 
^-hinese  press,  but  decisions  aren't  expected  in  the  com- 
nonths. 
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The  government  also  has  not  fig-  •'- 
ured  out  what  to  do  with  the 
largest  state-owned  enterprises, 
the  biggest  money-losers  in  the 
system.  Beijing  has  been  urg- 
ing strong  state  companies  to 
buy  up  the  weaker  ones  to  cre- 
ate conglomerates  modeled  af- 
ter South  Korea's  chaebol.  The 
well-i-un  Baoshan  Iron  &  Steel 
Coi"p.  in  Shanghai,  for  example, 
is  being  strong-aiTned  into  buy- 
ing a  poorly  run  metallurgy 
company,  while  Beijing's  Snow 
Lotus  Cashmere  Co.,  one  of  the 
profitable  textile  makers,  may 
have  to  acquire  other,  money- 
losing  cashmere  producers.  "We 
are  being  encouraged  to  take 
over  a  hurting  enterprise,  but 
I'm  not  sure  that  that  is  a 
sound  strategy,"  says  General 
Manager  Li  Yuanzheng. 

The  crisis  of  Korea's  chaebol 
may  well  force  Beijing  to  aban- 
don this  model  and  even  to  re- 
think the  party's  emphasis  on 
large  coiporations.  Now,  policy- 
makers are  exploring  special 
loan  funds  for  smaller  business- 
es, and  they  may  make  it  easier 
for  private  entei-prises  to  issue 

stocks  and  bonds.  Ready  cash  raised  in  1997  from  Hong 
Kong's  securities  markets  was  supposed  to  ease  the  pain  of 
restracturing  state-owned  behemoths.  But  that  money  has 
now  dried  up.  So  the  government  plans  to  approve  $3.7  bil- 
lion worth  of  initial  offerings  in  Cliina's  domestic  markets  this 
year,  a  sum  that  may  gTow.  Trouble  is,  regxilators  fear  that  if 
failing  companies  manage  to  list,  the  ah-eady  shaky  credibil- 
ity of  China's  bourses  will  be  undermined  further. 

Opening  up  the  interior  of  China  to  serious  economic  de- 
velopment could  offset  the  slowdovm  in  exports  and  boost  de- 
mand for  locally  made  goods.  Beijing  is  hoping  its  ambi- 
tious pubhc-works  progi'am  will  spread  the  wealth  to  such 
interior  cities  as  Wuhan  and  Zhengzhou.  They  also  want  to 
help  the  three-quarters  of  China's  population  that  lives  in 
nu-al  areas  but  who  account  for  only  45%  of  retail  sales.  The 
average  annual  income  of  a  Chinese  farmer  is  a  mere  $250, 
whereas  city  residents  pull  in  about  $620.  But  this  will  take 
years:  The  roads  and  power  genei'ators  must  be  built  before 
industry  moves  en  masse  to  the  hinterland. 

Give  credit  to  Zhu  Rongji  and  China's  ablest  bui'eaucrats 
for  recognizing  a  developing  ciisis  and  mobilizing  to  solve  it. 
Outsiders  applaud  his  ambition.  "Zhu  is  shooting  for  the 
moon,  but  even  if  he  ends  up  only  half  way  there,  it  will  be  a 
tremendous  acceleration  of  what  we  have  seen  so  far,"  says 
Nicholas  R.  Lardy  of  Washington's  Brookings  Institution. 

Yet  Zhu  and  his  colleagues  have  only  a  few  years  to 
reignite  China's  economy  with  public  woi'ks  and  public  debt. 
If  they  succeed,  Cliina's  economy  will  be  vastly  moi'e  mai'ket- 
oriented  but  with  the  paity  still  at  the  helm.  If  they  fail,  Chi- 
na vrill  have  the  same  problems  it  has  today,  except  it  wiU 
have  a  lot  more  debt  and  far  fewer  options.  Six  months 
ago,  the  Chinese  thought  they  could  avoid  the  fallout  of  the 
crisis.  Today,  the  crisis  is  already  forcing  major  change  in 
Asia's  most  dynamic  economy. 

By  Joyce  Bcmiatlian  and  Dexter  Roberta's  in  Beijing,  Mark 
L.  Clifford  in  Shmigliai,  Bruce  Einhoni  in  Guangzhou,  and 
Pete  Engardio  in  New  York 
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By  Gail  Edmondson 


I'M  SHOCKED!  THERE  ARE  PEOPLE  WORKING  IN  HERE!' 


Imagine  a  country  where  a  chief 
executive  could  be  jailed  because 
his  managers  work  more  than  39 
hours  a  week  without  overtime  pay 
or  compensating  time  off.  These 
aren't  factory  workers,  but  the  well- 
paid  people  who  in  most  countries 
rack  up  workweeks  of  50  hours  or 
more  in  offices  and  rarely  take  their 
full  vacation.  Where  might  that  kind 
of  regime  earn  the  boss  a  prison 
term?  Mais,  c'est  la  France! 

As  the  Socialist  government  of 
Prime  Minister  Lionel  Jospin  debates 
a  35-hour  workweek,  France  has  fo- 
cused much  attention  on  working 
hours.  Officials  are  now  enforcing  the 
cuirent  39-hour  rule, 
which  applies  even  to 
managers,  with  re- 
newed vigor.  The  la- 
bor-market poUce 
unit,  the  Inspection 
du  Travail,  has  been 
raiding  companies  to 
catch  finance  man- 
agers, engineers,  soft- 
ware programmers, 
and  marketing  execu- 
tives who,  in  violation 
of  the  law,  work  past 
7:00  p.m.  vdthout 
keeping  records  of 
their  overtime — and 
without  compensa- 
tion. Quelle  harreur! 
"FASCISM?"  Thousands 
of  citations  have  been  issued, 
threatening  CEOs  with  fines  up  to  $1 
million  and  maximum  jail  terms  of 
two  years.  Electronics  giant  Thom- 
son-csF,  furniture  maker  Ikea,  and 
retailer  Auchan  have  been  forced  to 
introduce  time  clocks  for  managers. 
In  Thomson's  case,  such  a  move  set- 
tled 6,057  citations  in  December. 

At  telecom  giant  Alcatel  Alsthom, 
management  protested  in  early 
March.  In  raids  on  subsidiary  Alcatel 
CIT,  inspectors  interrupted  executives 
vAth  clients  and  harassed  engineers, 
who  complained  they  were  bi-utishly 
herded  into  an  inteiTogation  area. 
Alcatel's  managers  denounced  the 
"administrative  fascism"  of  the  union 
leaders  who  invited  the  inspection 
and  the  officials  who  conducted  it, 
comparing  theii-  behavior  to  that  of 


Nazi  storm  troopers.  The  union,  the 
CFDT,  which  is  loosely  aligned  vdth 
the  governing  Socialists,  has  sued  for 
defamation. 

With  unemployment  stubbornly 
high,  the  Jospin  government's  re- 
sponse is  to  redistribute  work.  And 
because  that  is  considered  the  moral 
thing  to  do,  Paris  has  considerable 
backing.  But  divvying  up  the  pie  into 
ever  smaller  pieces  seems  to  be  the 
sum  total  of  the  Socialists'  creativity. 

It's  a  sad  tally. 
The  intent 
of  the 
35-hour 
workweek 


and  the  raids  is  to  force 
new  hiring.  If  you  have  to  pay  a 
software  engineer  100%  more  be- 
cause he  works  60  hours  a  week, 
why  not  hire  another  engineer?  But 
dividing  up  existing  wealth  won't 
create  new  wealth.  Controls  on  the 
labor  market  won't  encourage  compa- 
nies to  invest  or  startups  to  launch 
businesses.  "The  government  has  to 
think  more  about  the  needs  of  a  ser- 
vice economy,"  says  Bernard  Dufau, 
president  of  IBM  France.  "They're 
imposing  more  rigidity  when  what's 
needed  is  flexibiUty." 

The  false  assumption  is  that 
France's  economy  can  operate  in  a 
vacuum.  How  should  Thomson-CSF 
compete  with  Lockheed  Martin  Corp. 
when  U.  S.  managers  can  log  60-hour 


weeks  for  a  fixed  salary?  While 
Thomson's  managers  take  weeks  of 
compensatory  time  off,  rivals  will  eat 
their  lunches. 

TREADMILL.  Indeed,  a  rising  number 
of  French  workers  are  bolting  for  op- 
portunities abroad — where  managers 
might  put  in  12-hour  days  but  reap  a 
pile  of  stock  options.  Foreign  compa- 
nies provide  incentives  for  hard 
work,  instead  of  relegating  workers 
to  a  treadmill  that  honors  the  lowest 
common  denominator. 

If  reason  prevails,  law- 
makers will  separate 
managers  fi'om  hourly 
workers  as  they  debate 
the  35-hour  work- 
week. Labor  Ministry 
officials,  taken  aback 
by  the  aggressive 
raids  of  workplace 
inspectors,  acknowl- 
edge the  need  for 
separate  rules  for 
managers.  Industry 
leaders  hope  to  break 
the  straight-line 
equation  between 
hours  and  compen- 
sation. Instead  of 
paying  overtime 
for  hours  in  excess 
of  the  limit,  compa- 
nies would  offer  a 
package  of  benefits, 
such  as  training  pro- 
grams and  additional  vacation 
days,  for  a  manager's  more  demand- 
ing duties.  In  1984,  IBM  France  ne- 
gotiated an  agreement  hke  this.  Un- 
der it,  managers  can  receive  two  or 
three  days  per  quarter  in  extra  va- 
cation, at  the  discretion  of  their  su- 
periors, for  excessive  overtime. 

French  managers  are  no  strangers 
to  overtime.  One  survey  indicates 
that  half  of  them  work  more  than  46 
hours  a  week — and  25%  more  than 
51.  Accordingly,  some  unions  say 
managers  should  get  an  additional 
five  to  six  weeks  of  vacation  a  year, 
bringing  the  total  to  10  to  12 
weeks —  almost  one  week  in  four. 
Imagine  how  many  companies  would 
remain  in  France  then. 

Edmondson  is  Paris  bureau  chief. 
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International  Business 


COMMENTARY 

By  Robert  Neff 


ARE  JAPAN'S  PROSECUTORS  ON  A  SECRET  MISSION? 


The  Japanese  had  only  gotten 
over  the  shocking  suicide  of 
parliamentarian  Shokei  Aral 
when  they  got  more  disturbing- 
news.  Authorities  were  investigat- 
ing Eisuke  Sakakibara,  Japan's 
vice-finance  minister  for  interna- 
tional affairs,  for  allegedly  pres- 
suring Daiwa  Securities  to  cover 
an  associate's  losses. 

Sakakibara  denies  the  charges, 
and  things  may  blow  over.  But 
with  such  a  high-placed  name  be- 
ing dragged  into  the  swirl  of  fi- 
nancial scandal,  the  Japanese  real- 
ize that  these  investigations  are 
getting  serious.  That's  not  to  say 
the  Japanese  expect  an  end  to  the 
suspect  behavior  that  connects 
the  pohticians  and  ministries  with 
the  businesses  they  are  supposed 
to  regulate.  Says  a  Japanese  fund 
manager:  "It's  just  tokage  wo 
shippo  kiri" — cutting  off  a  lizard's 
tail.  Lop  off  a  few  corrupt  offi- 
cials, and  the  system  wall  gener-  ~ 
ate  others.  Yet  these  investigations 
do  show  how  the  Japanese  power 
system  is  at  war  with  itself — and 
creating  an  ambiguous  environment 
that  few  but  the  savviest  insiders 
can  navigate. 

EASY  PICKINGS.  Take  the  case  of 
Ai-ai,  a  dashing,  self-styled  refoiTner. 
He  apparently  did  what  many  Japa- 
nese pohticians  do.  He  allegedly  pres- 
sured Nikko  Securities  Co.  to  guai-an- 
tee  him  stock  profits.  Although 
pi'osecutors  seem  to  have  the  goods 
on  many  politicians,  they  chose  to  go 
after  Arai.  Why?  Because  he  was 
easy  pickings.  The  fii'st  and  only  Diet 
member  of  Korean  descent,  he  had 
few  strong  protectors,  and  he  had 
abandoned  the  ruling  Liberal  Democ- 
ratic Party  for  a  while  to  join  a  new 
"refomnist"  party.  When  he  came  back 
inside  the  ldp  fold  a  few  years  ago, 
none  of  its  poweiful  factions  would 
accept  him. 

Worse  yet,  as  a  fonner-  elite  bu- 
reaucrat at  the  Ministry  of  Finance, 
Arai  suited  the  prosecutors'  recent 
campaign  to  rein  in  mof.  Even  as 
they  were  chasing  Arai,  the  prosecu- 
tors were  zeroing  in  on  mof  officials 
for  allegedly  indulging  in  settai — vnn- 
ing  and  dining  with  executives  who 


TARGET:  Arai  shortly  before  his  suicide 


picked  up  the  tab  in  exchange  for 
sensitive  infomiation. 

Some  obsei"vei's  believe  that  the 
prosecutors  genuinely  woiTy  that  mof 
is  jeopai'dizing  their  countiy.  Given 
the  mof's  bungling  of  economic  policy 
and  financial  regulation,  "the  prosecu- 
tors' intention  is  to  save  and  pi'otect 
Japan's  bureaucratic  system,"  says 
Takao  Toshikawa,  special  correspon- 
dent for  the  monthly  Chiental  Econo- 
mist. But  because  they  are  facing  off 
against  the  combined  might  of  the 
LDP  and  MOF,  the  prosecutors  have  so 
far  only  been  able  to  pick  off  strag- 
glers Uke  Arai. 

This  guenilla  war  is  likely  to  drag 
on,  since  mof  cannot  stop  these  inves- 
tigations completely.  Moreover,  con- 
flict inside  mof  may  give  the  prosecu- 
tors more  openings,  mof  officials 


Rooting  out  corruption 
maybe  secondary  to 
curbing  the  power  of 

the  Ministry  of  Finance 


themselves  are  conducting  the  in- 
vestigation of  Sakakibara,  who  has 
his  rivals  inside  the  ministry.  If 
the  investigation  expands,  the 
prosecutors  may  eventually  get  a 
piece  of  the  action. 

The  prosecutors  are  fonnidable 
adversaries  and  are  accountable 
only  to  themselves.  The  prosecu- 
tor-general outranks  the  Justice 
Ministry's  top  administrative  nriin- 
ister  and  answers  only  to  a  com- 
mission of  other  top  prosecutors. 
Because  of  reverberations  from  a 
previous  attempt  by  a  Justice  Min- 
ister to  intervene  in  prosecutorial 
activities,  "it  is  very  dangerous  for 
pohticians  to  tell  prosecutors  what 
to  do,"  says  pohtical  commentator 
Minora  Morita. 

STALEMATE.  What  is  more,  one- 
time law-enforcement  officials  are 
gaining  power  Former  prosecutors 
and  judges  now  ran  five  key  finan- 
cial-industry regulatory  agencies. 
~  Another  new  watchdog  agency  ap- 
pears likely  to  be  headed  by  a  former 
prosecutor.  And  new  Finance  Minister 
Hikara  Matsunaga  served  as  a  prose- 
cutor before  turning  politician. 

The  result  of  all  this  will  probably 
be  a  stalemate.  The  prosecutors  vdll 
keep  pushing,  while  mof  and  the  LDP 
will  not  fundamentally  change.  But 
the  prosecutors  will  succeed  in  creat- 
ing new  ambiguities  in  the  Japanese 
system.  By  defining  settai  as  bribery, 
they  are  calling  into  question  a  prac- 
tice that  has  flourished  for  centuries. 

For  foreign  companies  in  Japan, 
this  development  just  adds  to  the  dif- 
ficulty of  understanding  what's  accept- 
able in  business.  "It  isn't  clear  what 
the  rales  are,"  says  Glen  Fukushima, 
president  of  the  American  Chamber 
of  Commerce  in  Japan.  "Even  if 
transparency  is  fonnally  increased, 
personal  relationships  in  Japan  being 
what  they  are,  newcomers  often  are 
forced  to  take  unconventional  mea- 
sui'es  to  compensate."  Meanwhile,  he 
suggests,  Japanese  players  will  prove 
sawier  at  adjusting  to  the  new  rales, 
unclear  as  they  are.  And  that,  per- 
haps, is  how  the  Japanese  like  it. 


Contributing  Editor  Neff  covers 
Japanese  politics  and  finayice. 
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JNDERNEATH  ITS  COLD,  WICKED  EXTERIOR 
LIES  THE  HEART  OF  A  PRUDENT  ENGINEER. 


h  closer  to  the  spider's  web,  and  you'll  witness  and  Mark  Lashier,  Ph.D.,  EE.  Both  were  recently 

ingenious  technical  triumph.  Pound  for  named  "Young  Engineer  of  the  Year"  by  the 

md,  not  even  steel  can  match  the  strength  of  National  Society  of  Professional  Engineers, 

silk.  At  Phillips,  we  appreciate  bold  engineering.  And  both  make  brilliant  examples  of  what  it 

ich  explains  why  we  attract  the  brightest  means  to  be  The  Performance  Company. 

ing  talent,  including  Lori  Hasselbring,  Ph.D.,  PE.,  PHILLIES  PEtllOLEUM  COMPANY  iSS) 

a  copy  of  our  annual  report,  call  918-661-3700,  or  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  74004, 

or.visitusatwww.phillips66.com. 


International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


OLD-STYLE  POLITICS 
COULD  SINK  THE  NEW  KOREA 


Little  more  than  a  week  into  his  five-year  tenn,  South  Ko- 
rean President  Kim  Dae  Jung  is  under  siege.  The  oppo- 
sition Grand  National  Paity  refuses  to  confirm  his  Priine 
Minister,  Kim  Jong  Pil.  Worse,  the  gkp  is  intent  on  chal- 
lenging Kim's  crusade  to  institute  radical  reforms  to  pull 
South  Korea  out  of  its  economic  crisis. 

Gridlock  is  threatening  to  snai-1  up  Korean  politics,  weaken 
Kim's  presidency,  and  crimp  his  ability  to  manage  the  cri.sis. 
Kim,  of  coui'se,  holds  some  tiiimp  cards.  He  has  strong  in- 
ternational backing  and  an  electoral  mandate  for  change. 
But  the  GXP  controls  161  of  294  seats  in  the 
National  Assembly,  which  must  enact  key  re- 
forms to  accountancy,  bankruptcy,  and  corpo- 
rate-governance standards.  Analysts  say  the 
faction-riddled  ON?  is  more  womed  about  los- 
ing its  majority  by  attrition  than  it  is  about 
backing  refoiTn. 

ERSTWHILE  ENEMIES.  Kim  is  fighting  back  by 
working  up  political  countermeasures  that 
would  weaken  his  opponents.  And  he  is 
thumbing  his  nose  at  the  GXP  by  naming  Kim 
as  his  acting  Prime  Minister,  a  move  that 
doesn't  need  parliamentary  approval.  But  the 
brawling  could  put  essential  reforms  on  hold. 

Partisan  politics  is  a  luxurj'  South  Korea 
can  ill  afford.  Unemployment  soared  to  an  11- 
year  high  of  4.5%  in  Januaiy  and  will  head  higher  The  won's 
blowout  has  pumped  inflation  to  near  double-digit  levels. 
And  the  economy  will  be  lucky  to  gi'ow  1%  this  year.  Nou;  in 
exchange  for  a  .$60  billion  bailout,  Kim  must  implement  an  In- 
ternational MonetaiT  Fund  austerity  progi-am.  He  had  hoped 
the  GXP  would  help — at  least  initially— to  build  a  consensus  to 
reform  the  vast  industrial  chaebol,  shutter  insolvent  banks, 
and  brace  the  public  for  hardship. 

But  the  GXP,  formerly  the  ruling  New  Korea  Party  of 
outgoing  President  Kim  Young  Sam,  is  fighting  eveiy  inch  of 
the  way.  The  party  is  friendlier  to  the  chaebol  and  Seoul's 


KIMS:  President  and  Premier 


debt-besotted  banks  than  is  the  President.  It  may  stjTnie 
measures  that  threaten  business  bai'ons  or  its  own  campaign 
coffers.  "The  reform  process  is  faltering  while  our  core  prob- 
lems have  not  been  tackled,"  frets  Park  K\iing  Suh,  re- 
search fellow  at  the  Korea  Institute  of  Finance  think  tank. 

So  far,  Kim,  74,  shows  no  sign  of  ditching  his  acting  pre- 
mier. The  irony  is  rich.  Kim  Jong  Pil  backed  the  coup  that 
brought  strongman  Park  Chung  Hee  to  power  in  1961.  He 
founded  the  notorious  Korean  Central  Intelligence  Agency 
that  allegedly  tried  to  kill  Kim  Dae  Jung,  then  a  dissident. 

But  as  rival  candidates  last  December,  the 
erstwhile  enemies  made  common  cause. 
FEAR  OF  DEFECTIONS.  The  GXP  argues  that  it 
opposes  Kim  Jong  PO  out  of  principle.  "[He] 
symbolizes  an  old  era  when  corruption  was 
rife,"  intones  gxp  lawnnaker  Lee  Shin  Bom. 
Truth  is,  the  gxp  is  terrified  that  its  owti 
membere  wiH  defect  to  the  Kims,  who  want  to 
adopt  a  parliamentaiy  system  gi\'ing  lawTnak- 
ers  more  power.  Legislators  love  the  idea, 
which  could  bring  pork  to  then-  constituen- 
cies. "A  debate  on  constitutional  changes  could 
split  [the  gnt],"  warns  Gong  Sung  Jin,  head  of 
the  Hanbek  Foundation  think  tank. 

Meanwhile,  economic  reform  is  bogging 
dowTi.  President  Kim  had  cajoled  the  chaebol 
into  accepting  changes.  They  agreed,  for  instance,  to  end 
cross-lending  among  subsidiaiies,  adopt  transparent  accounts, 
and  divest  nonessential  businesses.  Yet  when  Kim's  party 
introduced  a  bill  during  the  presidential  transition  to  permit 
foreign  hostile  takeovers  immediately  so  as  to  speed  the 
process,  the  gxp  pushed  back  the  start  date  to  1999. 

It  seems  that  not  even  the  biggest  economic  upheaval 
since  the  Korean  War  can  focus  the  nation's  leaders  on  unity. 
South  Korea,  as  a  result,  could  end  up  paying  a  far  higher 
price  in  economic  pain  than  it  needs  to. 

By  Moon  Ihlwan  and  Brian  Breniner  in  Seoul 


GLOBAL  WRAPUP 


GERMAN  PAY  TALKS  GET  TENSE 

►  With  German  unemployment  near- 
ing  12%,  the  bargaining  over  munici- 
pal workers'  pay  was  bound  to  be 
tense.  But  the  Mar.  2  nomination  of 
Gerhard  Schroder  as  the  Social 
Democratic  Party's  candidate  for 
Chancellor  in  September  is  adding 
spice.  Striking  garbage  collectors  and 
bus  drivers  are  demanding  4.5%  wage 
hikes,  perhaps  emboldened  by  the 
prospect  of  a  new  government. 

But  economists  say  the  workers  are 
likely  to  get  only  inflation-matching 


raises  of  1.5%  to  2%.  State  and  local 
governments  will  hang  tough  because 
their  deal  will  set  the  benchmark  for 
other  contracts  this  year,  including 
those  in  retail  and  constniction.  Union 
leaders  may  go  for  a  modest,  short- 
term  contract  now,  hoping  to  win  a 
better  deal  if  Schroder  wins. 

A  MALAYSIAN  BANK  BAILOUT? 

►  Malaysian  ruling  party  United 
National  Malays  Organization  is 
mulling  a  bailout  of  the  politically 
wired  Sime  Bank,  Kuala  Lumpur  ana- 
lysts say.  Local  stock  markets  went 


into  a  funk  on  Mar.  4,  after  the  bank 
reported  $431  million  losses  for  the  six 
months  through  Dec.  31.  They  took  the 
news  as  a  sign  that  Malaysia's  financial 
system  is  in  far  worse  shape  than  ear- 
her  thought. 

Sime  Bank  is  controlled  by  two  in- 
vestment funds  linked  to  unmo.  It  has 
ties  to  Prime  Minister  Mahathir  Mo- 
hamad's closest  economic  adviser,  Daim 
Zainuddin,  who  once  had  a  big  stake  in 
parent  Sime  Darby.  Odds  are  another 
Mahathir  confidant,  Rashid  Hussein, 
would  lead  a  bailout  by  merging  Sime 
Bank  with  his  Rashid  Hussein  Bank. 
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Since  1984,  CNA  has  provided  professional  liability  insurance  for  Dr.  Hugh  Gardy,  the  team  dentist  for  the  New  Jersey 
Devils®  who  has  skillfully  restored  the  smiles  of  some  of  hockey's  greatest  players. 


\/of  all  of  life's  commitments  are  as  fast-paced  as  getting  a  professional  hockey  team  back  on  the  ice.  But  CNA  can  help 
'ou  keep  your  commitments  by  working  with  you  to  manage  almost  every  kind  of  risk  you  face.  We  offer  a  broad  range 
)f  products  and  services  for  your  business,  home,  auto  and  life  and  the  strength  of  an  insurance  organization  with  more 


han  $60  billion  in  assets  and  over  a  century  of  experience,  http://www.cna.com 
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he  Corporation 


:CUTIVE  SUITE 


im  AVON  CALLED 
'NONWOMAN' 


capping  Charles  Perrin  as  CEO,  the  board  decided  its  female  execs  just  weren't  ready 


Ann  S.  Moore, 
i  People  magazine's 
S  high-profile  presi- 
1'  dent,  is  familiar 
I    with  juicy  stories. 

But    she  never 

dreamed  her 

board    seat  at 

Avon  Products 
would  land  her  in  the 
lie  of  one.  Ir  Febra- 
as  she  walked  into  a 
Klay  luncheon  for 
na  Hanover,  wife  of 
'  York  City  Mayor 
olph  W.  Giuliani, 
i-e  drew  more  atten- 
than  such  guests  as 
m  Lucci  and  Joan 
rs.  "So  how  'bout  that 
?led  Avon  ceo?" 
over  chided.  Moore, 
in  December  helped 
se  Avon's  new  leader, 
disheartened.  "No- 
'  knows  the  real  sto- 
she  says  today, 
lis  isn't  the  reception 
1  expected  when  it 
sd  dii-ector  Chai'les  R. 
in  its  new  chief  exec- 
3.  He  had  led  Dura- 
International  Inc. 
agh  solid  global  gi'owth  since  1993 
was  up  for  several  ceo  jobs  last 
after  Gillette  Co.  bought  the  bat- 
maker.  Perrin,  52,  became  the  piv- 
piece  of  a  broader  succession  plan: 
rea  Jung,  a  39-year-old  marketing 
imo,  became  president  and  Peri-in's 
?nated  successor.  She  got  a  board 
,  as  did  Susan  J.  Kropf,  Avon's 
h  American  president  and  a  du'ect- 
ig  veteran.  "I  went  to  bed  thinking 
lad  made  this  cosmic  move,"  Moore 
.  "I  woke  up  speechless." 
n  moiTiing  shows,  Avon  was  blasted 
missing  an  opportunity  to  give  a 
lan  a  shot  at  ranning  the  corpora- 
— one  that  derives  its  $5.1  billion  in 
i  from  an  army  of  women  selling 
ything  from  lipstick  to  lacy  lingerie. 


"Where  would  Avon  be 
without  women?"  de- 
manded Susan  Bianchi- 
Sand,  an  ecjual-pay  advo- 
cate, on  TV.  Across  the 
Atlantic,  the  Daily  Tele- 
graph declared:  "Dura- 
cell  man  powers  past 
Avon  ladies." 

Insiders  and  analysts 
derided  Perrin's  lack  of  direct-selling 
background.  The  clincher  came  last 
month,  with  the  resignation  of  Chi-istina 
A.  Gold,  50,  an  Avon  executive  vice- 
president  many  outsiders  believed  was  a 
leading  candidate  for  ceo.  "There's  a 
reason  they  chose  me,"  Pemn  laments. 
"All  anybody  knows  is  that  I  am  the 
nonwoman." 


MAKEOVER  TEAM 

Perrin  (right)  will 

work  with  Jung, 
Kropf,  and  Preston  in 
guiding  Avon's  shift 

into  a  global  brand 


How  did  one  of  the 
most  women-friendly 
companies  in  America 
become  a  poster  child  for 
the  glass  ceiling?  A  re- 
construction of  Avon's 
search  shows  that  de- 
spite a  decade  of  putting 
women  into  high  execu- 
tive posts,  when  the  CEO 
job  came  open,  the  boaixl  concluded  that 
none  yet  had  the  experience  or  skills 
to  lead  Avon  in  a  new  direction. 

Once  the  embodiment  of  door-to-door 
sales,  Avon  wants  to  remake  itself  into  a 
glamorous  brand  sold  worldwide  to  up- 
wardly mobile  baby  boomers  and  hip 
twentysomethings.  To  guide  the  shift, 
Avon  sought  a  ceo  who  had  already 
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i-un  a  major  corporation  or  unit — and 
who  had  proven  experience  estabhsh- 
ing  a  global  brand.  Just  as  important, 
the  new  ceo  had  to  be  able  to  fit  into  a 
touchy-feely  culture  that  has  rejected 
several  outside  execs.  "We  found  only 
about  a  dozen  people  who  fit  the  bill," 
Moore  says. 

To  many  outsiders,  it  sounds  like  the 
same  old  story:  A  woman  is  good 
enough  to  be  a  specialist  or  a  strong 
No.  2  to  a  male  ceo,  but  never  good 
enough  to  be  No.  1  herself.  To  the  five 
members  of  the  search  committee — in- 
cluding two  accomplished  female  execu- 
tives— Avon  is  being  pilloried  for  putting 
corporate  needs  ahead  of  gender  politics. 
"As  a  woman,  I  can  defend  this  decision 
to  anybody,"  says  Brenda  Barnes,  an 
Avon  director,  who  took  herself  off  the 
list  of  prospects  when  she  quit  her  post 
as  president  and  chief  executive  of  Pep- 
si-Cola Co.  North  America  to  devote 
more  time  to  her  family.  "It  would  have 
been  gi'eat  to  have  found  a  woman.  But 
we  did  what  was  best  for  Avon." 
JILTED.  The  seai"ch  started  in  May,  when 
Edward  J.  Robinson,  Avon's  president, 
resigned  over  a  succession  disagi'eement 
after  the  board  asked  ceo  James  E. 
Preston  to  postpone  retirement.  With 
six  freshly  minted  female  executive  vice- 
presidents,  Wall  Street  and  women's 
gi'oups  speculated  that  Avon's  next  chief 
would  be  female.  They  singled  out  three 
names:  Gold,  Jung,  and  Kropf.  "Every- 
one fell  in  love  with  the  idea  of  a 
woman  mnning  Avon,"  says  Gail  Blanke, 
who  built  and  then  bought  out  a 
work/family  consulting  unit  at  Avon. 
"Wlien  people  fall  in  love  with  an  idea 
and  it  doesn't  happen,  they  feel  jilted." 

Avon  officials  say  they  tried  to 
squelch  the  hype,  vdthout  success.  While 
they  considered  several  inside  candi- 
dates, only  Jung  and  Ki-opf  were  inter- 
viewed, they  say,  as  were  two  men.  "I 
told  reporters  that  if  they  painted  this 
as  a  three-way  horse  race  they'd  be 
wrong,"  Preston  says.  "They  chose  to  ig- 


SNUBBED 

Gold  opted 
for  a  staff 
post-and 
sent  the 
wrong  signai 


nore  me.  I  said  that  in  my  lifetime  a 
woman  would  mn  Avon.  I  never  said 
the  next  ceo  would  be  a  woman." 

Not  in  so  many  words.  But  it  was 
Preston's  widely  publicized  female  fast- 
tracking  that  created  the  impression 
that  at  Avon,  women  were  poised  to 
rocket  through  the  glass  ceiling.  Wlien 
he  became  ceo  in  1988,  Avon's  top  ranks 
were  dominated  by  men.  Blaming 
Avon's  financial  woes  on  a  lack  of  fe- 
male input,  Preston  elevated  a  slew  of 
women  and  drove  home  the  message 
by  giving  up  corporate  baseball  seats 
and  hunting-club  membersMps  and  buy- 
ing season  tickets  to  the  ballet  and  New 
York  Philharmonic. 

After  Avon's  latest  restructuring, 
women  hold  a  third  of  its  officers'  jobs 
and  half  of  the  board  seats.  According  to 
Catalyst,  a  reseai'ch  and  advocacy  gi'oup 
for  businesswomen,  the  average  U.  S. 
coi-poration  has  just  one  female  du'ector, 
and  only  10.6%  of  officers  are  women. 
"They  ai'e  an  exceedingly  good  company 
for  women — one  of  the  best,"  Catalyst 
President  Sheila  W.  Wellington  says. 


But  all  that 
progi'ess  failed  to  turn 
up  a  qualified  female 
when  it  came  time  to 
fill  the  No.  1  slot.  In- 
deed, the  most  impor- 
tant criterion,  that  the 
candidate  ah-eady  have 
experience  running  a 
company  or  a  major 
operating  division,  guai'anteed  that  only 
a  handful  of  women  in  America  could 
even  be  candidates.  There  are  only  a 
few  female  CEOs  of  major  U.  S.  compa- 
nies, such  as  Jill  Barad  of  Mattel  Inc. 
and  Maiion  Sandler,  who  shai-es  the  top 
post  at  Golden  West  Financial  Corp. 
with  her  husband,  He>'bert.  And  women 
hold  only  5.3%  of  line  management  po- 
sitions— overseeing  manufacturing  or 
handling  profit-and-loss  duties — which 
ai'e  key  to  most  senior  promotions.  Cat- 
alyst says. 

"SIX  DEGREES."  "We  were  all  aware  of 
the  woman  image  issue  thing,  and  all 
things  being  equal,  or  almost  equal,  we 
would  have  wanted  a  woman."  says  Ed- 
ward T.  Fogaity,  the  former  Tambrands 
Inc.  chief  executive  who  led  the  hunt 
with  Moore,  Barnes,  Readers  Digest 
Association  Inc.  Chief  George  V.  Gnme, 
and  Charles  S.  Locke,  the  retired  head 
of  Morton  International  Inc. 

The  team  did  not  hire  an  executive 
search  firm.  Instead,  the  board  relied 
on  its  own  connections.  It  evaluated  a 
list  of  well-known  female  executives, 
ft-om  Lois  Juliber,  the  head  of  opera- 
tions at  Colgate-Palmolive,  to  Ann  M. 
Fudge,  president  of  Ki'aft  Foods'  cof- 
fee and  cereals  division,  and  Ellen  R. 
Marram,  CEO  of  Seagram's  Ti'opicana 
Beverage  Group.  Several  of  the  direc- 
tors had  worked  with  each  of  these 
well-known  female  candidates  personal- 
ly. "This  is  six  degTees  of  separation," 
says  Moore.  "There's  not  a  woman  you 
can  name  whom  we  don't  know  well. 
The  reason  Brenda  Barnes  and  I  were 
put  on  the  board  was  to  make  sure  the 
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HOW  TO  IMPLEMENT  A  VIRTUAL 
PRIVATE  NETWORK  WITHOUT 
A  VIRTUAL  VENDOR  NETWORK. 


Choose  one  from  Column  A  and  one  from  Column  B.  Or  simply  choose  C. 


COMMUNICATIONS 

Sprint 
UUNET 
AT&T 
Digex 


PROFESSIONAL 
SERVICES 

Cambridge  Technology  Partners 
EDS 

Andersen  Consulting 


VIRTUAL  PRIVATE 
NETWORK 

icon  CMT  Corp. 

•  Fully  redundant  nationwide,  tier-one 
communications  infrastructure 

•  Dial-access  at  speeds  up  to  56Kbp5 
and  ISDN  in  92%  of  U.S.  calling  areas 

•  Security  -  firewall /encryption 

•  Web  design  and  management 

•  Service  level  guarantees 

•  Engineering  of  legacy  application 
migration  to  the  web 


Eventually  all  the  communications  and  professional  services  companies  will  be  selling  you  the  advantages  of  switching  from  a 
private  network  to  a  VPN.  W/hat  they  will  not  tell  you  is  that  it's  going  to  take  you  a  whole  network  of  vendors  to  put  together  the  kind 
of  VPN  a  large  business  needs  to  realize  those  advantages.  Unless  you're  talking  to  Icon  CMT  Corp.,  the  ISP  with  all  the  resources  to 
actually  deliver  on  the  VPN  promise. 

Icon  CMT  has  integrated  a  tier-one  nationwide  communications  infrastructure,  advanced  security  and  performance  technology, 
and  the  professional  services  support  necessary  to  deliver  and  maintain  large,  efficient  VPN  solutions. 

In  addition  to  offering  guaranteed,  high  performance  dedicated  access  for  connecting  office  users  to  the  VPN, 
Icon  CMT  also  offers  nationwide  dial-access  at  speeds  up  to  56Kbps  and  ISDN  in  92%  of  calling  areas,  so  your  users 
can  access  your  VPN  from  almost  anywhere,  at  local  call  cost.  And,  with  over  150  engineers  on  staff.  Icon  CMT  will 
design,  develop,  deploy,  and  manage  your  VPN  solution  end-to-end. 

How  many  vendors  will  it  take  to  implement  a  VPN?  One. 
If  it's  the  right  one.  Call  us  today  at  i-8oo-ASK-ICON  or  visit  our 
website  at  www.icon.com. 

TM  and  <i)  1998  Icon  CMT  Corp  All  rights  reserved 
All  other  tradenames  and  trademarks  are  the  property  01  their  respective  ov^ne  ^ 
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"It  would  have  been  great  to  have  found  a  woman.  But  we 
did  what  was  best  for  Avon,"  says  director  Brenda  Barnes 


Ann  Fudges  of  the  world  got  due 
process."  Although  she  would  not 
assess  each  female  prospect, 
Moore  says:  "We  are  all  in  our 
40s,  not  in  our  50s,  with  interna- 
tional experience.  And  one  of  the 
criteria  was,  'Do  you  want  this 
job?'  This  is  a  hard  job.  We  not 
only  needed  someone  with  expe- 
rience, we  wanted  someone  ready, 
willing,  and  able." 

vSeveral  search  firms  acknowledged 
that  their  list  of  Avon  candidates  would 
not  have  been  much  broader.  "We'd 
have  the  same  list  of  10  or  20  people, 
because  of  their  specific  needs,"  says 
Dale  Winston,  president  of  Battalia  Win- 
ston International,  a  New  York  search 
fil-m.  In  the  end,  Moore  says  only  one 
person  came  out  on  top  in  each  of  the 
criteria:  Charles  Pemn.  He  was,  in  fact, 
considered  for  the  top  jobs  at  Quaker 
Oats  Co.  and  Campbell  Soup  Co.,  says 
Thomas  J.  Neff,  the  SpencerStuart  ex- 
ecutive handling  those  searches. 
HOT  TICKET.  Why  was  Perrin  such  a 
hot  ticket?  From'  1993  to  1997,  when 
he  was  ceo  of  Duracell,  its  market  cap- 
italization rose  fi'om  $1.8  billion  to  $9.4 
billion.  He  transfonned  Duracell  from 
an  American  brand  to  one  that  comered 
half  the  world  battery  market.  For 
Avon,  he  had  another  important  cjuality: 
After  working  with  liim  on  Avon's  board 
since  May,  1996,  Preston  believed  Per- 
rin's  personality  would  mesh  well  with 
the  corporate  culture.  "We  didn't  want 
an  Al  Dunlap,"  Preston  says.  Still,  hav- 
ing come  from  what  Pen-in  describes 
as  a  "manly  man"  culture  at  Duracell, 
he  has  had  to  work  hard  to  adjust. 

Perrin's  personality,  in  fact,  was  re- 
searched as  deeply  as  his  track  recoi'd. 
The  search  team  talked  to  dozens  of 
employees  and  executives  and  grilled 
Perrin  over  meetings,  dinners, 
and  lunches.  They  probed  his 
record  at  Chesebi'ough-Pond's 
USA  Co.,  where  in  12  years  he 
rose  to  president  of  packaged 
goods.  "Bi'enda  and  I  called 
women  who  worked  for  him 
to  see  how  sensitive  he  was 
to  them,"  Moore  says. 

At  the  same  time,  they  in- 
terviewed Jung,  Kropf,  and 
Jose  Ferreira  Jr.,  the  presi- 
dent of  the  Asia-Pacific  region, 
who  joined  the  company  in 
1980.  Jung,  with  a  heavy  mar- 


keting background,  lacked  expe- 
rience running  all  aspects  of  a 
business.  In  27  years  at  Avon, 
Ki-opf  ran  units  in  Central  Eu- 
rope and  Russia  but  was  short 
on  mai'keting  experience.  FeiTeii'a 
needed  brand-building  skills.  All 
three  say  they  agi"eed  with  the 
decision.  "Never  for  a  moment 
did  I  expect  a  call  saying,  'Susan, 
you're  the  next  ceo,'  "  Ki'opf  says. 

One  name  was  conspicuously  absent 
from  the  internal  candidates:  Christina 
Gold,  who  was  dubbed  the  "Golden  Gu'l" 
as  she  rode  Preston's  promotion  wave. 
Fresh  out  of  college  in  Toronto,  Gold 
started  as  a  clerk  in  1970  and  climbed 
through  the  ranks  to  run  Canada. 
Preston  was  so  impressed  that  when 
the  U.  S.  unit,  with  a  third  of  Avon's 
revenues,  hit  a  wall  in  1993,  he  tapped 
Gold  as  its  fu'st  female  president. 

The  sales  force  was  in  revolt  because 
their  incentives  had  been  chopped  and 
they  were  being  by]3assed  with  a  new 
direct-mail  catalog.  About  25,000  Avon 
ladies  left,  pulling  profits  down  30%. 
Gold  sweetened  rewards  and  added  ap- 
pai'el  and  gifts,  pushing  up  noncosmetics 
sales  in  two  years  from  $140  million  to 
$765  million  and  rebuilding  the  ranks. 

Last  yeai;  the  job  was  tinned  over  to 
Ki'opf  during  a  major  shuffle  designed 
to  round  out  top  employees.  Gold  was 
offered  a  job  managing  operations  in 
several  countries  but  turned  it  down 
for  a  job  on  the  coqjorate  staff  analyz- 
ing what  du"ect-selling  practices  worked 
best  worldwide.  She  saw  it  as  a  move 
up.  "I  ran  the  biggest  part  of  the  cor- 
poration— the  one  with  the  most  prof- 
its," Gold  says.  "I  felt  I  had  proven  my- 
self." But  Moore  says  the  board  saw 
her  choice  as  a  signal  that  Gold  was 
stepping  out  of  the  succession  race. 


AVON:  A  WOMAN'S  PLACE 

Among  the  500  largest  U.S.  companies,  Avon  ranks  fifth  in 
percentage  of  women  directors  and  eleventh  for  women  officers 
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"Brenda  and  I  looked  at  each  other  and 
said,  'What  is  she  tliinking?' "  Moore  re- 
calls. "She  took  herself  out  of  the  iTin- 
ning  for  CEO." 

Gold  says  that  was  not  her  intention. 
The  job  she  took,  after  all,  was  critical, 
given  that  98%  of  Avon's  business  still 
comes  from  direct  selling.  But  it  was 
not  central  to  Avon's  new  strategy.  The 
company  is  spending  hundreds  of  mil- 
hons  of  dollars  on  new  ads,  marketing, 
and  product  development  to  develop  the 
sort  of  international  name  recognition 
enjoyed  by  Coke  or  McDonald's— as 
Perrin  did  at  Duracell.  Avon  wants  to 
sell  on  the  Internet,  through  800  num- 
bers, and  in  cliic  stores  like  the  spa  and 
"image  center"  it  is  opening  at  Trump 
Tower  in  Manhattan. 

"Christina  had  a  lot  of  direct-selling 
experience,"  Preston  says.  "But  we're 
steeped  in  direct-selling  experience. 
We're  going  through  enormous  change. 
We  needed  a  change  in  leaders."  Gold 
resigned  abniptly  in  February. 

Avon's  shift  in  direction  was  master- 
minded by  a  young  woman  who  worked 
for  Gold  and  then  leapfrogged  her.  An- 
drea Jung,  bom  in  Toronto  to  Chinese 
immigrants,  rose  from  Bloomingdale's 
management  trainee  to  Neiman  Marcus 
Co.  exec  before  heading  marketing  at 
Avon  in  Januaiy,  1994.  "The  new  strat- 
egy was  very  much  Andrea's  creation," 
says  Preston.  Chic  and  high-powered, 
the  Princeton  gi-aduate  wiped  out  30%^ 
of  Avon's  old  products  and  added  six 
global  brands.  By  2000,  the  moves  are 
designed  to  position  70%  of  Avon's  prod- 
ucts to  sell  consistently  around  the 
world.  "She  has  a  uniciue  combination  of 
left-brain,  right-brain — creativity  and 
business,"  says  Donna  Karan,,  who  put 
Jung  on  her  own  board. 

Today,  Preston  says,  Jung  is  the 
■■■■■■  "clear  heir  apparent."  With 
Jung  and  Kropf  on  the  Avon 
board,  fellow  directors  should 
have  a  chance  to  gauge  their 
thinking  and  personalities — as 
they  did  vrith  Pen-in.  But  any- 
thing can  happen  between  now 
and  2005  or  so,  when  Pemn 
retires.  As  Avon's  CEO  saga 
proves,  even  when  the  path  to 
the  top  is  paved  with  good  in- 
tentions, there's  no  telling  who 
will  win  the  race. 

By  I.  Jeanne  Dugan  in 
New  York 
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COIVIIViENTARY 

By  Kathleen  Kerwin 


WHY  DIDNT  GM  DO  MORE  FOR  SATURN? 


Tom  Sawyer  would  be 
amused  by  Saturn. 
The  carmaker's  recent 
TV  commercials  show 
cheerful  workers  and  man- 
agers, side  by  side,  paint- 
ing fences  outside  their 
Spring  Hill  (Tenn.)  factory. 
What  the  folksy  ads  fail  to 
mention  is  that  workers 
took  up  their  brashes  only 
because  Saturn's  cutback 
in  production  of  slow-sell- 
ing small  cars  last  fall  left 
them  with  plenty  of  time 
on  their  hands. 

Saturn  workers  may 
have  time  for  a  lot  more 
spracing  up  this  yeai\ 
Sales  at  General  Motors  CoriJ.'s  show- 
case cai'  division  were  down  20%  in 
Januaiy  from  a  yeai'  eai'lier,  after 
tumbling  10%  for  all  of  1997.  Fii'st- 
half  output  has  been  slashed  by  21,000 
cars,  or  14%.  And  workers,  dissatis- 
fied as  theu"  bonuses  shrink  with  sales 
and  profits,  will  vote  on  Mai-.  10  and 
11  whether  to  revoke  theii'  ground- 
breaking cooperative  labor  pact. 
VICTIW?  GM  execs  just  shake  their 
heads  and  argue  that  Satmn  is  a  vic- 
tim of  the  dwindling  small-car  mar- 
ket. "The  market  for  small  cars  has 
just  dried  up  completely,"  says  GM 
Chairman  John  F.  Smith  Jr  That's 
certainly  trae — as  far  as  it  goes.  To 
get  around  the  slump,  gm  is  counting 
on  shai'per  marketing.  It  also  plans 
to  add  about  a  thu"d  more  dealer- 
ships, bringing  the  total  to  about  500. 

But  SatuiTi  shouldn't  be  wholly  de- 
pendent on  small  cars — and  if  the  di- 
vision comes  to  a  dead  end,  GM  will 
have  squandered  an  epic  opportunity. 
Give  the  No.  1  auto  maker  credit  for 
accomplishing  the  hard  part — launch- 
ing from  scratch  a  division  that  has 
been  Detroit's  one  smashing,  cross- 
generational  victory  in  the  war  to 
win  back  import  buyers.  But  rather 
than  doing  everything  possible  to 
build  on  that  success,  gm  is  now  let- 
tinj;  SatuiTi  wither  on  the  vine.  It 
has  ai'  vvf-  t  sibling  rivalry  to  smoth- 
er Saturn,  'ielaying  and  denying  ad- 
ditions to  1'  >  lineup  while  favor'ing 
fading  branu-  with  new  products. 
By  limiting  Saturn  to  a  single 


IN  A  JAM:  A  199Jt  Saturn  festival  attracted  U,000  owners 


small  car,  in  sedan,  coupe,  and  sta- 
tion wagon  versions,  GM  is  cripphng 
its  best  hope  for  winning  and  keep- 
ing new  customer-s.  Satum  needs  a 
minivan  and  a  lai'ger  car  With  its 
unconventional  image  and  the  huge 
i-eser-voir  of  good  will  it  inspires 
among  consumers,  Satuni  would  be 
an  ideal  candidate  to  launch  an  inno- 
vative, car-based  sport-utility  vehicle, 
like  Toyota's  rav4  and  Honda's  CR-v. 

No  other  mass-mai-ket  car  division 
is  expected  to  survive  on  sales  of 
just  one  model.  Saturn's  limited  line- 
up forces  even  satisfied  customer's  to 
defect.  Dan  Nogal's  family  of  four 
outgrew  their  beloved  SatmTi  wagon, 
so  a  few  weeks  ago  they  ti'aded  it 
for  a  used  Plymouth  Grand  Voyager. 
"If  Satur-n  had  a  van  or  even  a  mid- 
size car,  I  probably  would  have 
bought  from  them,"  says  the  Las 
Vegas  human  resour*ces  manager-. 
Fur-man  Selz  Inc.  analyst  Maryann 
N.  Keller  won-ies 
that  as  pr-ofits  dwin- 
dle for  Satui-n  deal- 
er's, they'll  have  a 
hard  time  maintain- 
ing the  service  stan- 
dards that  earned 
Saturii  a  sterling 
reputation. 

It's  that  i-eputation 
that  makes  Satur-n's 
woes  more  than  just 
another  Big  Three 
stumble.  By  offering 
luxury-brand  levels 
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of  quality  and  service  and 
forging  a  bond  vrith  con- 
sumers, Satum  inspired 
cultlike  devotion.  In  1994, 
44,000  Satur-n  owners 
tiu-ned  out  in  the  r-ain  for 
a  homecoming  weekend  in 
Spring  Hill. 

So  why  is  Satum  still  a 
one-trick  pony?  In  the 
early  '90s,  when  GM  was 
str-uggling  to  r-emake  it- 
self, it  decided  to  pump 
billions  into  new  models 
intended  to  revive  Olds- 
mobile  and  Buick,  instead 
of  more  Satui-n  models. 
There  wasn't  enough  cash 
to  do  both,  execs  say.  So 
while  GM  has  introduced  15  new  cars 
and  minivans  in  the  past  18  months, 
Satur-n's  cupboard  is  almost  bare. 

Buick,  Olds,  and  Cadillac — fetter-ed 
by  stodgj^  images  they've  had  trou- 
ble shaking — straggle  to  sell  snazzy 
new  vehicles  such  as  the  Regal,  In- 
ti-igue,  Silhouette  minivan,  Bravada 
SUV,  and  Catera.  Many  analysts  be- 
Ueve  similar  models  would  fly  out  the 
doors  at  Satur-n. 

In  1996,  GM  fmally  agreed  to  give 
Saturn  a  new,  larger  car — a  compact 
sedan  dubbed  the  LS.  But  it  won't  ar- 
i-ive  until  mid-1999.  Meanwhile,  Sat- 
m-n  risks  losing  more  luster.  Unfor-tu- 
nately,  gm  can't  simply  bon-ow  a 
model  from  another  division.  To 
speed  new  models  to  market,  howev- 
er, it  could  begin  designing  Satur-ns 
that  share  a  platform  and  key  com- 
ponents with  other  gm  vehicles. 

GM  is  hinting  it  may  eventually 
give  the  division  a  new  SUV.  Saturn 
needs  that — plus  a 
minivan  and  anoth- 
er larger  car-.  Sadly, 
by  the  time  those 
models  arrive, 
three  or  four  years 
from  now,  gm's  up- 
star-t  division  al- 
ready may  have 
painted  itself  into  a 
corner-. 
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Detroit  bureau 
chief  Kenvin  covers 
the  auto  industry. 
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I  in  a  small  business.  It's  just  evil. 


Microsoft  Office  has  software  that  reduces  paperwork  so  you 
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not  only  save  time,  but  probably  a  few  trees  as  well. 

Getting  rid  of  paperwork  lets  you  get  the  day-to-day  grunt  work 
done  faster,  leaving  you  more  time  to  do  business.  After  all,  isn't 
that  what  you  set  out  to  do  in  the  first  place? 

We'll  send  you  our  small  business  information  packet  when  you 
call  1-800-60SOURCE.  It's  full  of  relevant,  pertinent  advice  to  help 
you  succeed. 

We  make  software  to  meet  your  small  business  needs.  And  it  all 
starts  with  Windows .  Everything  fits  seamlessly  together  to  form  a 
digital  nervous  system  so  your  business  is  ready,  willing  and  able 
to  deal  with  what's  around  the  corner. 

Less  paper.  More  clean  desks. 
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Microsoft 
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FORGED  INTO  ARBITRATION? 
NOT  ANY  MORE 

More  employees  are  saying  it's  unfair-and  many  judges  agree 


When  Marybeth  Cremin  joined 
Merrill  Lynch  &  Co.'s  broker 
training  program  in  1982,  she 
paid  little  attention  to  the  contract  she 
signed  requiring  her  to  take  any  dis- 
pute with  the  financial  services  giant  to 
an  arbiti'ator  This  "mandatory  arbitra- 
tion" policy,  similar  to  those  at  hun- 
dreds of  other  companies,  barred  her 
from  ever  suing  Merrill  Lynch  in  coui't. 

When  Menill  fired  Cremin  in  1995, 
the  then  38-year-old  mother  of  foui'  sud- 
denly regretted  having  consented  to 
those  terms.  She  believes  she  was  ille- 
gally terminated  for  exercising  a  basic 
right:  having  children.  Throughout  her 
stay  at  Merrill  Lynch,  Cremin  claims, 
her  boss  demeaned  her  for  tiying  to 
combine  family  and  career.  Finally, 
Cremin's  complaint  says,  he  badgered 
her  into  quitting  and  accepting  a  part- 
time  position — which  never  materialized. 

But  even  though  Cremin  believes  she 
has  a  strong  case.  Men-ill's  mandatory 
arbitration  policy  means  that  she  will 
rit  ver  get  a  chance  to  seek  compensation 
beinre  a  jury.  So  now,  ("i-emin  is  the 
lead  itlaintiff  in  a  sexual  discrimination 
class  action  that  is  tiying  to  stiike  down 
the  com})any's  arbitration  progi'am.  "I 
didn't  know  I'd  signed  away  my  consti- 


tutional rights,"  she  says.  "I  was  21,  just 
out  of  business  school.  I  was  dumb- 
founded when  I  found  out."  Merrill 
Lynch  denies  the  allegations  of  sexual 
discrimination  and  contends  that  its 
mandatory  arbitration  policy  is  legal. 

Cremin  is  not  the  only  one  ciydng  foul. 
Ever  since  1991,  when  the  U.  S.  Supr-eme 
Court  approved  the  use  of  mandatory 
arbitr-ation  for  wor-kplace  disputes,  the 
number  of  companies  implementing  the 
pr-actice  has  soared.  Employers  praise 
the  pr'ocedur-e  as  an  antidote  to  runaway 
litigation  costs.  After  all,  70%  of  the  cas- 
es in  mandatory  arbitr-ation  ar-e  decided 


CREMIN:  "/  didn't  know  I'd  signed 
away  my  constitutional  rights" 

in  favor  of  the  company,  and  damages 
are  generally  lower  than  those  in  court. 

Employees,  though,  are  increasingly 
convinced  that  the  system  is  allowing 
companies  to  br-eak  laws  pr-oliibiting  sex- 
ual, religious,  and  racial  discrimination, 
among  other  things.  But  until  recently, 
people  such  as  Cr-emin  had  little  chance 
of  escaping  the  in-house  system. 
UNDER  ATTACK.  That's  rapidly  chang- 
ing. For  at  least  a  year,  a  broad  back- 
lash against  mandator-y  arbitration  has 
been  gaining  force.  Companies  with  poli- 
cies that  str-ip  away  too  many  employee 
r-ights  ar-e  seeing  their-  policies  attacked, 
and  sometimes  disregarded,  by  judges, 
federal  agencies,  and  or-ganizations  and 
pr-ivate  companies  that  pr-ovide  arbitra- 
tors (table).  And  on  Mar  2,  the  U.S. 
Supreme  Court  decided  to  hear  a  case 
br-ought  by  a  South  Car-olina  longshore- 
man who  is  trying  to  br-eak  free  of  his 
employer's  mandator-y  arbitr-ation  pro- 
gr-am  to  br-ing  a  disability  claim.  A  high 
court  ruling  against  the  company  could 
shar-ply  limit  the  use  of  such  poHcies. 

Wliile  this  backlash  is  no  threat  to 
other  forms  of  "alter-native  dispute  res- 
olution"— for  example,  mediation  and 
voluntary  ar*bitr-ation — it's  forcing  many 
employers  to  reevaluate  the  legality  of 
their  current  mandatory  arbitration 
schemes.  Others  that  had  plans  to  im- 
plement binding  arbitration  programs 
are  putting  them  on  hold,  says  New 
Yor-k  City  attor-ney  Wa>Tie  Outten,  pres- 
ident of  the  National  Employee  Rights 
Institute.  "A  lot  of  companies  that  have 
been  consider-ing  mandatory  arbitr-ation 
are  afi-aid  of  the  brouhaha,"  he  says. 

The  most  r-ecent  blow  against  manda- 
tor-y arbitr-ation  occui-r-ed  in  Febr-uary, 
when  a  Boston  feder-al  judge  refused  to 
apply  Mer-r-ill  Lynch's  policy  in  a  sexual 
discr-imination  suit  brought  by  a  broker 
pr-ior  to  the  Cremin  class  action.  There, 
the  plaintiffs  attor-ney  showed  that  ar- 


THE  ASSAULT  ON  BINDING  ARBITRATION 


Although  the  use  of  mandatory  arbitration  is  on  the  rise, 
the  practice  is  under  attack  on  several  fronts 

COURTS  Judges  have  recently  overturned  policies  by  Merrill  Lynch,  Circuit 
City  Stores,  and  Supercuts,  among  others 

EEOC  Officials  at  the  Equal  Employment  Opportunity  Commission  have 
waged  a  broad  campaign  against  mandatory  arbitration,  pressuring  other  fed- 
eral agencies  to  discourage  the  practice  and  filing  amicus  briefs  in  civil  cases 

PRIVATE  SECTOR  Many  alternative  dispute  resolution  companies  won't 
provide  arbitrators  for  companies  whose  policies  don't  meet  fairness  standards 
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'Gary  Becker  goes  to 
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bitrators  sided  with  brokerage  firms  in 
93  out  of  97  cases  brought  against  New 
York  Stock  Exchange  members  over 
the  past  five  years.  In  November,  mean- 
while. Smith  Barney  agreed  to  give 
workers  new  rights  under  its  manda- 
tory arbitration  pohcy  to  settle  a  New 
York  sex  discrimination  suit. 

In  Noveinber,  the  National  Associa- 
tion of  Securities  Dealers  announced 
that  it  wants  to  delete  the  mandatory 
arbitration  requirement  from  the  form 
brokers  fill  out  to  be  registered.  Trig- 
gered by  the  moimting  complaints  about 
such  progTams,  the  proposal  is  under 
consideration  by  the  Seciu-ities  &  Ex- 
change Commission. 
HIGHER  STANDARDS.  It  isn't  just  the  se- 
ciu-ities  industiy  that's  feeling  the  heat. 
In  May,  1997,  a  Maiyland  federal  court 
mled  that  Cux-uit  City  Stores  Inc.  could 
not  force  its  arbitration  program  on  a 
job  applicant  accusing  the  company  of 
race  disciimination.  And  in  January  of 
that  yeai;  a  state  com!  in  San  Francisco 
disi'egarded  a  program  of  hair  salon 
chain  Supercuts  Inc.  because  it  limited 
employees'  potential  damages  (the  case 
later  was  settled).  "Finally,  some  couits 
are  beginning  to  say  we  are  going  to 
have  some  standards  here.  We  are  not 
going  to  just  go  with  anytlring  the  em- 
ployer tries  to  do,"  says  Ellen  J.  Var- 
gyas,  legal  counsel  for  the  Equal  Em- 
ployinent  Oppoitmiity  Cominission.  Over 
the  past  thi-ee  years,  the  eeoc  has  filed 
briefs  opposing  mandatoiy  ai-bitration  in 
more  than  25  employee  lawsuits. 

Rising  opposition  to  binding  arbitration 
has  caught  the  attention  of  the  major 
associations  that  supply  ai'bitrators  for 
the  approximately  $200  million  industry. 
Fearful  that  companies  will  stop  using 
the  process  if  too  many  judges  disregai'd 
it,  they  are  raising  then-  standards.  Last 
simimer,  the  American  Arbitration  Assn. 
issued  a  statement  saying  employment 
disputes  ai"e  best  resolved  when  the  pai- 
ties  "knovdngly  and  voluntaiily  agi'ee  on 
the  process" — an  unprecedented  swipe 
at  mandatoiy  arbitration. 

The  National  Academy  of  Arbitra- 
tors, meanwhile,  in  May  issued  new 
guidelines  calling  for  both  sides  to  have 
equal  rights  of  representation  and  fac- 
tual investigation.  "Many  employers 
have  adopted  plans  [that]  are  quite  un- 
fair," acknowledges  past  President 
George  Nicolau.  That's  the  Idnd  of  think- 
ing Marybeth  Cremin  is  banking  on  to 
keep  her  out  of  arbitration.  And  the 
lising  chonis  behind  her  gives  Cremin  a 
fighting  chance  to  get  hei'  day  in  couit. 

By  De'Ami  Weinier  in  Chicago  and 
Stephanie  Anderson  Forest  in  Dallas, 
ivith  biireau  repoHs 
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ASKETBALL 


IS  KOBE  BRYANT 
FHE  AIR  APPARENT? 

he  NBA  needs  a  new  king.  So  far,  it  has  a  promising  prince 


I  ^B'^^  York,"  reads  a  famous 

WLM  shirt.  "It  ain't  Kansas."  It  ain't 
Los  Angeles,  either.  When  the 

I  V  image  of  a  cherubic  fan  in  a 
Ds  Angeles  Lakers  jersey  flashes  on 
le  electronic  gameboard  of  Madison 
rjuare  Garden  on  the  first  day  of 
arch,  the  crowd  erupts  in  a  Bronx 
lorus  of  boos.  So  what  if  he's  only  two 
iars  old.  The  hooting  is  even  louder 
hen  Shaquille  O'Neal  sinks  a  couple 
'  foul  shot  •  against  the  New  York 
nicks.  But  tL  'n,  a  gangly  teenage  Lak- 


t  i  naiiifd  Kube  Bryant  does  the  same. 
There  is  silence.  And  later,  after  he 
drops  in  a  three-pointer,  there  is  ap- 
plause— even  scattered  cheering. 

It  hasn't  been  the  smoothest  National 
Basketball  Assn.  season  in  memory: 
Michael  Jordan,  the  best  goodwill  am- 
bassador that  basketball  has  ever  had, 
is  talking  about  putting  his  Air  Jordans 
in  mothballs;  the  Latrell  Sprewell  inci- 
dent pointed  up  the  nasty  issue  of  racial 
tension  in  a  league  with  perhaps  too 
many  abusive  white  coaches  and  too 


many  spoiled  black  athletes;  and  low  scor- 
ing has  critics  complaining  about  tired 
veterans  and  ball-hogging  hotshots  who 
aren't  playing  a  team  game.  Even  NBA 
Executive  Vice-President  and  Chief  Mar- 
keting Officer  Rick  Welts  concedes  that 
this  season's  incidents  "could  damage  the 
NBA  brand,"  that  the  bond  between  fans 
and  players  has  been  "stretched  thin." 

All  of  which  leads  to  the  question  on 
eveiyone's  mind:  Who  will  succeed  Jor- 
dan? Who  will  be  the  new  face  of  the 
NBA?  Who  will  lead  this  enormously  suc- 
cessful enteipiise  micromanaged  by  Com- 
missioner David  J.  Stem  into  the  next 
centui-y?  The  NBA  by  design  has  been 
built  on  pei-sonahties  such  as  Lany  Bird, 
Magic  Johnson,  and  Jordan,  arguably  the 
most  popular  athlete  in  the  world.  So 
the  league  has  been  gi'oping  for  an  Air 
apparent.  As  Welts  says:  "The  game  wtH 
continue  to  be  diiven  by  individual  per- 
sonalities and  stai-s."  But  such  pretenders 
to  the  throne  as  Shaq  and  Grant  Hill 
and  Penny  Hai-daway  just  don't  seem  to 
have  the  magic.  Then  there's  Kobe. 
If  you  look  hai'd  enough,  you  can  see 
the  future  of  the  NBA 
at  a  tiny  practice  fa- 
cility called  Basket- 
ball City  on  a  Hud- 
son River  pier. 
There,  sleek,  young 
L.  A.  Lakers  have 
just  finished  a  two- 
hour  practice,  a  day 
before  a  game  they 
would  lose  to  the 
ginzzled  Knicks.  As 
the  players  walk  off 
the  court,  a  19-yeai-old  with  soft  ahnond 
eyes,  long  lashes,  and  a  wispy  mustache 
and  goatee  is  sun-ounded  by  two  dozen 
autogi'aph-seeking  kids.  Kobe  Bryant, 
the  man-child  who  has  captivated  bas- 
ketball, smiles  for  the  cameras  and  signs 
balls,  jerseys,  and  photos  of  himself. 
Some  kids  get  a  hug. 
PACKAGE  DEAL.  Six  months  shy  of  his 
20th  birthday,  Biyant  is  having  the  time 
of  his  life.  Even  after  his  weak  playing 
contributes  to  a  101-89  loss  to  the 
Knicks,  Bryant  charms  the  New  York 
media  wolves  hungiy  for  any  sound  bite. 
"The  more  you  leam,  the  more  fun  you 
have,"  he  tells  the  horde  in  a  sweltering 
locker  room.  "Even  though  I  hate  this 
moment,  it  may  be  one  of  the  best  mo- 
ments of  my  life." 

At  6  feet  7  inches,  Kobe  is,  as  they 
say  on  the  couits,  the  complete  package. 
Capable  of  sailing  over  taller  players  or 
dribbling  around  the  more  nimble,  he 
can  score  33  points  on  any  given  night,  as 
he  did  earlier  this  yeai-  in  a  nan-ow  loss 
to  Jordan's  Chicago  Bulls.  In  February, 


Btyant-facing 
off  against 
Jordan  in 
February's  All- 
Star  game-has 
talent  and 
charisma,  but 
he's  just  19 
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he  became  the  youngest  player 
to  ever  start  an  NBA  All-St:ii 
game,  testimony  as  much  to  hi- 
ability  as  to  his  populaiity  with 
the  fans  who  voted  for  him. 

Better  yet,  he  may  be  the  an- 
tidote to  what  ails  the  NBA. 
With  an  easy  charm  and  quiet 
charisma,  this  superstar-in-the- 
making  is  unfailingly  polite  and 
still  lives  with  his  mom,  dad, 
and  two  sisters.  In  a  league  in 
which  green-haired  attention 
hogs  have  been  known  to  head- 
butt refs,  Biyant  is  a  gentleman 
who  says  he  "never  thought"  of 
getting  tattoos  and  doesn't  chink 
or  take  dings  because  "my  par- 
ents told  me  it  wouldn't  be  good 
for  my  health."  Can  this  kid  be 
real? 

Certainly,  the  NBA  hopes  so. 
"This  is  a  league  that  needs 
someone  to  be  a  positive  force 
for  it,"  says  fomier  Miller  Brew- 
ing Co.  marketing  executive 
Rick  Burton,  director  of  the 
Warsaw  Sports  Mai'keting  Cen- 
ter at  the  Univei'sity  of  Oregon. 
"Kobe  Bryant  has  all  the  tools 
to  do  just  that." 
"REFRESHING."  That's  why  the 
NBA  and  NBC  Inc.,  which  owns 
pro  basketball's  national  broad- 
cast lights,  were  quick  to  put 
Bryant  before  the  cameras  at 
Febraai-y's  All-Star  Game.  It's 


A  SEASON  TO  FORGET? 

So  far,  1997-98  has  been  one  headache  after 
another  for  the  NBA 

►  Jordan's  musing  about  retiring  from  basket- 


also  why  companies  are  lining  J?'^'^^'': 


up  to  tlii'ow  money  at  liim.  Like 
Jordan,  Bryant  has  his  own 
shoe,  the  kbs,  wliich  Adidas  sells 
for  $100  a  pah',  as  well  as  en- 
dorsement contracts  with  Spald- 
ing and  Sprite.  In  all,  this  year    ed  for  possession  of  marij-uana. 


►  Latrell  Sprewell's  $24  million  contract  with 
the  Golden  State  Warriors  is  terminated.  He  is 
suspended  for  one  year  for  attacking  his  coach. 

►  Washington  Wizard  Chris  Webber  gets  bust- 


those  deals  could  add  an  esti- 
mated .$5  million  to  his  .$1.2  mil- 
lion annual  salaiy.  A  deal  uith  a 
fast-food  company,  said  to  be 
McDonald's,  has  been  in  negoti- 
ations for  months.  And  more  ai-e 
only  a  telejjhone  call  away.  "He's 
one  of  the  few  guys  who  could  get  with- 
in shouting  distance  of  the  $40  million 
or  more  [in  mai'keting  deals]  that  Joi'dan 
gets,"  says  Buiton.  Adds  the  nba's  Welts: 
"He  projects  values  not  just  in  sports 
but  in  American  life  that  people  find  re- 
freshing. Combine  that  with  what  is  ob- 
viously huge  raw  talent —  anrl  the  sky's 
the  limit." 

But  all  that  cash  could  be  chump 
change  compared  with  the  contract  that 
Kobe  could  negotiate  when  he  becomes  a 
fi'ee  agent  in  1999.  Biyant's  foirner  agent. 
Rick  Bradley  of  the  William  Morris 
Agency,  figures  that  Kobe  can  pull  in 


►  Kenny  Anderson  refuses  to  report  to  Toronto, 
forcing  the  Raptors  to  ship  him  to  the  Celtics. 

►  Miami  Heat  forward  Keith  Askins  is  suspend- 
ed for  two  games  and  fined  $10,000  for  slam- 
ming New  Jersey  Net  Keith  Van  Horn. 


the  sort  of  $100  million-plus,  multiyear 
deal  that  the  Timberwolves  gave  Kevin 
Gamett. 

Of  course,  as  Welts  notes,  fu'st  you 
have  to  win  championsliips  to  be  regai'd- 
ed  as  a  real  superstar.  "Wliat  Kobe  is," 
says  Lakei-s  coach  Del  Hanis,  who  spent 
last  summer  working  with  Bryant,  "is  a 
bundle  of  potential.  You  can't  have  one 
hit  song  and  be  compared  with  Frank 
Sinatra.  Greatness  comes  with  consisten- 
cy over  time." 

Right,  and  you've  got  to  be  able  to 
handle  the  heat.  Marketers  have  show- 
ered money  on  young  stars  before,  only 


to  see  them  wilt  under  the  expectation; 
that  accompany  the  cash.  Even  now 
two  yeai's  after  the  Lakers  made  center 
O'Neal  one  of  the  game's  wealthies 
players,  there  are  rumblings  that  hi; 
game  has  been  undennined  by  endorse 
ments  and  the  lure  of  film  and  recori 
deals.  But  Kobe  is  no  fool.  "I  definite!; 
don't  want  to  overextend  myself,"  h* 
says.  "People  can  become  bored  witl 
you.  'Oh,  him  again.  I  see  him  all  da\ 
all  the  time.'  From  a  business  aspect 
that's  important." 

Indeed,  from  the  beginning,  the  gamt 
plan  Biyant's  ad'/isers  put  together,  say; 
Bradley  of  William  Monis,  was  "to  ui 
slow  so  that  his  game  can  develo].!.' 
These  days,  the  management  of  Kobe  it 
largely  a  family  affaii'.  Although  the  brtiii 
tiTJst  is  headed  by  Los  Angeles  sport; 

lawyer  Arn  H 
Tellem — who  als( 
represents  Spre 
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Sprewell 
brought  the 
issue  of  racial 
tension  in 
the  league 
to  the  fore 


well — Team  Kobe  i; 
nan  largely  from  tlu 
Pacific  Palisade; 
mansion  that  Biyain 
rents  and  that  hmis 
es  his  family.  Most  i  > 
the  deals  are  a]) 
proved  by  his  fathei 
Joe  "Jellybean"  Bryant,  a  former  pi( 
player  Joe  taught  Kobe  the  game  as  the 
family  traveled  from  team  to  team  tu 
gether,  ending  up  in  Italy  for  the  la^i 
seasons  of  a  checkered  career 

It  wasn't  until  the  Bryants  relocatc( 
to  PMladelpliia  that  the  buzz  about  KdIk 
began.  He  was  named  USA  Todai/s  phiy 
er  of  the  year  in  1996,  the  year  he  Uh 
Lower  Meiion  High  School  to  the  Peiiii 
sylvania  state  championship  by  averag 
ing  31  points  and  12  rebotmds  a  game.  A 
better-than-average  student,  he  scortM 
an  impressive  1,100  on  Ws  sats  (out  of ; 
maximum  1,600),  though  he  made  thf 
controversial  decision  to  forgo  colleuv 
The  Charlotte  Hornets  selected  him  it 
the  13th  round  of  the  1996  draft  aiu 
then  traded  him  to  the  Lakers. 

At  only  midway  through  his  secom 
season,  Biyant  seems  fh-mly  on  his 
to  basketball's  top  tier.  His  cuiTent  scm- 
ing  average  of  17  points  a  game  raiik- 
29th  in  the  league,  though  he  is  a  nmi 
starting  reserve  who  plays  just  ovei 
half  a  game.  Those  numbers  feed  tht 
inevitable  comparisons  with  Michae 
Jordan.  "It's  cool.  It's  very  complimcn 
tary,"  says  Bryant.  "If  it  happens,  it 
happens."  If  it  doesn't,  Kobe  Bryant 
will  always  be  the  man  who  could  ha\  i 
been  king. 

By  Ronald  Graver  in  Los  A7iy(  h  s 
with  Mark  Hijman  and  Giro  Scotti  n, 
New  York 
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Mannesmann  in  1997 


Portfolio  enhanced, 
earnings  higher 


I  Result  of  ordinary  activities 
up  70%  to  $  0.95  bn 

I  Higher  dividend 

I  Order  intake  increased 
by  16% 

Mannesmann  boosted  its  result  of 
ordinary  activities  in  1997  by  70%  to 
$  0.95  bn.  Ail  four  sectors,  Engineering, 
Automotive,  Telecommunications  and 
Tubes  &  Trading,  posted  higher  earnings. 
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The  net  profit  for  the  year  of  around 
$  334.8  m  is  on  a  par  with  that  of  the 
previous  year.  Due  to  the  decline  in 
minority  interests,  the  share  of  the  net 
profit  for  the  year  attributable  to 
Mannesmann  shareholders  has  risen. 
Mannesmann  intends  to  increase  its 
dividend  to  $  5.60  per  share.  This  is  the 
fourth  dividend  increase  in  succession. 

Order  intake  and  sales  increased, 
very  high  level  of  investment 

Orders  received  climbed  16%  in  1997 


to  $23.1  bn,  while  sales  rose  by  13% 
to  $  1 8  bn.  All  sectors  contributed  to 
this  improvement.  At  the  end  of  1 997, 
Mannesmann  had  approx.  120,400 
employees  (+1%).  Investments  reached 
a  very  high  level,  above  all  due  to  major 
projects  in  Telecommunications. 

Portfolio  enhanced 

Mannesmann  again  greatly  strength- 
ened and  enhanced  its  product  portfolio 
in  1997.  In  Engineering  the  bundling  of 
our  plastics  machinery  activities  in 
Mannesmann  Plastics  Machinery  went 
into  effect  at  the  beginning  of  1998. 
We  hold  a  leading  position  worldwide 
in  this  field. 

in  Automotive  the  acquisition  of  Philips 
Car  Systems  will  greatly  increase  the 
competence  of  VDO  and  enable  it  to 
cover  a  broader  segment  of  the  market. 
Sachs  has  largely  completed  its  process  of 
optimization  and  is  now  focusing  on  its 
core  business  of  supplying  automotive 
components. 

In  Telecommunications  the  focus  of 
attention  was  the  acquisition  of  a  stake 
in  OliMan  (Italy)  and  Cegetel  (France). 
These  measures  will  significantly 
strengthen  Mannesmann's  position  in 
the  European  telecommunications 
market. 


Group 

Jan-Dec 

Jan-Dec 

Change 

performance 

1997 

1996 

abs. 

% 

Orders 

received 

$m 

23,124 

19,925 

3,199 

16 

External  sales 

$m 

21,783 

19,353 

2,430 

13 

Domestic  business 

$m 

9,648 

8,392 

1,296 

15 

Foreign  business 

$m 

12,135 

10,961 

1,174 

11 

Employees  (31.12.) 

120,380 

119,709 

671 

1 

Investments 

$m 

4,862 

1,999 

2,863 

143 

mannesmann 

engineering 
automotive 
telecommunications 
tubes  &  trading 


in  Tubes  &  Trading  a  major  decision  aimed 
at  securing  the  future  development  of  the 
sector  was  taken  with  the  formation  of  a 
joint  venture  with  Vallourec  for  hot-rolled 
seamless  tubes.  Vallourec  &  Mannesmann 
Tubes  is  the  top  international  player  in  its 
field. 

Details  are  contained  in  our 
Shareholders'  Newsletter,  which  we 
will  be  glad  to  send  to  you  on  request. 

Mannesmann  - 
working  for  your  future 

Mannesmann  Aktiengeseltschaft 
D-40027  Diisseldorf,  Germany 
http://www.mannesmann.com 

Mannesmann  Corporation 
450  Park  Avenue,  24th  Floor 
New  York,  NY  10022-2669 
Call  1-800-356-9235 
Fax  (212)  826-0074 
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LLTH  CARE 


OCKED  OUT 
F  THE  HOSPITAL 

i  medical  buying  consortiums  squelching  innovation? 

1993,  Dallas  engineer 
'homas  J.  Shaw  and  his 
olleagues  came  up  with 

striking  innovation. 
■  designed  a  hypodermic 
promised  to  slash  the 
ence  of  accidental  nee- 
)ricks,  which  each  year 
3  about  640,000  injuries 
ig  health-care  workers, 
ty-conscious  hospitals, 
V  figured,  surely  would 

to  his  fledgling  Re- 
able  Technologies  Inc.,  a 
ly  held  outfit  in  Little 

Tex. 

3  was  wrong.  In  fact, 
f  says  now,  his  salespeo- 
can't  even  get  inside 
,  U.  S.  hospitals  to 
jnstrate  their  syringes 
blood-collection  devices. 
?  Thousands  of  hospitals 
)bliged  to  buy  from  big 
hers  that  have  negotiat- 
ng-term,  multibilhon-dol- 
ales  contracts  wath  Pre- 
Inc.  and  vha  Inc.'s 
ition,  two  of  the  nation's 
jst  health-care  group 
basing  organizations 
s).  Smaller  companies, 
as  Retractable,  are  of- 
ocked  out. 

(EHOLD.  GPOs,  which  help 
itals  save  mUhons  of  dol- 
medical  supplies  by 


on 

ng  in  bulk,  have  thrived 
iecades.  In  the  past  few  years, 
gh,  these  for-profit  companies,  typi- 
ovmed  by  member  hospitals,  have 
)lidated  rapidly  into  hugely  powerful 
ig  consortiums.  The  six  largest  gpos 
administer  contracts  for  at  least 
of  the  nation's  approximately  5,400 
3-care  hospitals.  That  adds  up  to 
t  $25  billion  of  supplies,  according  to 
Marketing  Group  in  Chicago.  San 
o-based  Premier,  created  by  a  three- 
merger  in  January,  1996,  alone  con- 
buying  for  about  a  thii-d  of  U.  S. 
itals.  Novation  was  formed  in  Janu- 


ary '98  when  VHA  and  University 
HealthSystem  Consortium  merged  their 
supply  operations. 

Boosters  claim  that  gpos  have  saved 
hospitals  about  5%  of  spending  on  com- 
modity products  and  over  25%  for  high- 
tech equipment — a  godsend  for  institu- 
tions battling  declining  reimbursements 
from  insurers  and  escalating  prices.  Yet 
critics  argue  that  these  big  consortiums, 
by  removing  purchasing  decisions  from 
chnicians  and  discouraging  product  in- 
novation, may  in  fact  be  jeopardizing 
quality  and  safety  and  putting  medical 
professionals  and  patients  at 
risk.  GPOS  are  "making  it 
more  difficult  for  small  com- 
panies to  get  their  products 
into  the  marketplace,"  says 
Dr  Janine  Jagger,  director  of 
the  University  of  Virginia's 
International  Health  Care 
Worker  Safety  Center.  Mar- 
ket concentration,  she  adds, 
is  "not  good  for  the  safety 
field." 

STIFF  RULES.  GPOS  squeeze 
out  savings  for  hospitals  by 
negotiating  hundreds  of  ex- 
clusive deals  with  medical- 
gear  and  supply  vendors  for 
a  broad  array  of  products. 
To  qualify  for  discounts, 
member  hospitals  typically 
must  buy  a  minimum  portion 
of  their  supplies  from  gpo- 
contracted  vendors.  In  the 
past  two  years,  that  portion 
has  risen  to  as  high  as  95%. 
If  they  buy  from  more  than 
a  few  nonapproved  vendors, 
the  hospitals  lose  the  dis- 
count and  can  face  ejection 
from  the  consortium. 

Retractable  Technologies 
charges  that  such  practices 
amount  to  exclusionary  re- 
straint of  trade.  Aided  by 

"N0  THANKS  ' TO  SAFETY? 

Most  U.S.  hospitals  won't 
use  Retractable  Tech- 
nologies' safer  syiinge  (top)  and 
blood  collector  (bottom)  because 
of  long-term  supplier  contracts 

Representative  Dick  Amiey  (R-Tex.),  it 
has  complained  to  the  Federal  Ti-ade 
Commission  about  Premier's  and  vha's 
relationships  with  Becton  Dickinson  & 
Co.  and  Shei-wood  Davis  &  Geek,  the 
market  leaders  in  syringes.  The  ftc  con- 
fiiTTis  that  the  case  is  under  review. 

gpos  say  such  scrutiny  is  unwairant- 
ed.  "The  process  is  quite  fair  both  to 
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[suppliers]  and  to  health-care 
organizations  that  use  our 
gi'oup  contracts,"  says  Pat  Pos- 
ton,  a  Premier  senior  vice- 
president.  Says  vha's  John  M. 
Burks,  vice-president  for  con- 
tract services:  "We're  cus- 
tomer-driven. If  the  customer 
told  us  they  wanted  this  stuff, 
we  would  be  stupid  not  to  get 
it  on  contract."  Special  clauses 
in  contracts  presei-ve  vha's  right  to  buy 
new  technology,  he  says. 

Retractable  isn't  alone  in  complain- 
ing that  it's  locked  out  by  cpos.  Remel 
Inc.,  a  Lenexa  (Kan.)  unit  of  Sybron 
International  that  makes  culture  medi- 
ums used  for  identifying  various  bacte- 
ria, has  already  been  dropped  by  some 
200  Premier-supplied  hospitals  in  favor 
of  Becton  Dickinson  products,  and  more 
hospitals  are  under  orders  to  do  so  by 
Apr.  1 — even  though  the  Food  &  Dnig 
Administration,  in  a  Dec.  16  letter,  ad- 
monished the  Becton  unit  for  poor  qual- 
ity control. 

In  fact,  when  defective  batches  of 
Becton's  chocolate  agar — used  to  test 
for  deadly  meningitis  bacteria — showed 
up  in  hospital  labs  last  year,  some  hos- 
pitals that  depended  on  the  product  had 
to  scramble  for  emergency  supplies, 
says  Dr.  Alice  S.  Weissfeld,  president 

CONTRACT  HELL 

A  product  from  Becton 
keeps  Bio-Plexus' 
Punctur-Guard  blood 
collection  needle  out 


of  Microbiology  Specialists 
Inc.,  a  Houston  diagnostic 
lab.  "The  potential  for 
something  honible  to  hap- 
pen was  certainly  there," 
she  says.  Becton  says  it  has  solved  the 
quality  problem;  a  Premier  spokesperson 
says:  "We  followed  up  with  Becton  Dick- 
inson and  the  hospitals  to  see  that  the 
appropriate  actions  were  taken." 

Another  product  apparently  stymied 
by  the  GPOs:  a  needleless  intravenous 
system  made  by  icu  Medical  Inc.  in  San 
Clemente,  Calif.  After  Premiei-  negoti- 
ated a  $7  billion,  seven-year  contract 
with  giant  Baxter  International  Inc.  in 
1996,  member  hospitals  were  imder  pi'es- 
sui-e  to  buy  Baxtei-'s  competing  iv.  That 
irked  the  infection-control  director  at 
one  Louisiana  hospital,  where  the  icu 
device  was  found  to  be  safer,  more  con- 
venient, and  more  patient-friendly.  "I 
just  question  whether  bigger  is  always 
better,"  she  says.  Bio-Plexus  Inc.'s  blood- 
collection  device  also  competes  head  to 


'EVEN-YEAR  HITCH 

t'remier's  pact  with  Baxter 
means  its  hospitals  won't 
use  ICU's  needleless 
intravenous  connector 

head  with  a  Becton  product, 
and  it,  too,  has  seen  its 
prospects  sour.  The  long-term 
contracts  make  it  tough  to  "try  to  make 
a  brand  out  of  an  idea,"  says  Bio-Plexus 
marketing  chief  Thomas  K.  Sutton. 

Like  Remel,  icu  Medical,  and  Bio- 
Plexus,  Retractable  appears  to  offer  a 
product  with  distinct  advantages.  In- 
spired by  a  news  report  Shaw  saw  in 
the  late  1980s  of  a  physician  who  acci- 
dentally stuck  himself,  the  VanishPoint's 
spring-loaded  needle  collapses  back  into 
the  syi-inge  chamber  af- 
ter an  injection.  The 
syiinge,  developed  with 
funding  from  the  Na- 
tional Insititutes  of 
Health,  won  fda  ap- 
proval and  enthusiastic 
receptions  at  trade 
shows.  "We  examined 
all  known  products  and 
found  this  to  be  the 
best.  It's  teclinologically 
superb,"  says  Dr  Leslie 
M.  Beitsch,  assistant 
secretary  at  the  Florida  Health  Dept., 
where  RTI  syringes  are  being  used  at 
more  than  100  public-health  facilities. 

Retractable 's  outlook  seemed  bright — 
but  its  timing  proved  ten-ible.  In  De- 
cember, 1996,  Premier  Inc.  announced  a 
$1.8  biEion,  7J<;-yeai"  supply  contract  with 
Becton  Dickinson.  Suddenly,  every  Pre- 
mier hospital — including  some  of  Re- 
tractable's  hottest  prospects — essential- 
ly was  required  to  buy  Becton's 
syringes.  Some  hospitals  affiliated  with 
Premier  and  vha,  which  had  been  buy- 


THE  QUIET  HOSPITAL  GIANTS 


Leading  hospital  group-purchasin| 

organizations  (GPOs)  and  the 
number  of  hospitals  they  supply 

6R0UP  ACUTE-CARE  HOSPITALS*' 


PREMIER  INC. 

1,682 

AMERINET 

1,493 

NOVATION* 

1,400 

MEDECON  SERVICES 

770 

HEALTH  SERVICES  CORP. 

679 

JOINT  PURCHASING  CORP. 

382 

*  Jointly  owned  by  VHA  Inc  and  Univeisity  HealthSystems 
**  Some  hospitals  have  contracts  with  more  than  one  GPO 
DATA;  SMG  MARKETING  GROUP,  CHICAGO, 
AMERICAN  HOSPITAL  ASSN.;  BUSINESS  WEEK 


ing  fi'om  Sher-wood  for  nine  years,  de- 
clined to  consider  Retractable's  Vanish- 
Point  syiinge  at  all. 

One  of  those  was  Shannon  Medical 
Center  in  San  Angelo,  Tex.,  which  stands 
to  lose  "incentive  payments"  of  more 
than  $100,000  a  year  if  it  fails  to  buy 
■95%  of  its  products  under  13  different 
vha  contracts.  "Shei-wood  offers  a  shield- 
ed syringe  that,  as  far  as  I'm  concerned, 
is  a  competitive  product,"  says  Carolyn 
Tegeler,  Sharmon's  dii'ector  of  materials 
management.  But  she  admits  that  the 
medical  center's  nurses  who  tried  Sher 
wood's  safety  syringes  "felt  as  if  they 
caused  needlesticks,"  so  they  ai-en't  using 
them.  If  Retractable's  product  had  beer 
under  vha  contract,  she  says,  "we  mighl 
have  come  closer  to  looking  at  it." 

Some  hospitals  that  decline  to  buj 
Retractable's  syringe  cite  its  price  ol 
about  50(?  per  unit 
moi-e  than  double  thai 
of  competing  products 
But  because  the  use  o: 
Retractable's  Vanish 

UNEARNED  BUSINESS 

Agar  maker  Remel 
lost  buyers  to  a 
Becton  unit  cited 
by  the  FDA  for  poor 
quality  control 

Point  results  in  lower  disposal  costs  anc 
lower  workers'  compensation  insuranc( 
premiums,  the  overall  cost  is  less,  say; 
Sally  Peerbolt,  an  employee-health  nurs( 
at  Riverside  County  Regional  Medica 
Center  in  Riverside,  Calif.,  a  Re 
tractable  customer.  And  using  Re 
tractable's  syiinge,  she  adds,  "cuts  dowi 
on  anxiety  and  stress"  among  health 
care  workers. 

Rather  than  trying  to  break  into  th( 
GPO  game,  Retractable  retreated,  focus 
ing  on  public  facilities,  including  vetei 
ans'  and  prison  hospitals,  about  a  10^ 
slice  of  the  mai'ket.  In  1997,  Retractabl 
sold  about  a  half-million  units,  generat 
ing  $250,000  in  i-evenues  but  no  profitj 
Shaw  says. 

Shaw  is  pinning  his  hopes  largely  oi 
regulatoi-y,  legal,  and  legislative  reliel 
Those  remedies  may  win  Retractabl 
broader  access  to  hospital  contracts.  Bu 
it's  not  clear  that  they  will  address  th 
bigger  question  about  gr-oup-purchasin 
organizations — whether  they  constitute 
system  of  exclusive  long-term  contract 
that  reduces  hospitals'  costs  at  the  ris 
of  stifling  medical  innovation  and  irr 
pairing  patient  care. 

By  Phillip  L.  Zweig  in  New  Yor 
and  Wendy  Zellner  in  Little  Elm,  Te.r 
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Government 


INVESTIGATIONS 


THE  HEAT  UNDER 
PETER  KNIGHT 

A  Gore  confidant  is  at  tiie  center  of  the  Portals  probe 


As  Vice-President  Al  Gore  contem- 
plates the  White  House,  Hill  Re- 
publicans are  tiying  to  tie  him  to 
a  white  elephant — the  Portals,  an 
office  site  in  a  forlom  corner  of  Wash- 
ington that  has  been  the  object  of  a  10- 
year  struggle  between  congressional 
committees,  the  Federal  Communica- 
tions Commission,  and 
developers.  The  Jus- 
tice Dept.  and  Con- 
gress are  investi- 


THE  PORTALS  AFFAIR 
KEEPS  UNFOLDING 


gating  whether  Tennessee  developer 
Franklin  L.  Haney,  a  longtime  Gore  pal, 
made  sizable  campaign  contributions  to 
Democrats  in  return  for  favorable  lease 
terms  on  the  Portals.  And  now,  one  of 
Gore's  closest  associates  has  been  drawn 
into  the  inquiry. 

Investigators  want  to  know  whether 
Haney  violated  federal  laws  when  he 
paid  $1  million  to  Peter  S.  Knight,  a 
Gore  confidant  and  head  of  the  '96  Clin- 
ton-Gore Reelection  Committee,  alleged- 


ly for  interceding  with  government  offi- 
cials to  win  changes  to  the  Portals  lease 
that  benefited  Haney  financially.  A  Hanej 
spokesman  says  Haney  paid  the  $1  mil- 
Hon  but  that  it  was  not  just  for  Portals 
work.  The  spokesman  adds  that  Hane/s 
$230,000  in  1996  contributions  were  "han- 
dled according  to  appropriate  laws  and 
regulations." 

The  House  Commerce  Committee, 
which  oversees  the  FCC,  began  its  own 
probe  after  a  previous  business  week 
story  (BW— Oct.  13,  1997).  Says  Com- 
mittee Chairman  Tom  Bliley  (R-Va.):  "I 
am  puzzled  by  public  statements  ol 
Franklin  Haney,  Peter  Knight,  and  the 
FCC,  which  do  not  correspond  fully  vrith 
some  of  the  key  facts  we  have  uncov- 
ered." Meanwhile,  as  Congress  and  the 
FCC  continue  to  wrangle  over  the  move 
to  the  Portals,  taxpayers  are  paying 
rent  on  an  empty  building — to  the  tune 
of  $9  million  so  far. 

Knight's  involvement  in  the  Portals 
project  dates  back  to  the  summer  o 
1994,  when  he  recomm.ended  old  friem 


■  AUGUST  1994  A  U  S 

appeals  court  rules  that 
the  GSA  must  honor  a 
commitment  to  lease  a 
not-yet-built  office  building 
(Portals  II)  in  an  isolated 
pocket  of  southwest  Wash- 
ington. The  GSA  quickly 
signs  a  lease  with  Portals 
developers. 

■  SEPTEM- 
BER 1994  On 

the  recom- 
mendation of 
ex-Gore  aide 
Peter  Knight, 
FCC  Chairman 
Reed  Hundt  hires  Robert 
A.  Peck  as  a  deputy.  Peck 
volunteers  to  take  over  the 
FOG'S  move  to  the  Portals. 

■  MAY  1995  Knight  asks 


Peck  to  meet  with  Franklin 
L.  Haney,  a  home-state 
friend  of  Gore  and  major 
real  estate  developer. 
Haney  is  considering  an 
investment  in  the  Portals 
project. 

■JUNE  1995  Haney 
attends  a  fund-raising  din- 
ner, coordinated  by  Knight, 
at  Gore's  residence. 

■  JULY  OR  AUGUST  1995 

The  FCC's  Peck  meets 
with  Haney  at  Knight's 
office.  No  official 
record  of  the  meeting 
exists  since  it  took 
place  off  FCC 
premises. 

■  AUGUST  1995 

Knight  arranges  for 


Haney  to  meet  with  GSA 
officials  to  discuss  lease 
modifications  so  Haney  can 
finance  the  Portals  project 
with  tax-exempt  bonds. 

■  OCTOBER  1995  Knight 
sets  up  a  third  meeting, 
this  time  in  the  office  of 
FCC  Chairman  Hundt, 
whose  calendar  shows 
Peck,  Knight,  and  Haney 
in  attendance. 

■  NOVEMBER  1995 

The  GSA  again  formally 
assigns  the  FCC  to  the  Por- 
tals, a  move  that  surprises 
many,  considering  that  the 
FCC  had  rejected  the  Por- 
tals space  earlier  that  year 
and  was  seeking  indepen- 
dent leasing  authority  from 
Congress. 

■  DECEMBER  1995 

Peck,  again  with  Knight's 
help,  leaves  the  FCC  for 
the  GSA,  where  he  over- 
sees all  government  office 
leasing. 

■  JANUARY  1996 

The  GSA  and  Por- 
tals developers  sign 
a  supplemental 
lease  with  terms 
advantageous  to 
Haney's  bond  issue. 


The  lease  language  stipu- 
lates the  FCC  as  the  tenant 
and  a  firm  start  date  of 
July,  1997,  for  rental  pay- 
ments. On  the  same  day, 
Knight  bills  Haney  $1  mil- 
lion for  "legal  services  ren- 
dered (1994  and  1995)." 

■  MAY  1996  Knight  is 
named  chairman  of 
Clinton/Gore  Reelection 
Committee.  Haney  con- 
tributes 
$230,000  to 
the  DNC  and 
five  state 
Democratic 
parties  two 
weeks  after 
the  Portals  bond  sale. 

■  FEBRUARY  1998  The 
General  Accounting  Office 
issues  a  study  saying  the 
FCC  move  to  the  Portals  is 
in  the  government's  best 
interest. 

■  MARCH  1998  The 

FCC  continues  to  balk  at 
the  Portals  move,  citing 
safety  concerns  because 
of  its  remote  location. 
Total  rent  paid  on  the 
empty  building  so  far: 
$9  million. 

DATA:  BUSINESS  WEEK,  GENERAL  SERVICES  ADMINIS- 
TRATION, FEDERAL  COMMUNICATIONS  COMMISSION 
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Governments 


Robert  A.  Peck  for  a  job  as  deputy  to 
then-FCC  Chaii'man  Reed  E.  Hundt.  A 
yeai-  later,  when  Haney,  one  of  Knight's 
law-fii'm  dients,  was  deciding  whether 
to  help  bail  out  the  floundering  Portals 
project.  Knight  turned  to  Peck  for  help 
in  aiTanging  meetings  for  Haney. 

After  a  year  at  the  FCC,  Peck  told 
Knight  he  wanted  a  new  job.  Knight 
recommended  him  to  the  General  Ser- 
vices Administration,  where  he  now 
oversees  all  government  leases,  includ- 
ing the  Fee's.  Peck  says  in  both  cases 
his  credentials  as  a  real  estate  lawyer 
and  legislative  aide  won  him  the  gov- 
emment  jobs,  not  Knight's  assistance. 
WEB  OF  CONTACTS.  Knight,  Peck,  and 
Haney  all  deny  WTongdoing  and  point  to 
a  Feb.  27  General  Accounting  Office 
study  as  vindication.  The  study  con- 
cludes that  it  is  in  the  government's 
best  interest  that  the  FCC  move  its 
headquarters  to  the  Portals.  And  it  says 
that  the  gsa  followed  federal  procui'e- 
ment  iiiles  in  selecting  the  Portals  in 
the  fii-st  place.  But  the  study  also  says  it 
did  not  assess  allegations  that  the  gsa's 
decisions  were  unduly  influenced  be- 
cause those  were  "not  included  within 
the  scope  of  our  review."  Haney's 
spokesman  says  that  the  developer  met 
viath  top  officials  to  gather  infoiTnation 
needed  to  take  the  project  to  the  bond 
market,  and  that  in  doing  so,  he  fol- 
lowed all  necessaiy  federal  prociu'ement 
mles.  He  adds  that  Haney  is  not  a  tar- 
get of  a  Justice  Dept.  investigation.  "Mr. 
Haney  did  not  request  or  receive  any 
favors  or  intei^ventions  in  this  transac- 
tion fi'om  Vice-President  Gore  or  Ws  of- 
fice," says  spokesman  Kenneth  Vest. 

This  Washington  world  where  busi- 
ness and  politics  intersect  is  one  that 
Peter  Knight  knows  well.  A  former 
Gore  staff  chief  who  ran  his  boss's  failed 
'88  Presidential  bid  and  his  successful 
'92  Vice-Presidential  campaign,  Knight 
personally  placed  hundreds  of  job-seek- 
ers in  sub-Cabinet  posts  during  the 
transition  period  before  Clinton  took  of- 
fice. In  mid-1993,  he  returned  to  pri- 
vate law  practice  at  what  is  now  Wun- 
der,  Kjiight,  Levine,  Thelen  &  Forscey. 
Except  for  a  brief  inteiTuption  in  1996 
as  manager  of  the  Clinton-Gore  cam- 
paign, he  has  remained  at  the  firm, 
where  he  counts  Bell  Atlantic  Coi-p.  and 
Lockheed  Martin  Corp.  among  his 
chents.  But  Knight  has  continued  to  ad- 
vise agencies  seeking  to  fill  high-level 
jobs.  That  has  helped  him  build  a  vast 
network  of  contacts. 

In  1995,  Haney,  a  Chattanooga  de- 
veloper who  once  worked  in  the  Senate 
office  of  Al  Gore  Sr,  retained  Knight  for 
the  Portals  project.  Haney  had  been  in- 


volved in  numerous  government  real 
estate  deals  and  was  known  as  a  master 
of  seUing  tax-exempt  bonds,  backed  by 
govemment  rent  payments,  to  finance 
his  projects.  Knight's  job:  help  Haney 
i-efinance  the  Portals  complex  using  tax- 
exempt  municipal  bonds. 

When  he  jumped  into  the  Portals 
deal,  Haney  found  the  FCC  development 
bogged  down  after  years  of  Washing- 
ton infighting  between  Congress  and 
the  FCC.  FCC  officials  opposed  moving 
to  what  they  considered  a  ban'en  area 
in  Southwest  Washington  cut  off  fi'om 


HUNDT 


During  his 
tenure  as  FCC 
chairman, 
Hundt  says 
he  was  caught 
in  the  congressional 
crossfire  over  whether 
to  move  the  agency  to 
the  Portals 


restaui'ants  and  shops.  But  to  the  proj- 
ect's owners,  landing  the  FCC  was  ciii- 
cial:  They  needed  the  agency  to  sei-ve  as 
a  magnet  for  telecom  law  fiiTns,  consul- 
tants, and  lobbyists  who  would  fill  thi'ee 
other  planned  buildings  in  the  complex. 

Knight  aiTanged  for  Peck,  who  had 
taken  over  the  Portals  project  soon  af- 
ter amving  at  the  FCC,  to  meet  with 
Haney  at  Knight's  office.  Souixes  say 
they  discussed  the  fcc  intentions  about 
the  Portals  move.  This  contradicts  ear- 
lier statements  made  to  busine.ss  w^ek 
by  the  (;sa,  the  fcc,  and  Haney  spokes- 
men, all  of  whom  maintained  that,  by 
the  time  of  Haney's  involvement,  the 
Fcc's  move  was  a  fait  accompli.  Peck, 
however,  now  concedes  "there  were  lots 
of  questions  people  [including  Haney] 
had  about  the  project.  If  a  project  de- 
pended on  a  particular  tenant,  I  would 
think  you'd  do  eveiything  you  could  to 
make  sure  that  that  tenant  moved  in." 
He  strongly  denies  that  he  or  anyone 
else  did  any  favors  for  Haney. 

Next,  Knight  had  to  pereuade  the  CSA 
to  make  key  changes  in  the  Poitals  lease 
that  had  been  signed  before  Haney's  in- 
volvement. Knight  aiTanged  for  Haney  to 
meet  top  gsa  officials  in  August,  1995. 


According  to  one  source  at  the  meeting, 
Haney's  changes  included  a  firni  startup 
date  for  rental  pa>Tnents,  which  he  need- 
ed so  he  could  presell  bonds  and  use  the 
proceeds  to  finance  the  project.  Docu- 
ments reviewed  by  business  week  show 
that  the  gsa  career  staff  had  serious 
resei-vations  about  gi*anting  a  fixed  date 
to  begin  pacing  rent  because  of  the  proj- 
ect's tortuous  histoiy. 

In  October,  1995,  Knight  arranged  a 
thiixl  meeting,  tliis  time  between  Haney 
and  Hundt  in  the  fcc  chairman's  office. 
Hundt  says  he  can't  recall  whether 
Haney  was  there  that  day  but 
remembers  meeting  former  Ten- 
nessee Senator  and  now  U.  S 
Ambassador  to  China  James  R 
Sasser,  who  brought  "someone 
else."  Sasser  represented  Haney 
at  the  time.  Peck  also  was  pre- 
sent. Hundt  months  ago  said  he 
recalled  fii"st  meeting  Haney  in 
late  1996  to  discuss  changes  to 
the  building.  In  November,  1995 
the  GSA  foiTnally  assigned  the  fcc 
to  the  Portals  building,  a  move 
that  surprised   many  telecorr 
lawyers  and  fcc  staff  closely 
watching  events. 
"SERVICES  RENDERED."  Knight's 
work  came  to  ftnition  on  Jan.  3 
1996,  when  the  Portals  partners 
and  the  gsa  signed  a  new  lease'- 
with  several  key  changes,  tlu 
most  significant  of  which  was  the^ 
July,  1997,  startup  date  for  rent  pay 
ments.  Because  of  that  clause,  the  Gs; 
has  had  to  pay  $9  million  to  date  for  a: 
empty  building.  It  wiU  have  paid  a  tot  a 
of  $15.7  miUion  by  August,  when  the 
fcc  is  scheduled  to  move  in. 

On  the  same  day  as  the  lease  signing 
Knight  signed  a  $1  million  bill  sent  t( 
Haney  for  "legal  senaces  render-ed"  ir 
1994  and  1995.  Haney's  spokesman  sayi 
the  money  covered  Knight's  "strategic 
and  legal  counsel"  for  thi'ee  years  on  s 
dozen  projects  besides  the  Portals  dea 
but  decUnes  to  name  any  of  the  others 
An  October-,  1995,  letter  of  engagemeni 
signed  by  Haney  and  Knight  refer-s  t( 
legal  wor-k  Knight  will  perform,  back 
dated  to  June  1,  1995,  but  no  refer-enc( 
is  made  to  work  done  in  1994.  Knigh 
declined  to  comment  on  the  bill  because 
of  the  investigation 

Federal  law  forbids  the  payment  o 
contingency  fees  on  government  con 
tracts.  But  Haney's  spokesman  denie; 
that  the  fee  was  contingent  on  the  sign 
ing  of  a  new  lease.  So  why  was  the  $ 
million  invoice  written  on  the  same  da; 
as  the  lease  signing?  Just  a  coincidence 
says  Haney's  spokesman. 

By  Paula  Dioyer  in  Washington 
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How  do  you  measure  things 
like  enthusiasm,  cooperation  and  trust? 


J  were  the  organizer,  the  kid  with 
:reat  ideas.  You  brought  out  the  best 
opie.  Today,  your  skills  could  impact 
uccess  of  major  corporations— help 
I  increase  productivity.  Win  and 
1  more  customers.  Achieve  better 
ill  business  results, 
a  leading  management  and 
nology  consulting  organization, 
:rsen  Consulting  helps  top-tier 
Danies  achieve  successful  change. 
I  team  with  clients  to  develop  tools, 


training  and  techniques  that  will 
unleash  the  full  performance  potential 
of  their  work  forces.  On  large-scale 
projects,  you'll  work  with  professionals 
from  diverse  disciplines  to  help 
companies  align  strategy  with  people, 
processes  and  technology— a  holistic 
approach  that  transforms  visionary 
ideas  into  successful,  working  realities. 

It's  a  discipline  that  blends  your 
experience  and  insights  with  constantly 
evolving  methodology.  You'll  learn 


quickly.  Gain  broad  business  exposure. 
And  achieve  real,  measurable  results. 
To  explore  opportunities,  visit  our  web 
site  at  www.ac.com/careers/explore. 

Bring  your  people  skills  to  us. 


Andersen 
Consulting 


ien  Consulting  is  an  Equal  Opportunity  Employer.  €)  1998  Andersen  Consulting. 


*Connect-time  charges  n.ny  apply- 

161998  Microsoft  Corporalion-  All  rights  reserved.  Microsoft.  Outlook  and  Where  do  you  want  to  go  today'  are  either  registered  trademarks  or  trademarks 
of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


Work  is 

right  if  ^ciii 

tothefigl 
at  the  rigi 


From:  Microsoft  Office  97 
Sent:  The  right  time 
To:  The  right  people 
Subject:  The  rest  is  up  to  you. 


h^'crcso^*'  nff  rc-  o  contains  all  the  tools  for  you  to  work  more  effectively  with  everyone  in  your  organization. 
Go  ahead  and  open  up  your  Outlook"  e-mail  and  drop  in  any  Office  document.  Include  a  link  to  a  Web  site  or  to 
another  document.  Then  add  your  comments,  and  send  it  off  to  the  team.  Now,  anyone  who  gets  your  message 
can  instantly  scan  the  first  three  lines  without  opening  it— so  there's  incentive  to  get  to  the  point.  Or  you  can 
simply  post  your  information  to  the  corporate  intranet  where  all  concerned  parties  can  look  at  it,  comment  on  it, 
add  to  it— just  a  couple  of  clicks  and  Office  makes  your  document  ready  for  the  Web.  And,  since  nothing  beats 
face-to-face  interaction.  Office  can  help  you  pull  meetings  together  by  comparing  everyone's  schedule  and  auto- 
matically finding  the  first  available  time.  So  no  matter  how  you're  working  or  who  you're  working  with,  Office  97 
helps  you  do  it  more  effectively.  For  more  help,  and  to  find  out  about  the  free*  online  product  enhancements 
and  assistance  available  through  Microsoft  Office  Update,  visit  . v »v vv . r. , o i u&u :  i . i.,u ; i \,  ui i i ot: ,. . 


Microsoft 


A'hefe  do  you  want  to  go  today?  www.microsoft.com/office/ 


Finance 


CONTROVERSIES 


WHAT  THE  HECK 

IS  GOING  ON  AT  REUTERS? 

Suppliers  claim  the  media  giant  copies  proprietary  software.  It  all  may  end  up  in  court 


Reuters  vs.  Bloomberg.  The  two 
behemoths  that  dominate  the 
rapidly  gi-owing  financial-informa- 
tion business  have  long  been 
ai"clu-ivals.  The  depth  of  that  rivahy  be- 
came apparent  in  late  January,  when 
Reuters  Group  plc  disclosed  that  a  sub- 
sidiary was  the  subject  of  a  gi'and  juiy 
investigation  in  New  York  for  improp- 
erly obtaining  and  using  information 
from  Bloomberg  LP. 

Now,  Reuters  stands  accused  of  addi- 
tional questionable  behavior — in  paiticu- 
lar,  taking  proprietary  ideas  and  soft- 
ware applications  from  rivals  and 
partners  both  in  the  U.S.  and  Eui'ope. 
BUSINESS  WEEK  canvassed  many  of  the 
approximately  two  dozen  software  ven- 
dors who  have  worked  most  closely  with 
Reuters  developing  specialized  softwai-e 
to  analyze  financial  data. 
BOLD  STEPS.  While  a  few  spoke  well  of 
Reuters,  executives  at  nine  software 
houses  recalled  instances  where  they 
thought  softwai'e  oi'  information  was  im- 
properly copied  by  the  $4.7  billion-in- 
sales  company.  Those  executives  depict  a 
company  that  sometimes  allegedly  uses 
dubious  business  practices  and  strong- 
amn  legal  tactics.  And  they  tell  of  an  in- 
timidating corporate  culture  in  which 
Reuters  officials  ai'e  quick  to  thi'eaten 
vendors  with  legal  action.  At  least  two  of 
these  vendors  say  they  may  file  civil- 
racketeering  suits  against  Reuters,  al- 
leging a  pattem  of  abusive  behavior. 

Peter  Job,  ceo  of  Reuters  Group, 
and  Michael  0.  Sanderson,  ceo  of 
Reuters  America  Holdings  Inc.,  de- 
clined comment.  But  Fiobert  Crooke, 
vice-president  for  media  relations  at 
Reuters  America,  says:  "We  lia^e  large- 
ly good  relations  with  [vendoi i,  bar- 
ring the  occasional  squabble  and,  ven 
more  rarely,  legal  disputes,  which  . 
typical  in  any  business." 

Reuters'  reliance  on  outside  vendors, 
explain  industry  executives,  stems 
from  the  company's  weakness  in  de- 
veloping its  own  software.  Such  pro- 
grams help  Reuters'  clients  with  tasks 
Hke  analyzing  market  risks  and  iden- 
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4iThey  try  to  intimi- 
date you  until  you  give 
up  your  rights  on  the 
contract  '  i 

-MILAN  SULC 

CEOofTyplan, 

a  software  company 


^  i  i  I  would  never  enter 

into  a  relationship 

with  Reuters  again. 

I  think  they, are 

unethical  and 

heavy-handed 

-PETER  DAVIES 

Former  senior-level  consultant 
to  Reuters; founder  of  Sailfish 


Reuters  has  ruthlessly 
exploited  its  dominant 
position ...  to  maintain 
its  pricing  policies  and  to 
limit  competition.  [It] 
has  practiced  various 
forms  of  abuses 
globally         ,  • 

I^GERALDSHARROCK 

Fbrmer  Reuters  in-house  counsel 


tifying  historical  bond  spreads 

Among  vendors  critical  of  Reuters  is 
J.  Stephen  Levkoff,  founder  of  Capita 
Market  Decisions,  which  sued  Reuters 
in  1993  for  breach  of  contract  and  unfaii 
business  practices.  "I  was  the  first  per 
son  to  stand  up  and  say  Reuters  is  try 
ing  to  steal  my  business,"  Levkoff  says 
In  affidavits,  Levkoff  said  Reuters  execs 
tried  to  clone  his  analytical  software 
product,  Decision  2000,  which  was  built 
to  be  a  dii-ect  competitor  to  Bloomberg 
He  said  the  reason  was  to  avoid  payin| 
him  royalties.  The  case  was  settled  oui 
of  court,  and  Reuters  later  bought  th( 
company  for  an  undisclosed  sum.  "Giver 
the  Bloomberg  situation,  we  feel  verj 
vindicated,"  Levkoff  says.  Crooke  says  i' 
is  "inappropriate  . . .  for  either  side  t( 
be  commenting  in  public  since  it  has 
been  apparently  resolved." 

"Our  experiences  were  eerily  simi 
lar"  to  Levkoffs,  says  Peter  Davies, 
former  senior-level  consultant  t( 
Reuters  and  founder  of  Sailfish  Sys 
tems,  a  New  York  financial  software 
company.  Davies  says  he  entered  into 
joint  marketing  agreement  wltl 
Reuters,  which  promised  future  rev 
enues  and  mai'keting  support.  But  noth 
ing  materialized,  leaving  Sailfish  finan 
daily  overextended.  Davies  felt  force( 
to  accept  Reuters'  lowball  offer  to  bu^ 
Sailfish.  Davies  claims  Reutere  said:  "Wi 
don't  need  you.  We  could  develop  th( 
same  product  intemally  anyway."  Sayi 
Davies,  "I  would  never  enter  into  a  re 
lationship  with  Reuters  again.  I  thin] 
they  are  unethical  and  heavy-handed." 

Responds  Crooke:  "We  believe  w< 
have  acted  fairly  and  ethically  in  ou 
dealings  with  Peter  Davies  and  that  Mi 
Davies  benefited  substantially  from  hi 
association  with  Reuters." 

Milan  Sulc,  ceo  of  Tyi^lan,  a  Swis 
softwai'e  company  based  in  Bern,  is  als 
unhappy  with  Reuters:  "They  try  to  in 
timidate  you  until  you  give  up  you 
rights  on  the  contract,"  he  says.  Sul 
alleges  that  Reuters  illegally  installe 
$2  million  to  $6  million  worth  of  TVplai 
software  last  year  and  failed  to  pay  an( 


■ 


R  FIRE:  Job  and  Sanderson  head  a  corporate  culture  that  rivals  and  vendors  say  is  often  intimidating 


inform  Typlan.  Reuters  said  on 
I  that  it  was  conducting  an  inter- 
adit  into  possible  unlicensed  use 
)lan  software  in  its  Em-opean  news 
tions.  Says  Crooke:  "If  monies  are 
Reuters  will  fulfill  its  obligations 
its  agreements  with  Typlan." 
OWING?  Another  software  exec 
)f  being  invited  to  Reuters  head- 
ers a  few  years  ago  to  display 
ew  software.  After  the  demo, 
irs  execs  took  the  entrepreneur 
ich.  When  they  returned,  he  says, 
leuters  computer,  with  the  ven- 
software  inside,  was  gone.  "We 
told  it  was  taken  to  another  demo 
for  another  chent,"  says  the  exec, 
asked  not  to  be  named.  "They 
'Thanks  for  the  demo,  we'll  be 
in  touch  with  you.'  No  deal  was 
done  with  us.  And  we  never  got 
oftware  back."  He  says  he  later 
ilements  of  his  software  incorpo- 
in  Reuters  programs:  "There's 
lestion  that  they've  been  boiTow- 
ur  designs.  No  question  whatso- 
'  Reuters  officials  deny  any  such 
mt  took  place. 

uters  executives  insist  that  soft- 
companies  that  complain  about 
jrs  are  disgruntled  over  deals  that 
n't  as  lucrative  as  they  planned, 
srs  even  offered  BUSINESS  WEEK  a 
if  vendors  for  references.  Andy 
director  of  business  development 
arket  Arts  Software,  a  New  York 
are  and  consulting  company,  says: 
ters'  dealings  with  us  have  been 
mely  beneficial  for  both  parties." 
t  BUSINESS  WEEK  had  previously 


talked  to  one  company  on  the  Reuters' 
Ust  that  complained  of  'TDeing  a  victim  of 
Reuters'  policy  of  checking  out  every- 
body else's  ideas.  Whatever  is  good, 
they  absorb  for  their  own  use.  Then 
they  leave  you  with  a  much  weaker 
place  in  the  market.  They  absorbed  all 
our  featui'es  into  their  own  offering." 

Most  of  these  complaints  ai'e  support- 
ed by  Ger-ald  Sharrock,  a  former  Reutei-s 


ti  We  have  largely  good 
relations  with  [vendors] , 
barring  the  occasional 
squabble 

-ROBERT  CROOKE 

Vice-president  for 

media  relations,  Reuters  America 


in-house  lawyer.  "Reuters  has  ruthlessly 
exploited  its  dominant  position  in  finan- 
cial-information markets  to  maintain  its 
pricing  policies  and  to  limit  competition," 
says  ShaiTock,  who  left  Reuters  in  1993 
for  health  r-easons.  "Reuter-s  has  prac- 
ticed various  forms  of  abuses  global- 
ly.. .  [including]  misusing  vendors'  pro- 
prietary information  and  developing  it 
in-house."  Sharrock,  who  has  detailed 
knowledge  of  how  Reuters  operates, 
could  prove  to  be  a  major  headache.  He 
is  now  a  consultant  who  offers  legal  and 
technical  advice  to  software  houses  that 
work  with  financial-service  companies, 
including  Typlan. 


Sharrock  says  he  has  observed 
Reuters'  behavior  with  small,  innova- 
tive software  houses.  First,  he  says, 
Reuters  woos  the  vendor  with  offers  of 
global  deals,  such  as  joint  mar'keting 
agi'eements.  Typically,  Reuters  gives  the 
vendor  a  long  list  of  software  changes 
that  must  be  made  before  Reuters  will 
release  the  pr-oduct.  While  the  company 
is  making  the  changes,  which  can  take 
18  months  to  two  years,  "other  parts 
of  Reuters  are  negotiating  to  make  a 
similar'  pr-oduct  either  internally  or  with 
other  software  houses,"  says  Sharrock. 
Along  the  way,  he  adds,  Reuters  gets 
access  to  vendors'  confidential  designs 
and  uses  them  to  make  its  own  prod- 
ucts. Plus,  "Reuters  doesn't  hesitate  to 
make  fi-equent  use  of  their  powerful  le- 
gal department  to  ensure  that  software 
houses  cave  in  to  their-  demands,"  Shar- 
r-ock  says. 

Crooke  says  information  Sharrock 
may  have  received  dur-ing  his  Reuter-s 
employment  is  confidential:  "He  had  no 

right  to  disclose  this  information  In 

the  cu'cumstances,  therefore,  we  cannot 
comment  on  whether  his  claim  is  tr-ue  or 
false."  Says  Sharrock:  "There  was  no 
need  to  use  confidential  infor-mation  in 
the  conclusions  I  arrived  at." 

All  of  these  disputes  boil  down  to 
one  issue:  how  information  is  used. 
There  is  often  a  fine  line  between  legit- 
imately building  on  the  wor-k  of  others 
and  improperly  taking  it  without  com- 
pensation. The  question  is  whether  in 
dealing  with  software  vendors  Reuters 
crossed  that  line. 

By  Debra  Sparks  in  New  York 
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Forum  will  feature  key  CFOs,  including: 


With  special  addresses  from: 


Michael  Losh 
ecutive  vice- 
jsident  and  CFO, 
neral  Motors  Corporation 


Eugene  P.  Beard 
vice  chairman,  finance 
and  operations  and  CFO, 
The  Interpublic  Group  of 
Companies,  Inc. 


Dr.  William  J.  Bennett 
co-director.  Empower 
America;  "Drug  Czar" 
in  the  Bush  Administration; 
former  U.S.  Secretary  of 
Education  ^ 


The  Hon.  Bill  Bradley 
vice  chairman, 
international  council, 
J. P.  Morgan;  former 
United  States  Senator 


Today's  CFOs  must  be  more  than  leaders,  more  than  visionaries. 
They  must  be  the  engineers  of  exceptional  performance. 

Business  Week's  annual  gathering  of  CFOs,  senior  financial  executives  from 
erica's  corporate  elite  will  gather  privately  to  share  how  they  are  achieving 
extraordinary  results  in  today's  competitive  and  turbulent  environment. 

□r  three  days,  they'll  exchange  ideas,  challenge  conventional  wisdom,  and 
debate  the  crucial  issues  that  confront  them  daily. 

Join  us. 

Your  company's  performance  is  at  the  top  of  our  agenda. 


O  Leadership  Forum 


T  O 


R     I,     (.     I     S    T     E  R 


F     ()  R 


Business  Week's  7th  Annual  Forum  of  Chief  Financial  Officers 

or  for  more  information,  contact 
Julie  Terranova 
Registration  Manager 
Phone:  888-239-6878 
Fax:  212-.512-6281 
E-mail:  jterranova@businessweek.com 

rfsit  The  Forum  of  CFOs'  website  at  hltp://execprog.businessweek.com/cfo98 
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EXECUTIVE  PROGRAMS 


A  Division  of  The  McGraw  HUl  Companies 


Finance 


ANDREW  FARKAS:  "We  are  the  quintessential  public  real  estate  opportunity  fund' 


THE  DEALMAKER 

1982  Farkas  joins  a  startup 
real  estate  syndication  group. 
In  1983,  launches  his  own 
real  estate  investment  bank- 
ing group.  Syndicates  real 
estate  limited  partnerships. 

1986-88  Partnerships  unrav- 
el. Pursues  a  leveraged  buy- 
out and  other  deals. 

1989-91  Raises  $5.5  million 
to  acquire  control  of 
distressed  real  estate  limited 
partnerships.  Takes  company 
public  in  1993  and  starts  on 
acquisition  trail. 

1996  Acquires  commercial 
real  estate  brokerage  firm 
Edward  S.  Gordon  Co. 

1997  Purchases  lOth-largest 
single-family-home  brokerage 
business.  Plans  a  real  estate 
investment  trust  for 
apartment  holdings. 

1998  Acquires  Richard  Ellis 
Group,  a  leading  property 
manager  in  Britain. 
Pursues  further  U.S.  and 
European  transactions. 

DATA-  BUSINESS  WEEK 


REAL  ESTATE 


THE  MAKING  OF 
A  SUPERLANDLORD 

Insignia  aims  to  be  a  one-stop  shop  for  real  estate  services 


In  198S.  27-yeai--old  Andi-ew  L.  Fai'kas 
saw  his  budding  business — s\Tidica- 
tion  of  real  estate  limited  paitner- 
ships — crash  and  biuTi.  His  investoi-s, 
including  fi-iends  and  family,  took  big  fi- 
nancial hits,  and  Fai'kas  came  close  to 
personal  bankiiiptcy.  Fast-fonvard  10 
yeai-s.  Fai'kas  now  heads  up  Insignia  Fi- 
nancial Group  Inc.,  a  rapidly  gi'owing, 
liighly  acquisitive  real  estate  services 
firm  with  a  mai'ket  capitalization  of  S700 
million.  After  just  eight  yeai-s  in  busi- 
ness, Insignia  is  the  lai'gest  manager  of 
apanment  housing  in  the  U.  S.,  has  real 
estate  holdings  of  S2.50  miUion,  is  a  lead- 
ing firm  in  commercial  brokerage,  and  is  i 


among  the  top  10  residential  brokers. 
Now,  it  is  expanding  ovei-seas. 

Fai'kas"  success  is,  to  some  degi'ee,  an 
outgi'owth  of  his  earlier  failm-e.  By 
laimching — and  then  tning  to  salvage — 
real  estate  limited  paitnei-ships.  Fai-kas 
hit  upon  a  novel  way  to  capitalize  on  ail- 
ing paitnei-ships.  By  bu\ing  a  control- 
ling interest  in  a  limited  partnei-ship  (LP). 
Fai'kas,  as  general  paitner,  could  assign 
the  management  contract  to  his  property- 
management  company. 

This  laid  the  foundation  for  his  cuiTent 
strategy'.  Fai'kas  is  now  set  on  becoming 
the  leader  in  a  fast-consolidating  real  es- 
tate senices  industiy.  "Insignia  is  very, 


veiy  aggi'essive,"  says  Michael  L.  Evans, 
national  dii-ector  of  e&y  Kenneth  Lev- 
enthal  Real  Estate  Group.  "Fai'kas  only 
started  liis  business  in  the  late  1980s, 
and  he  has  now  become  the  800-pound 
goiilla." 

Farkas  faces  formidable  challenges. 
He  is  competing  with  well-established 
players,  including  Los  Angeles'  CB  Com- 
mercial and  Cliicago's  LaSalle  Paitnei-s 
Inc.  WTiile  competing  for  clients  and 
choice  acquisitions,  Fai'kas  must  manage 
the  staggeiing  gi'owth  of  Ms  company'. 
He  must  also  contend  with  some  unlia{> 
py  limited  pailnei*s  wiio  allege  that,  in 
connection  with  a  series  of  tender  offen 
that  Insignia  began  making  to  LPs  in  late 
1994,  the  furn.  as  the  LP's  genei-al  paitner 
is  shirking  its  fiduciaiy  duty — a  claim  In- 
signia \igorously  denies. 
WHO'S  WHO.  Farkas'  teniu-e  in  the  in- 
dustiy can't  compai'e  with  -James  -J.  Did- 
ion's  36  yeai^s  at  CB  Commercial,  where 
Didion  is  now  chau-man.  CB  Commercia 
is  also  piu-suing  a  goal  to  become  a  one- 
stop  shop  for  real  estate  senices.  Bu 
Fai'kas  biings  a  wealth  of  connection; 
to  the  table.  His  gi'andfather  founde( 
the  now  defunct  Alexander's  depaitmen 
store  chain,  and  he  gi*ew  up  in  the  sam( 
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It  gives  you  power,  it  tal<es  it  away.  It  makes  your  life  easier,  it  makes  your  life 
miserable.  Of  course  you  have  mixed  feelings  about  technology.  You're  only  human. 

But  that's  okay,  we  can  help.  Because  as  an  integrated  technology  services 
provider  we  can  help  you  take  care  of  the  design,  acquisition,  management 
and  protection  of  your  corporation's  technology  infrastructure.  Centralized  or 
decentralized.  Enterprise  Server  or  PC.  Ail  manufacturers. 

We'll  make  sure  the  systems  and  networks  working  for  you  today  don't  work 
against  you  tomorrow. 

No  inflexible  commitments.  No  power  struggles.  No  dysfunction.  No  angst. 
Just  the  ongoing  feeling  that  technology  is  your  friend,  not  your  foe. 


To  /earn  more,  visii  www. comd/sco  com  or  call  1-800-272-9792. 

NAGING         TECHNOLOGY         IN         THE         FACE         OF  CHANG 

ET     MANAGEMENT     •      BUSINESS     CONTINUITY     •      NETWORK     SERVICES     •  LEASIN 


C#MDISCO 


A  TECHNOLOGY   SERVICES  COMPANY 


Finance 


New  York  apartment  build- 
ing as  vulture  investor  Leon 
Black.  Now,  Black's  company, 
Apollo  Real  Estate,  owns  a 
large  slice  of  Insignia  and  in- 
vests in  many  of  the  firm's 
deals.  Farkas  and  William 
Lauder,  of  the  cosmetics  em- 
pire, are  part  of  a  group  of 
friends  that  are  a  Who's  Who 
of  moguls-in-the-making.  The 
circle  includes  Strauss  Zel- 
nick, president  of  media  gi- 
ant Bertelsmann's  U.  S.  oper- 
ations; Michael  Lynton, 
Penguin  Group  chief  execu- 
tive officer;  and  Seagi-am  heir 
Matthew  Bronfman. 

Far-kas  describes  liis  firm 
as  "the  quintessential  public 
real  estate  opportunity  fund." 
Part  of  its  strategy  is  to  in- 
vest alongside  the  institu- 
tional owners  it  provides 
management  services  for. 
Once  it  finds  properties  it 
thinks  its  clients  would  like. 
Insignia  goes  to  clients  with 
the  deal,  asking  to  co-invest 
by  injecting  10%  to  35%  of 
the  equity  and  to  manage 
and  lease  the  entire  property.  _  „  _, 

Insignia  gets  a  brokerage  fee.  If  FaFKas  caii  integrate  it  all,  he  11  have 

too.  Farkas  says  the  fii-m  has 

"tens  of  millions'  co  invested  a  formidable  ODeratioii 

in  assets  with  gi-oss  valua- 
tions of  about  $1  billion. 
Fai'kas'  vision  is  of  a  real 


"We  see  Insignia  as  a  rising  entity. 


CEO  JAMES  DIDION  OF  CB  COMMERCIAL 


estate  supermarket  ser-ving  residential 
and  corporate  castomei's  ai'ound  the  U.  S. 
He  sees  synergies  between,  say,  his  mort- 
gage banking  business  and  his  single- 
family-home  brokerage  arm,  which  could 
work  when  tenants  depart  to  buy  theii- 
own  houses.  His  desire  to  buy  strong 
firms  in  consolidating  industries  led  to 
piu'chasing  single-family  residential  bro- 
kerage fiiTn  Realty  One  in  Cleveland  last 
year.  It  is  the  first  step  in  Fai'kas'  plans 
to  create  a  national  independent  network 
of  residential  brokers. 
POWERHOUSE.  The  deal  that  put  Insignia 
on  the  map  in  the  commercial  real  estate 
brokerage  industry  came  in  mid-1996, 
when  it  bought  Edward  S.  Gordon  Co. 
(esg),  a  New  York  powerhouse.  "Insignia 
hadn't  really  been  a  competitor  until  it 
acquired  ES(;,"  says  Didion.  "We  see  In- 
signia as  a  rising  entity.  If  Fai'kiis  can  in- 
tegi'ate  it  all,  he'll  have  a  formidable  op- 
eration." Insignia  has  also  bought 
brokei'age  firms  in  Chicago,  Washington, 
and  other  big  cities.  He  is  taking  the  In- 
signiayESG  name  nationwide,  which  could 
diminish  the  value  of  regional  brands  he 
has  acquii'ed.  (Insignia/Esc  is  a  real  estate 


consultant  for  The  McGraw-Hill  Compa- 
nies, BUSINESS  week's  pai'ent.) 

Insignia  is  also  advancing  in  its  inter- 
national push,  although  CB  Commercial 
beat  it  out  for  London's  rei  Ltd.,  which 
operates  in  28  countries.  Insignia,  how- 
ever, beat  out  its  rival  for  Richard  Ellis 
Group,  a  leading  real  estate  services  and 
investment  firm  in  Britain. 

Farkas  plans  to  merge  the  fir-m's  part- 
nership interests  into  a  publicly  treaded 
real  estate  investment  trust.  Insignia 
Pr-operties  Trust  (IFT),  now  a  private 
REIT,  is  awaiting  regulatory  approval  to 
go  public.  It  will  be  a  "paper-clipped" 
REIT,  which  tr-ades  separ-ately  but  has 
the  same  management  and  boarxl  of  di- 
rectors as  Insignia,  which  will  initially 
own  about  66%  of  IPT. 

Irrsigrria  says  that  the  main  purpose  of 
the  REIT  is  to  separ-ate  its  r-eal  estate 
services  and  ownership  businesses.  Also, 
IPT  will  be  able  to  access  public  mar-kets 
to  help  fund  growth.  The  move  may 
bring  shareholders  added  value.  In  199^, 
Insigrria's  stock  rose  only  2.2%.  But  so  far 
this  year,  the  stock,  at  2A'A,.,  is  up  6%. 

iiT  will  be  an  unusual  REIT.  "It  has  a 


built-in  growth  vehicle — the  consumptioi 
of  all  those  lps,"  says  Ron  Sachs,  a  re 
search  analyst  at  Janus,  a  major  holder  c 
Insignia  stock.  "Insignia  has  been  abl 
to  make  incredibly  attractive  acquisition 
because  they  know  what  the  propertie 
ar'e  worth." 

CONFLICTS.  Such  statements  make  som 
limited  partner-s  boil.  Insignia  has  beei 
hit  with  a  string  of  lawsuits  since  it  be 
gan  making  discounted  tender  offers  i 
late  1994.  Some  lawsuits  alleged  that  In 
signia's  offers  were  inadequate  and  cor 
stituted  unjust  enrichment.  Unhappy  lin 
ited  partners  say  that  Insignia,  since  i 
gets  fees  from  pr'operties,  has  a  disii 
centive  to  liquidate  partnerships.  Insigni 
gets  $30  million  to  $40  million  in  re\ 
enue  a  year  from  5%  of  gross  rents  : 
earns  as  manager  of  its  250,000  units 
about  half  of  which  are  owned  in  LPs. 

Insignia  lays  out  the  corrflict  for  limil 
ed  partners.  A  recent  offer  states:  "Th 
General  Partner  has  conflicts  of  intei 
est . . .  including  the  fact  that  a  sale  o 
liquidation  of  the . . .  Partnership's  asset 
would  result  in  a  decrease  or  eliminj 
tion  of  fees  paid  to  the  General  Pari 
ner,"  and  that  increased  ovimership  b 
the  Purchaser  ". . .  ma 
result  in  a  conflict  for  th 
GP  in  attempting  to  rec 
oncUe  the  interests  of  th 
Purchaser. . .  with  the  ii 
terests  of  the  other  Lin 
ited  Partners." 

InsigTiia  makes  offer 
below  what  it  believes  i 
liquidation  value.  Says  Farkas:  "If  w 
think  hquidation  value  is  $1,  we  offe 
65(2,  and  we  tell  the  limited  partner 
that."  It's  a  great  arbitrage  for  Insigni; 
because  "that  650  is  actually  worth  $L3 
because  of  the  way  reits  are  valued  i 
the  market  today — at  a  premium." 

Far-kas,  usually  animated,  grows  eve 
more  so  when  questioned  about  the  lav 
suits  from  limited  partners.  "If  we  hadn 
come  along  to  save  these  partnership! 
the  vast  majority  of  them  would  be  i 
bankrnaptcy  or  gone,"  he  says,  addin 
that  lawsuits  ar-e  inevitable  with  tende 
offers.  "We've  filed  50  tender  offer: 
Every  single  case  has  been  dismissed  c 
settled  for  a  nominal  sum."  That's  nc 
accurate.  In  one  suit,  settled  in  1995,  b 
signia  paid  tendering  limited  part.ners  a 
additional  $6  million. 

Far'kas  is  well  on  the  way  to  buHdin 
his  empire.  But  as  competition  for  ai 
quisitions  heats  up — and  r-eal  estate  va 
ues  rise — ^gr-owth  will  come  at  a  hight 
price.  Farkas  has  proved  that  he  can  d 
deals  in  a  bull  market.  The  real  test  wi 
come  when  the  bull  slows  down. 

By  Suzatiw.  Woolley  in  New  Yo7 
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UNDERSTANDING      THE      NEW      TAX  LAWS 


Congress  has  made  it  more 


attractive  than  ever 


TO  invest  in  an  IRA.  Schwab  has 


MADE  IT  less  confusing 


"The  first  investnifnl  1  make  every  year  is  the  $2,000  I  piil  in  in\  lRj\.' 


Charles  Schwab 


New  tax  legislation  offers  investors  some  of  the  greatest  retirement  benefits  since  Social  Security  was  introduced 
Dver  60  years  ago.  Traditional  IRAs  have  become  more  flexible,  and  the  new  Roth  IRA,  available  now  for  tax  year 
1998,  makes  it  possible  to  invest  on  a  tax-free  basis.  Confused?  You  needn't  worry:  Charles  Schwab  is  here  to  help 
3rovide  the  answers  you  need  to  move  confidently  ahead. 


ROTH  IRA 


TRADITIONAL  IRA 

Here  are  a  few  simple  questions  to 
determine  which  ira  is  better  for  you. 

Do  I  earn  less  than  S I  1 0,000  (sin,t;le) 

or  $160,000  (.mamedi  a  year- ' 

If  you  answered  "Yes,"  you  qualify  for 
A  Roth  and  probably  should  consider 

taking  advantage  of  IT.  If  you  EARN  MORE, 
A  TRADITIONAL  IRA  CAN  HELP  YOU  AUGMENT 
YOUR  RETIREMENT  SAVINGS  OVER  TIME. 

Do  I  want  my  earnings  to  be 
available  to  me  on  a  tax-free 
basis  when  1  wnthdraw  them? 
The  Roth  IRA  lets  yol!  do  telat  when 

YOU  REACH  retirement  IN  FACT,  UNDER 
CERTAIN  CIRCUMSTANCES  FT  LETS  YOU  WITHDRAW 
TAX-  AND  PENALTY-FREE  BEFORE  YOU  RETIRE. 

What  about  tax  year  1997? 
Only  the  traditional  IRA  gives  you 

TAX  BENEFITS  THIS  YEAR.  BUT  YOUR  ROTH 
CONTRIBUTIONS  CAN  BEGIN  NOW  FOR  1998. 


THE  BENEFITS  OF  HAVING 
A  SCHWAB  IRA 

♦  The  Guidance  of  Trained  Professionals 

Registered  rcpre.sentatu'cs  m  our  offices 
nationwide  are  a\'ailable  to  help  you  make 
asset  allocation  decisions. 

♦  A  Wealth  of  hivestment  Research 

Schwab  oilers  a  rich  array  ol  research  and 
data  including  one  of  the  indusli7S  best 
Web  sites,  www.schwab.com 

♦  Pricing  You  Can  Live  With' 

When  you  open  a  Schwab  IRA,  there  are  no 
account  set-up  fees.  When  the  value  of 
your  IRA  accounts  reaches  $10,000 
or  more,  annual  Ices  are  eliminated,  too. 


SCHWAB!    ♦  Answers  to  Your  Questions 

.Schwab  can  simpiily  the  process  ol  seleciing 


NO 
ANNUAL 
FEE 


A 


ANSWERS 


the  right  IRA.  Visil  one  ol  our  270  branches 
or  call  our  toll-lree  number. 


CALL  TODAY  FOR  YOUR  FREE 
IRA  ANSWERS  KIT  FROM  SCHWAB 

Your  ku  coiiicb  with  virtually  es'crv'ihmg  you  need  lo  make 
iiUcllii^cnl  dt.\  l^lot1S,  includinii  a  SLhwab  IRA  appliailion  lonii 

1-800-790-3804 


*Eligibiluy  phases  out  between  $95,000  and  $1 10,000  (single)  and  S150,000  and  $160,000  (married).  Your  eombined  IRA  balances  must  be 
SIO.OOO  by  September  15,  1998,  to  qualify.  Set-up  and  maintenance  fees  for  certain  IRA  assets  such  as  limned  partnerships  and  promissory  notes 
Hill  apply  ©1998  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0398-1390) 


'or  immediate  help,  visit  the  IRA  ANALYZER  at  www.schwab.com 


CharlesSchwab 


Finance 


STOCKS 


BEWARE  THE 
TRADES  OF  MARCH 

Signs  point  to  a  'short  and  nasty  puUback'  for  the  stock  market 


Investors  can  rest  easy  on  the  Ides 
of  March  this  year.  It  falls  on  a  Sun- 
day. But  they  need  to  be  wary  of 
days  when  the  stock  market  is  open. 
Wall  Street  soothsayers  warn  that 
there's  trouble  in  the  alignment  of 
record-high  stock  prices,  a  backup  in 
interest  rates,  and  a  slowdown  in  cor- 
porate profits  gTowth  (chart).  All  told, 
the  March  market  could  take  back  a 
chunk  of  Febinary's  gains. 

That  wouldn't  be  a  disaster.  Aftei'  all, 
the  Dow  Jones  industrial  average 
jumped  639  points,  or  8.3%,  last  month, 
the  best  Febioiary  since  1986.  By  itself, 
the  stock  market's  monster  momen- 
tum— the  Dow  is  up  neai'ly  1,000  points 
since  its  Jan.  9  low — should  keep  piices 
climbing  in  March. 

But  markets  that  get  airborne  early 
in  the  year  often  fall  back  in  March. 
Last  March,  the  Dow  dropped  4.3%;  in 
1994,  the  loss  was  5.1%-.  "We  could  get  a 
short,  nasty  pullback  of  5%  to  10%," 
warns  John  L.  Manley  Jr.,  equity  strate- 
gist for  Salomon  Smith  Bamey. 

The  mai'ket's  big  gains  tliis  yeai'  come 
fi-om  three  factors:  the  strength  of  the 
U.  S.  economy,  continued  low  inflation, 
and  a  belief  that  the  Asian  crisis  has 
been  contained.  "The  imf,  [Treasuiy  Sec- 
retary] Bob  Rubin,  and  the  bankers 
handled  the  liciuidity  crisis  aggressively 


and  competently,"  says  Charles  Pradilla, 
investment  strategist  at  Cowen  &  Co. 

But  that  may  not  be  the  end  of  the 
story.  "Now,  we  have  to  deal  with  the 
economic  impact  of  decelerating  growth 
in  Asia,"  says  Pi-adilla.  The  Street  may 
get  a  hint  of  that  soon,  when  companies 
that  expect  bad  first-quarter  profits 
start  announcing  the  disappointments 
ahead  of  the  actual  eamings  reports. 
NOTORIOUS.  Indeed,  analysts  have  been 
slashing  their  profits  forecasts  for 
months.  In  eai'ly  Januaiy,  they  predicted 
that  profits  for  the  companies  in  the 
Standaixl  &  Poor's  500-stock  index  would 
show  a  10.4%  gain  over  the  fii'st  quaiter 
of  1997,  according  to  data  compiled  by 
Fii-st  Call  Corp.  Now,  the  estimates  have 
been  more  than  halved,  to  4% — and  the 
cutting  isn't  over.  "Mai'ch  is  notoriously 
bad  for  earnings  revisions,"  says  Sa- 
lomon's Manley.  "Even  if  the  quarter 
tmTis  out  all  right,  we're  going  to  get  a 
lot  of  bad  news  before  we  get  the  good." 

The  soft  earnings  might  not  hurt 
much  if  interest  rates  were  still  coming 
down.  But  they're  not.  In  fact,  the  veiy 
resiliency  of  the  U.  S.  economy  that 
brought  the  market  to  record  levels  is 
also  pushing  interest  rates  higher.  The 
yield  on  30-year  U.  S.  Ti'easury  bonds 
bottomed  out  at  5.72%  in  early  Janu- 
ary and  is  now  back  over  6%. 

Some  pros  wony  that  the  winter  rally 
made  investors  fai'  too  complacent  about 
the  Asian  mess.  Beth  Cotner,  who  i-uns 
the  Putnam  Investors  Fund,  believes 
shai-eholdei-s  in  Citicoip  might  be  in  for  a 
rough  time.  The  bank,  which  gets  about 
half  its  revenue  from  developing  mar- 
kets, saw  its  stock  fall  from  $144  a  shai-e 
before  the  October  crash,  to  $112  in  ear- 
ly January.  But  it's  now  just  $12  below 
its  old  liigh.  "Tlie  peak  price  was  set  at  a 
time  when  the  mai'ket  seemed  to  have  no 
doubt  about  Asia,"  says  Cotner  "Now 
there  is  plenty  of  doubt  and  many  de- 
faults to  come,  and  the  current  price 
doesn't  reflect  that." 

Nor  have  U.  S.  manufactui'ers  felt  the 
full  effects  of  Asia's  woes.  The  sui'ge  in 
exports  has  yet  to  materialize  because 
of  delays  in  obtaining  export  financing 
and  lining  up  distribution.  "Time  will 


solve  those  issues,  and  then  vv^e'll  s( 
the  pickup  in  imports  and  erosion  i 
profit  margins  fi'om  import  competition 
says  Greg  A.  Smith,  investment  strau 
gist  for  Pnidential  Securities  Inc.  Tli; 
impact  may  not  hit  until  April  or  Ma 
says  Smith,  and  it  could  put  secoiK, 
quarter  profits  under  pressure  as  wel 

So  far,  none  of  these  problems  ser 
ously  thi'eatens  the  long-term  bull  ma 
ket.  But  with  stock  prices  and  pric( 
earnings  ratios  at  all-time  highs,  th 
mix  of  higher  interest  rates  and  low( 
eaiTiings  does  not  bode  well  for  the  ma 
ket's  short-term  health. 

By  Jeffrey  M.  Ladermmi  in  New  Yen 

TROUBLE  AHEAD? 

STOCKS  ARE  SOARING... 
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...BUT  RATES  ARE  UP... 
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DEC,  31, '97 
▲  PERCENT 


MAR,  3,  '98 


.AND  PROFITS  FORECASTS  SAG 


FORECASTED  FIRST-QUARTER 
1998  EARNINGS  GROWTH 

-   FOR  THE  S&P  500   


JAN  2,  '98  FEB,  27, '98 

▲  PERCENT 

DATA  BLOOMBERG  FINANCIAL  MARKETS,  FIRST  CALL  CORP, 


92  BUSINESS  WEEK  /  MARCH  16,  1998 


Lots  of  events  in  life  are  learning  experiences.  But  they  don't  supply  what  it  takes  to  get  into  college. 
Meeting  with  one  of  our  agents,  however,  can  help  you  provide  for  your  child's  higher  education- 
no  matter  what  happens  to  you.  Northwestern  Mutual  Life  has  always  received  the  highest  ratings  for 
financial  strength  and  security  from  Standard  &  Poor's,  Moody's,  A.M.  Best,  and  Duff  &  Phelps.  It  coul* 
be  the  smartest  move  you  ever  make  in  looking  after  your  child's  future. 


Have  you  heard  from  The  (^LllCt Company? 


Northwestern  Mutual  Life  Insurance  Co,  Milwaukee,  Wl  www.NorthwesternMulual.com/business 
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COIVIIVIENTARY 

By  Kathleen  Morris 


NOT  ALL  REAL  ESTATE  TRUSTS  ME  TO  RE  TRUSTED 


Mi 


IcDonald's  Corp.'s  latest  concept 
for  fixing  its  lagging  stock  has 
no  ketchup,  no  special  sauce, 
and  no  sesame  seed  bun.  Instead,  it's 
sort  of  a  McREiT.  The  fast-food  com- 
pany is  said  to  be  considering  selling 
off  its  huge  i-eal  estate  holdings — 
playgi'ounds,  parking  lots,  even  the 
restaurants — to  a  new  real  estate  in- 
vestment trust. 

Most  REITS  focus  on  the  busi- 
ness of  acquiring,  developing, 
and  managing  properties.  But 
a  new  breed  of  so-called  cap 
tive  REITs  is  pi'oliferating 
rapidly  and  raising  potential 
problems  for  investors.  Typ- 
ically, the  new  reits,  in 
which  the  parent  retains 
partial  ownership,  are  tak- 
en public  to  buy  the  real 
estate  holdings.  "It's  phase 
two  of  the  REIT  boom," 
says  Lehman  Brothers  Inc. 
analyst  Steven  R.  Hash. 
"Now  you  have  nonreal  es- 
tate companies  trying  to  get 
real  estate  off  the  books."  In 
the  last  year,  companies  have 
created  reits  to  hold  such 
hard  assets  as  prisons,  car  deal- 
erships, cinema  multiplexes,  and 
golf  coui-ses.  Even  Walt  Disney  Co. 
has  raised  money  by  packaging  some 
of  its  properties. 

Foi'  McDonald's,  as  well  as  the 
other  captive  REIT  sponsors,  the 
move  may  make  sense.  The  fast  food 
chain  hasn't  announced  its  plans.  But 
by  keeping  its  burgers  and  fi-ies 
businesses  but  selling  off  its  more 
than  12,000  restaurants,  analysts 
estimate  it  could  raise  more  than  $5 
billion  by  selling  shares  to  the  public. 
That  could  free  up  capital  for  Mc- 
Donald's to  buy  back  shares  or  lower 
its  debt. 

CHEAP  FINANCING.  But  for  investors 
in  these  captive  reits,  the  returns 
may  be  much  less  palatable  than  ex- 
pected. The  cyclical  recovery  in  the 
property  market  that  has  driven  the 
boom  in  REIT  stocks  seems  over.  The 
new  REITS  face  more  limited  gi-owth 
due  to  their  naiTOW  niches.  They 
won't  necessarily  benefit  if  their  par- 
ents do  well  since  their  only  source 
of  revenue  is  from  the  leases  they 


hold.  If  McDonald's  does  strike  gold 
with  a  new  blockbuster  McSandwich, 
the  REIT  won't  get  much  of  the  up- 
side. Says  Fredrick  Can-  of  Penob- 
scot Inc.,  a  real  estate  research  firm 
that  is  based  in  Boston:  "McDonald's 
would  do  a  reit  because  it  decided  it 


Investors  in  captive 
REITs  like  the  one 
McDonald's  may  spin 
off  face  limited  growth 


is  cheaper  financing  than  it  can  get 
elsewhere,  not  because  it  wants  the 
REIT  to  gl'OW." 

It  might  be  different  if  McDonald's 
were  in  a  gi-owth  industry,  like 
prison  consti-uction.  The  stock  price 
for  CCA  Prison  Realty  Tinst  has  dou- 
bled since  its  IPO  last  spring.  But  the 
REIT  is  still  merely  a  financing  vehi- 
cle for  its  parent,  the  Corrections 
Corp.  of  America.  Others,  such  as 
REITs  created  from  new  car  dealer- 
ships, face  less  certain  futures.  Take 
the  AMC  Entertainment  Inc.  theater 
chain  that  spun  off  $270  million 


worth  of  multiplexes  in  Nov.  18  into 
a  new  reit,  Entertainment  Proper- 
ties Ti-ust.  Facing  a  potential  glut  of 
screens,  the  REIT's  shares  are  selling 
just  below  their  offering  price. 
"You're  not  getting  the  most  inter- 
esting part  of  the  action"  with  cap- 
tive REITs,  says  Michael  Kirby  of 
Green  Street  Advisers,  a  reit  re- 
search fii-m  based  in  Newport 
Beach,  Calif. 

So,  why  would  someone  buy 
shares  in  these  captive  REITs? 
There  are  pluses.  With  its  stel- 
lar investment-grade  credit, 
McDonald's  isn't  likely  to  de- 
fault on  any  of  its  debt  or 
leases.  That  means  that  it  can, 
and  likely  will,  offer  share- 
holders a  stable,  high  dividend 
of  8%  or  so.  Against  a  5.7% 
Tj'easuiy  yield,  that's  attractive 
to  some  investors.  But  there 
will  be  little  or  no  additional 
capital  appreciation  because 
gi'owth  will  most  Hkely  be  lim- 
ited to  the  2%  annual  increases 
McDonald's  would  likely  write 
into  them.  What  investors  vrill 
likely  get  will  look  a  lot  more 
like  a  bond  than  the  kind  of  reit 
equities  that  have  climbed  by  20%  a 
year  or  more  for  much  of  the  last 
few  years. 

Conflicts  of  interest  could  also 
work  against  the  gi'owth  of  those 
dividend  yields.  Although  the  REIT 
and  its  parent  are  sepai'ate  entities, 
often  the  same  management  controls 
both,  as  with  Prison  Realty  Trust 
and  Entertainment  Properties.  If 
management  has  a  much  larger  stake 
in  the  parent  than  in  the  reit,  which 
is  ty|)ical,  it  would  have  an  incentive 
to  favor  the  parent  over  the  real  es- 
tate entity.  It  could,  for  example, 
prevent  the  reit  fi-om  getting  rent 
increases  at  the  market  rate. 

All  in  all,  for  investors,  many  of 
the  captive  reits  are  about  as 
scinimptious  as  an  Ai'ch  Deluxe. 
You're  betting  the  management  of  a 
company  you  don't  really  own  will  be 
looking  out  for  your  interests  as 
well. 


Kathleen  Morris  covers  real  estate 
from.  Los  Angeles. 
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KEEP 
TECH- 
NOLOGY 

FROM 
DtVIDINQ 

lis  ALL. 

eligions  split  us.  Politics  polarize  us.  But  incompatible  technologies  can  truly  come  between  us.  Wliich  is  why,  from 


le  beginning,  we've  spoken  out  for  a  more  universal  approach  to  computing:  Network  computing.  And  that's 
Dened  doors  to  new  ideas  like  our  Java'  technologies.  If  you  set  out  to  keep  computing  open,  not  closed,  filled  with 
lore  choices,  not  less,  the  world  pulls  closer  together,  not  further  apart.  Peace.  THE  NETWORK  IS  THE  COMPUTER.' 


997  Sun  Maosyslems,  Inc  All  nghls  reserved  3un,  Sun  Maosyslems,  ttie  Sun  Logo,  Java  arxJ  The  Nefwort^  Is  The  Computef  are  tracJemarl^  or  regisieied  tiaiJemarks  of  Sun  Microsysiems,  Inc  in  the  U  S  and  other  cojnines  www.sun.com 



Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

MICROBREWS- 
WITHOUT  THE  FROTH 

Once  the  toast  of  Wall  Street,  U. S. 
microbrewers — young  companies 
tliat  produce  specialty  beer  at  regional 
breweries — have  lost  more  than  two- 
thirds  of  their  market  value  since  a 
pack  of  them  went  public  in  late  1995, 
as  earnings  have  disappointed  in- 
vestors. Pyramid  Breweries,  which 
PaineWebber  took  public  at  19  on  Dec. 
12,  1995,  now  trades  at  3.  And  Pete's 
Brewing,  taken  public  at  18  by  Moi-gan 
Stanley  on  Nov.  11,  1995,  is  at  4.  For- 
ever lost  causes? 

Not  to  investment  manager  Vince 
Carino,  who  sees  microbreweries  as 
a  pi-ime  investment  opportunity.  The 
president  of  Brookhaven  Capital  has 
acquired  shares  in  several  of  these 
pariahs.  His  top  picks,  in  which  he 
has  taken  a  5%  stake:  Boston  Beer 
(SAM),  down  to  9  fi'om  its  initial  public 
offering  price  of  20  in  November,  1995, 
and  RedHook  Ale  Brewery  (hook), 
down  to  6  from  its  IFO  price  of  17  in 
August,  1995. 


Brookhaven's  Choices 


STOCK 

MAR.  3 

52-WEEK 

12-MONTH 

TARGET 

PRICE 

HIGH 

REDHOOK  ALE 

$6 

$11 

$12 

BOSTON  BEER 

9 

11 

18 

DATA:  BROOKHAVEN  CAPITAL,  BLOOMBERG  EINANCIAL  MARKETS 

"We  look  for  industries  or  gi'oups  in 
distress  that  we  think  are  near  a  re- 
coveiy  phase,"  says  Carino.  He  thinks 
both  Boston  Beer  and  RedHook,  trad- 
ing at  a  huge  discount  to  their  book 
values,  are  likely  to  double  in  price 
in  a  year. 

Carino  expects  Boston  Beer,  which 
makes  such  brands  as  Samuel  Adams, 
Oregon  Original,  and  Long  Shot  at  fa- 
cilities in  five  states,  "will  be  the  first 
to  rebound — in  an  industry  that's  now 
in  transition."  With  microbreweries  on 
the  verge  of  stabilizing,  and  with  ca- 
pacity and  demand  about  to  come  into 
balance,  "Boston  Beer — which  has  the 
best  brand  names — will  be  able  to 
turn  around  faster,"  argues  Carino. 
He  figures  that  the  company  will  earn 
$1  a  share  next  year,  vs.  an  estimated 
4H  in  1998.  It  earned  37(2  in  1997. 

Carino  is  betting  that  Anheuser- 
Busch,  which  owns  25%  of  RedHook, 
will  move  to  acquire  the  rest  of  this 


producer  of  nine  styles  of  beer.  Carino 
speculates  that  Anheuser  could  make  a 
bid  of  11  to  12  for  the  shares  it  doesn't 
already  own. 

RedHook,  which  posted  a  loss  of 
18^  a  share  for  1997  on  sales  of  $38 
million,  is  expected  to  be  in  the  red 
again  this  year.  But  Carino  thinks  it 
will  turn  a  profit  next  year.  RedHook 
CEO  Paul  Shipman  notes  a  standstill 
pact  limiting  Anheuser's  stake  at  25% 
will  ran  out  in  October  of  next  year. 
"But  if  Anheuser  comes  to  the  board 
to  suggest  a  change,  we  will  consider 
it,"  he  adds. 

THIS  RAILROAD  IS 
SET  TO  COUPLE  UP 

One  huge  winner  in  1997  was  Kansas 
City  Southem  Industries  (ksu),  a 
diversified  rail  holding  company  whose 
shares  more  than  doubled — from  16  to 
35.  This  year,  ksu  has  continued  its 
upward  drive,  paitly  as  a  result  of  its 
long-awaited  announcement  that  it  vrill 
separate  its  railroad  and  asset-man- 
agement businesses.  Many  stocldiolders 
have  taken  their  profits  and  bailed  out. 
But  not  Joe  Cornell,  president  of  High 
Yiekl  Analytics,  a  Chicago  investment 
firm,  who  argues  that  the  stock  re- 
mains way  undervalued  and  is  worth 
north  of  50. 

This  year,  the  company  plans  to  spin 
off  its  Janus  Capital  and  Berger  Asso- 
ciates unit,  which  manages  $75  billion 
in  mutual  ftmds.  The  unit  is  worth  36  a 
share  in  KSU  stock,  he  figiu'es.  DST  Sys- 
tems, a  publicly  traded  information 
processor  ser-ving  financial-service  com- 
panies, is  40.6%'  owned,  and  Cornell 
values  it  at  10  a  share.  That  leaves 
Ksu's  rail  operations,  which  he  esti- 
mates is  worth  at  least  15  a  share. 

Cornell  expects 


HEADING  NORTH 
AT  FULL  SPEED 
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that  after  getting 
rid  of  its  other  as- 
sets, KSU  as  a 
railroad  company 
will  find  it  easier 
to  merge  with  a 
transportation 
company.  In  a 
merger,  he  figiu'es 
KSU  vrill  be  worth 
more  than  15,  giv- 
en the  stake  it 
owns  in  a  Mexi- 
can joint  venture 
which  owns  an 
80%  stake  in 
Mexico's  largest 


rail  company,  FeiTocanil  del  Noreste. 

"Investors  are  currently  paying 
very  little  for  KSU's  rail  operations," 
says  Cornell,  "which  will  be  one  of 
the  very  few  remaining  railroads  that 
aren't  a  part  of  a  larger  company." 
He  notes  that  KSU's  capacity  to  move 
freight  from  Chicago  to  Mexico  City 
"could  pi-ove  veiy  attractive  to  a  larg- 
er railroad." 


PUniNG  RENTRAK 
ON  FAST-FORWARD 

What's  stining  up  Rentrak  (rent), 
whose  shai'es  rose  from  M  in  mid- 
December  to  6i^j  on  Mar.  3?  The  com- 
pany, which  leases  movie  videocassettes 
to  some  6,600  rental-retail  stores  in 
North  America,  is  expected  to  double 
that  number  soon.  How? 

Whispers  were  that  major  video  dis- 
tributor Blockbuster  Entertainment,  a 
Viacom  unit,  will  sign  a  pact  to  use 
Rentrak's  propri- 
etary    Pay    Per      MORE  OUTLETS 
Ti-ansaction    (ppt)  AHEAD 
system,  which  al- 
lows video  stores 
and  other  retailers 
to  lease  videos  in- 
stead   of  buying 
them.  At  press  time 
on  Mar.  4,  Block- 
bustei-  and  Rentrak 
announced  the  deal. 
TMs  agi'eement,  by 
almost  doubling  the 
number  of  outlets 
using  the  PPT  sys- 
tem, will  boost  Ren- 
trak's revenues  and 

earnings,  says  one  money  manager 
Blockbuster,  has  6,000  video  stores 
in  North  America.  Rentrak  isssuec 
wairants  for  Blockbuster  to  buy  up  tc 
1  million  Rentrak  shares  at  7  a  share 
Under  the  ppt  system,  Rentrak  leases 
videos  to  i-ental  stores  for  one  year  at 
about  $8  per  tape,  vs.  a  pui'chase  pricf 
of  at  least  $60.  The  ppt  system  en- 
ables the  stores  to  carry  a  higher  in- 
ventoiy  of  films  at  lower  cost.  The  pro- 
ceeds from  the  rentals  are  dividec 
among  the  store,  the  film  studios,  anc 
Rentrak.  Rentrak  has  distributior 
agi-eements  with  40%-  of  movie  studios 
including  Walt  Disney  and  Fox  Group 
Exclusive  of  the  Blockbuster  pact 
Tim  Stobaugh  of  Stonegate  Securities 
expects  Rentrak  to  eaiTi  59c  a  share  ii 
the  yeai'  ended  March,  1999,  up  fron 
an  estimated  36?  in  fiscal  1998. 
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SAVIN'S  GOING  TO  WIN  YOU  OVER  Wmi  COLOR  COPIERS 
W  MNSFORM  YOUR  DOCUMENTS  INTO  WORKS  OF  ART 


w 


The  beauty  of  color  is  its  power  to  communicate.  And  at  Sa\an  we  have  the  adv 
products,  superior  imaging  technology  and  dedicated  people  to  put  that  power  to 

With  digital  full  color  imaging  systems  that,  in  addition  to  functioning  as 
stand-alone,  high-producti\ity  copiers,  turn  computer  generated  text  and  images 
into  brilliant  hard  copy  On  a  variety  of  paper  weights  and  sizes. 

For  the  innovative  document  solutions  you're  looking  for  backed 
by  the  people  and  service  you  deser\'e,  contact  us  at  1-800-234-1900 
or  www.savin.com.  And  make  your  next  document  a  masteipiece  even 
Da  Vmci  would  approve  of. 
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SAVIN  CORPORATION.  333  LUDLOW  ST., STAMFORD,  CT  O6904 


lyiformation  Technology 


THE  INTERNET 


A  LiniE  PRIVACY, 
PLEASE 


11 


Netizens  want 
immediate 
action  from 
industry  and 
government  as 
consumer-data 
gathering 
exceeds  the 
comfort  zone 


This  month,  investigators  from  th 
Federal  Trade  Commission  will  b 
revving  up  theii-  Web  browsers  i 
a  random  check  of  1,200  sites 
Their  mission:  to  see  if  site  operator 
are  posting  privacy  notices  that  explai 
how  pei'sonal  information — such  as  E 
mail  addresses,  shopping  habits,  an 
consumer  financial  data — is  being  use( 
and  whether  it's  protected  from  pryin 
eyes.  If  the  ftc  doesn't  find  a  boatloa 
of  these  policies,  the  government  i 
threatening  to  step  in  and  take  action 
Normally,  such  threats  would  rais 
hackles  in  the  free-spirited  realm  of  th 
Net.  But  maybe  not  this  time.  In  a  ne^ 
BUSINESS  WEEK/Hanis  poU,  a  majority  ( 
the  999  respondents  fingered  privacy  i 
the  main  reason  they're  staying  off  th 
Net — above  cost,  ease  of  use,  and  th 
morass  of  unwanted  marketing  mei 
sages.  Hardcore  Netizens  are  just  i 
wary:  78%  say  they  would  use  the  We 
more  if  privacy  were  guarantee! 
Perhaps  even  more  striking,  50%  ( 
the  computer  users  polled  say  ths 
government  should  pass  laws  "novs 
on  whether  personal  data  can  be  co 
lected  and  used  on  the  Intemet. 

Such  jitters  coulcl  have  a  profour 
impact  on  the  hyper  gi*ovi1.h  of  tl 
Internet.  Feat's  that  snoops  can  pee 
into  yom-  private  life  and  track  yoi 
every  movement  on  the  Net  cou 
slow  the  number  of  people  flocking 
the  info  highway,  cur'bing  electron 
commerce  and  advertising  revenu 
Some  57%  of  poll  respondents  wl 
use  the  Net,  for  example,  say  We 
site  policies  that  guarantee  the  sec 
rity  of  theii-  personal  data  affect  the 
decision  to  make  online  purchase 
"It's  clearly  a  signal  to  business  th 
they  have  to  be  more  aggi'essive 
forming  privacy  controls,"  says  Als 
F.  Westin  of  Columbia  Universit 
who  helped  conduct  the  poll  and  wl 
publishes  the  Privacy  and  Americi 
Business  newsletter 

So  far,  the  industiy's  track  reco: 
has  been  found  lacking.  Many  of  t! 
most  popular  spots  on  the  Net  st 
don't  post  policies:  A  business  wei 
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of  the  top  100  Web  sites  found 
13%  displayed  privacy  policies.  Of 
otices  posted,  some  were  difficult 
d  and  inconsistent  in  explaining 
lata  are  tracked  and  used.  More- 
TRUSTe,  a  nonprofit  organization 
jrovides  a  "trustmark"  to  put  on 
sites  signifying  disclosure  of  pri- 
policies  and  outside  auditing  prac- 
has  only  75  sites  signed  up  since 
tiing  last  June — a  fraction  of  its 
1  goal  of  750.  And  an  ftc  sweep  in 
)er  of  126  children's  commercial 
found  that  86%  collected  data 
,  children,  including  E-mail  ad- 
5S  and  phone  numbers,  most  with- 
?eking  parental  consent. 
;h  a  lackadaisical  approach  has 
the  government.  The  ftc  made  it 
after  a  workshop  last  June  that  it 
ted  Web  sites  to  allay  consumer 


came  the  whopper  last  August.  Exper- 
ian,  a  credit  bureau  site,  pulled  the  plug 
on  a  service  that  let  consumers  check 
their  credit  history  after  a  nasty  chain- 
letter-like  experience  in  which  one  per- 
son after  another  was  mistakenly  given 
someone  else's  report. 

Patience  is  ranning  out  among  some 
privacy  advocates.  "For  self-regulation 
to  make  it,  it  has  to  exist — I  don't  think 
we're  seeing  it,"  says  former  ftc  mem- 
ber Chiistine  A.  Vamey,  an  early  backer 
of  self-regulation  who's  having  second 
thoughts.  But  the  Clinton  Administra- 
tion may  not  have  the  answer.  Admin- 
istration officials  fear  regulation  won't 
keep  pace  with  technology,  and  they 
say  the  Web  is  difficult  to  police  when 
tens  of  thousands  of  new  sites  pop  up 
every  week.  "When  you  have  legisla- 
tion or  regulations  you  can't  enforce,  it 


Pathfinder  or  Amazon.com.  The  same 
sort  of  data  can  also  be  culled  from  so- 
called  "swebstakes,"  promotional  give- 
away programs  i"un  by  companies  such 
as  Excite  Inc.'s  MatchLogic,  a  subsidiaiy 
that  posts  ads  and  mai'keting  campaigns 
for  65  clients  across  a  host  of  Web  sites. 

The  wave  of  the  future,  though,  may 
be  companies  such  as  imgis  Inc.  and  In- 
telligent Interactions  Corp.  These  ser- 
vices, which  help  advertisers  and  sites 
post  and  target  ads,  are  considering  or 
already  offer  services 
that  combine  a  smat- 
tering of  data.  That 
can  include  regis- 
tration info,  ad- 
vertiser and  In- 
ternet service  ! 
provider  data, 
traffic,  and  mate- 


WANTED  ON  THE  WEB:  REGULATION 

Here  are  three  ways*  that  the  government  could  approach  Internet  privacy  issues. 
Which  one  of  these  three  do  you  think  would  be  best  at  this  stage  of  Internet  development? 

Government  should  let  groups  Government  should  recommend  Government  should  pass  laws  now 

develop  voluntary  privacy  standards  privacy  standards  for  the  Internet  for  how  personal  information  can 

but  not  take  any  action  now  unless  but  not  pass  laws  at  this  time:  be  collected  and  used  on  the 

real  problems  arise:  Internet: 


*5%  CHOSE  NONE  OF  THE  ABOVE  OR  DON'T  KNOW 

or  the  government  might  take  on 
Db.  The  agency  plans  to  make  a 
tive  report  on  its  findings  in  June. 
:liere  also  are  32  bills  in  Congress 
!d  to  Web  privacy,  ranging  from 
to  regulate  spamming,  or  unso- 
1  E-mail,  to  legislation  restricting 
sure  of  subscriber  info  by  online 
3es.  "This  is  the  last  year  for  in- 
y  to  demonstrate  eft"ective  self-reg- 
n,"  says  David  Medine,  the  ftc's 
iate  dii'ector  for  credit  practices, 
at  may  seem  harsh  given  the 
;  infancy,  but  over  the  past  year 
have  been  a  number  of  hair-rais- 
icidents.  Just  a  yeai-  ago,  the  Social 
"ity  Administration  suspended  a 
;e  that  let  people  look  up  personal 
igs,  disability  infoirnation,  and  ben- 
Bstimates,  amid  public  concem  that 
nfo  could  be  wadely  accessed.  In 
America  Online  Inc.  provoked  an 
y  after  it  proposed  giving  mem- 
nformation  to  partners  that  could 
telemarket  to  aol's  11  million  sub- 
2rs.  AOL  backed  down.  And  then 


gives  false  assurances  to  people,"  says 
Ira  C.  Magaziner,  senior  policy  adviser 
to  the  President. 

How  do  Web  sites  collect  and  use  the 
data?  Sites  amass  info  with  and  without 
consumers'  knowledge.  The  most  com- 
mon way  is  through  "clickstream" 
data — information  about  where  people 
go  within  a  site  and  the  ads  and  content 
they  see.  Clickstream  data  are  most 
commonly  collected  by  so-called  cook- 
ies, or  small  data  files  placed  on  cyber- 
nauts'  hard  drives  when  they  fii'st  visit 
a  site.  Wlienever  a  Netizen  goes  back  to 
that  Web  site,  the  site's  computer  sei'v- 
er  can  read  the  usage  data  from  the 
cookies.  That  info  is  then  stored  in  a 
database  and  can  be  used  to  target  ads 
or  content,  based  on  the  preferences 
tracked.  No.  1  search  engine  Yahoo! 
Inc.,  for  example,  uses  cookies  to  track 
how  many  new  visitors  come  to  its  site. 

Personal  infbmiation — such  as  E-mail 
address,  name,  street  address,  age,  or 
sex — is  gathered  through  registration 
at  such  sites  as  Time  Warner  Inc.'s 
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rial  from  direct  marketing  companies. 
This  is  closely  watched  by  privacy  ad- 
vocates. "Is  it  a  big  hoirible  Oi^wellian 
plot?  No,  but  marketing  people  will  try 
to  figure  out  all  they  can,"  says  Dr. 
Gary  McGraw,  senior  research  scientist 
at  E-commerce  security  consultant  Re- 
hable  Software  Technologies  Corp. 
UNIQUE  TRAITS.  Just  SO,  say  Web  site 
operators.  Marketei's  say  the  ability  to 
gather  data  and  target  consumers  is 
what  makes  the  Net  unique  and  is  key 
to  attracting  advertisers  and  spurring 
E-commerce.  Many  say  they  are  taking 
steps  to  keep  out  peepers.  "We  defi- 
nitely believe  in  protecting  our  con- 
sumers," says  Chi-is  Neimeth,  vice-pres- 
ident of  sales  and  marketing  for  the 
online  version  of  The  New  York  Times. 
"At  the  same  time,  though,  you  can  use 
information  to  deliver  services  and  ads 
they  would  be  interested  in,  rather  than 
seeing  something  really  random."  The 
online  Times,  for  instance,  has  used 
clickstream  info  on  its  3.2  million  sub- 
scribers to  send  E-mail  alerting  those 
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who  often  read  the  Books  section  online 
about  impi'ovements  to  the  area. 

What  will  calm  the  privacy  willies? 
Some  say  the  Web  needs  clear,  consis- 
tent site  postings  about  data  collection 
as  well  as  technology  that  gives  users 
more  say-so.  Under  the  tlu'eat  of  regu- 
lation, interest  in  addressing  privacy 
concerns  is  picking  up.  Indeed,  iMcis 
and  another  company  that  creates  user 


profiles.  Engage  Technologies  Inc., 
joined  TRUSTe  this  month. 

Is  the  Internet  being  held  to  a  Wgher 
standai'd  than  dii'ect  mai'keting  and  tele- 
marketing on  teiTa  fii"ma?  In  a  word, 
yes.  After  all,  consumers  who  find  un- 
solicited junk  mail  in  their  mailboxes 
eveiy  day  have  let  loose  personal  data 
that's  now  being  used  to  sell  them 
everything  from  soap  to  sailboats.  The 


concern  is  that  the  Net  makes  it  easie 
to  combine,  slice,  and  dice  info  froi 
thousands  of  databases  connected  to  tl^ 
Web.  "People  are  expecting  more,"  say 
the  FTC's  Medine.  Now  we'll  have  t 
see  whether  they  get  it  from  Web  sit 
operators  or  government  regulators. 

By  Heather  Green  in  New  York,  ii'it 
Catherine  Yang  i7i  Washington  an 
Paul  C.  Judge  in  Boston 


HEADING  OFF  E-VOYEURS  AT  THE  PASS 


When  a  U.  S.  Navy  investigator 
concluded  that  Senior  Chief 
Petty  Officer  Timothy  R. 
McVeigh  was  gay  based  on  informa- 
tion obtained  from  America  Online 
Inc.,  the  incident  flared  into  a  con- 
troversy over  privacy  on  the 
Web.  But  it  wasn't  technology 
that  failed  to  protect  the 
sailor.  The  culprit,  according 
to  AOL,  was  "human  error."  An 
AOL  customer-service  repre- 
sentative confirmed  for  a 
Navy  investigator,  posing  as  a 
friend  of  McVeigh's,  that  the 
screen  name  "Boysrch"  was 
indeed  that  of  McVeigh.  The 
investigator  already  had 
obtained  a  member  profile, 
which  had  stated  marital  sta- 
tus as  gay. 

Protecting  privacy,  as 
McVeigh  and  aol  have 
learned,  is  not  simply  a  matter 
of  bits  and  bytes.  In  cyber- 
space, more  companies  are  dis- 
covering that  safegoiarding 
personal  data  requires  a  com- 
bination of  strict  corporate  pol- 
icy and  state-of-the-art  tech- 
nology. "The  two  are 
inextricably  linked,"  says  ana- 
lyst Kate  Delhagen,  of  For- 
rester Research  Inc. 
OPTING  OUT.  While  only  a 
sprinlding  of  the  hundreds  of 
thousands  of  Web  sites  have  privacy 
policies  today,  there's  movement 
afoot.  By  May,  the  World  Wide  Web 
Consortium,  a  Net  standards  body, 
vrill  come  up  wit'-'  a  technique  that 
allows  people  to  build  a  personal  pro 
file  inside  a  browser  and  share  it  se- 
lectively with  Web  site  operators 
they  deem  trustworthy.  And  the  Di- 
rect Marketing  Association  has 
helped  700  companies,  including  Om- 
aha Steaks,  Hairy  &  David,  and  the 
Florida  Department  of  Motor  Vehi- 


cles, draft  privacy  pohcies  through  a 
service  at  the  association's  Web  site. 

So  what  are  Web  operators  do- 
ing? After  the  McVeigh  incident, 
AOL  tightened  its  internal  policies 
and  training.  The  onhne  service 


FIREFLY'S  KLEIN:  He  saijs  technology  can  put 
the  "user  in  control"  of  their  personal  data 


makes  names  and  addresses  of 
members  available  to  direct  mar- 
keters after  screening  the  mail  that 
vrill  be  sent.  The  company's  policy, 
however,  bars  disclosure  of  any  oth- 
er personal  data — unless  required 
by  a  court  order.  And  members  can 
opt  out  of  having  their  name  and 
address  given  to  marketers.  Says 
AOL  CEO  Stephen  M.  Case:  "We  are 
extremely  sensitive  about  concerns 
of  privacy  and  don't  want  to  cross 
over  that  line." 


New  technology  is  helping  them 
toe  that  line.  At  BaraesandNoble. 
com,  for  example,  visitors  can  have 
the  onhne  bookstore  configured  to 
show  new  titles  in  their  favorite  gen- 
res. But  with  software  provided  by 
Firefly  Inc.  and  downloaded 
from  the  bookstore  site,  indi- 
viduals can  choose  to  turn  that 
featm-e  off.  Or,  they  can  set  it 
to  alert  them  when  an  online 
merchant  is  asking  for  profile 
infoi'mation.  That  way  the  indi- 
vidual can  decide  how  much 
data  to  share.  "We  won't  use 
personal  information  to  soUcit 
the  consumer  or  sell  it  as  lists," 
says  John  Kristie,  vice-presi- 
'  dent  of  infoi'mation  technology 
at  BarnesandNoble.com.  Adds 
Saul  Klein,  Firefly's  vice-presi- 
dent for  strategy:  "The  whole 
point  is  to  put  the  user  in  con- 
trol of  personal  information." 
COOKIE  DATA.  Some  Web  sites 
are  more  interested  in  where 
you've  been  rather  than  who 
you  are.  For  example,  some  ar- 
eas on  Time  Warner  Inc.'s 
Pathfinder  site  require  a  name 
and  E-mail  address  and  contact 
registered  users  vrith  promo- 
tional material — but  only  with 
theii'  consent.  Time  Warner 
also  uses  cookies,  a  technology 
that  allows  a  Web  site  to  track 
a  person's  Web  travels.  Data  from 
cookies  let  Time  Warner  deteiTnme 
what's  popular  so  it  can  change  the 
mix  of  programming.  "Fi'ankly,  we're 
much  more  intei'ested  in  cookie  data 
than  in  pei'sonal  infonnation,"  says 
Dan  Okrent,  editor-in-chief  of  Time 
Warner  Interactive. 

In  the  end,  though,  to  calm  the 
heebie-jeebies,  far  more  Web  opera- 
tors will  need  to  put  privacy  protec- 
tion on  a  par  with  data  collection. 

By  Paul  C.  Judge  in  Boston 
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YOU'VE  GOT  TO  SEE  IT  IN 


1 


THE  POWER  TO  ADD  IMPACT  TO  ANY  PRESENTATION. 

Coffee's  one  way  to  keep  your  audience  awake.  But  wouldn't  you  rather  deliver  a  presentation  where  caffeine 
isn't  required?  Well  now  you  can  with  EPSON  'S  family  of  PowerLite"  portable  projectors.  Using  state-of-the-art 
technology,  EPSON  gives  you  the  power  to  present  your  ideas  anywhere,  using  virtually  any  kind  of  computer 
-even  with  the  lights  on-for  images  that  are  as  strikingly  bright  on  the  screen  as  they  are  on  your  computer. 
Just  a  whole  lot  bigger!  All  this,  packed  into  a  unit  that's  as  easy  to  use  as  it  is  to  carry.  For  extra  confidence  on 
the  road,  we  offer  quick  technical  help  through  our  exclusive  Private  Line:  And  if  that  help  means  getting  you  a 
replacement  projector,  our  Road  Service  Program  can  usually  deliver  one  within  24  hours. 

For  a  free  video  or  more  information  on  where  to  buy  or  rent  from  the  world  leader  in  high-performance 
portable  projectors,  call  1-800-442-1977  (operator  3112)  or  visit  our  website  at  www,epson.com.  You'll  see  why 
presenting  with  any  other  projector  would  be  just  like  . . .  well,  serving  decaf. 


PowerLite™  5000XB 

800x600  resolution. 
750  lumens 


PowerLite™  7000XB 


PowerLite™  7300 


1024x768  resolution. 
650  lumens 


1024x768  resolution. 
1000  lumens 


Pn,H  '^r,n,,,»  P,,.o,-,m  valid  in  us  and  Canada  only  and  15  included  whilp  undor  EPSOM'-  w.air.inty  PiIOQR  Ep'.nn  Arr 
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ONLINE  INSECURITY 


Until  now,  it  seemed  nothing  could  slow 
the  Internet's  explosive  growth.  But  sneaky 
peepers  might  do  it.  Worries  about  pro- 
tecting personal  information  on  the  Net  ranked 
as  the  top  reason  people  are  staying  off  the 


PRIVACY  PROBLEMS 

Have  you  personally  ever  been  the  victim  of  what  you  felt  was 
an  improper  invasion  of  privacy,  online  or  elsewhere? 

Have  been  victim  25% 

Have  not  been  victim  75% 

MAKING  THE  INTERNET  MORE  APPEALING 

If  you  don't  go  online,  would  you  be  more  likely  to  start  using 
the  Internet,  or  not,  if... 

DON'T 

YES  NO  KNOW 

The  cost  was  reduced  51%  ... 44%  ....  5% 

The  use  became  less  complicated  53%  ...43%  ....4% 

You  had  more  control  over  businesses  sending  marketing 

messages  that  you  didn't  want  39%  . . .  56%  5% 

The  privacy  of  your  personal  information  and  communica- 
tions would  be  protected  61%  ...36%  ....2% 

WORRY  LINES 

When  you  communicate  or  send  a  message  via  the  media 
below,  how  concerned  are  you  that  the  content  of  what  you're 
communicating  will  be  read  or  overheard  by  some  other  person 
or  organization  without  your  knowledge  or  consent? 

NOT         NOT  DON'T 
VERY    SOMEWHAT    VERY        AT  ALL  KNOW 

By  telephone  19%  . .  30% . . .  25%. . .  26%  . . .  0% 

Using  U.S.  mail  15%  . .  15% . . .  28%. . .  43%  . . .  0% 

By  fax  19%  . .  29% . . .  26%. . .  23%  . . .  3% 

By  E-mail  through  the 

Internet  27%  . .  31% . . .  22%. . .  19%  . . .  1% 


TRANSACTIONS  AND  TRIBULATIONS 

For  each  of  the  following  transactions,  how  concerned  are  you 
about  the  security  of  your  personal  financial  information? 

NOT      NOT  DON'T 
VERY     SOMEWHAT  VERY     AT  ALL  KNOW 

Paying  a  restaurant  bill 

by  credit  card  28%  . . .  25%. .  .21%.  .21%  .  3% 

Giving  your  credit-card 
number  to  a  catalog  phone 

service  representative  56%  . . . 24%. . .  7% . . . 8%. . . 4% 

Buying  a  product  online 

with  your  credit  card  65%  , . .  15%. . .4%  ..9%...7% 

Sending  a  check  as  payment 

through  the  U.S.  mail  21%  . . . 24%. . . 28%. . 27%  .0% 

Conducting  personal  banking 

transactions  online  59%  . . .  18%. . .  7% . .  .9%. .  .6% 


CYBERSHOPPERS... 

If  you  go  online,  have  you  ever  used  the  Internet,  World  Wide 
Web,  or  other  onlme  service  to  purchase  anything? 

Have  purchased  22% 

Have  not  purchased   77% 


Web — above  cost,  ease  of  use,  and  annoying  market- 
ing messages.  Even  when  Web  site  operators  do  post 
privacy  policies,  people  are  still  wary:  33%  don't 
trust  the  policies  at  all;  58%  are  only  a  little  more 
at  ease. 

...THEIR  MISGIVINGS... 

If  you  have  bought  online,  when  you  use  the  Internet  to 
purchase  products  and  services,  how  concerned  are  you  about 
each  of  these  possibilities?  not    not  dont 

VERY     SOMEWHAT    VERY    AT  ALL  KNOW 

The  company  you  buy  from  uses  personal  information  you 
provide  to  send  you  unwanted 

information  31%  ...34%  . . . 31% . .4%. . .0% 

The  company  or  one  of  its  employees  uses  your  credit-card 
information  to  make  purchases  without 

your  consent   56%  . . . 25%  . . .  12% 0% 

In  the  course  of  the  transaction,  your  credit-card  informa- 
tion is  made  accessible  to  others  who  might  use  it  without 
your  consent  56%  . . .  28%  . . .  11% . .  3%. . .  1% 

...AND  WOULD-BE  BUYERS'  FEARS 

If  you  were  to  use  the  Internet  to  purchase  products  and 
services  but  don't  now,  how  concerned  would  you  be  about 
each  of  these  possibilities?         not         not  don't 

VERY     SOMEWHAT    VERY    AT  ALL  KNOW 

The  company  you  buy  from  uses  personal  information  you 
provide  to  send  you  unwanted 

information  52%.... 34%  ...  11%..3%...0% 

The  company  or  one  of  its  employees  uses  your  credit-card 
information  to  make  purchases 

without  your  consent  80%. . . .  12%  . . .  6% . . .  2% . . .  0% 

In  the  course  of  the  transaction,  your  credit-card  informa- 
tion is  made  accessible  to  others  who  might  use  it  without 
your  consent  86%. . . .  10%  . . .  2% . . .  1% . . .  0% 

DO  PRIVACY  POLICIES  HELP? 

Some  companies  write  and  post  privacy  policies  on  their  Web 
sites.  If  you  go  online,  to  what  extent  would  a  policy  that 
explicitly  guarantees  the  security  of  your  personal  information 
encourage  you  to... 


A  LOT 


NOT 

A  LinLE     AT  ALL 
.  38% 


Use  the  Internet  more  in  general  18%. .  .44% 

Register  on  that  Web  site,  providing 

personal  information  12%... 44%  ...44% 

Purchase  products  or  service  from 

that  company  15%... 42%...  43% 

CAN  THEY  BE  TRUSTED? 

If  a  company  posts  a  privacy  policy  on  its  Web  site,  to  what 
extent  do  you  trust  that  company  to  follow  the  policy? 

Trust  completely  9%     Don't  trust  at  all  33% 

Trust  somewhat  58% 

 EDITED  BY  KEITH  H.  HAMMONDS  

Survey  of  999  adults,  including  404  online  users,  conducted  Feb.  18-23, 
1998,  for  BUSINESS  WEEK  by  Louis  Harris  &  Associates  Inc.  and  Alan  West- 
in,  publisher  of  Pnvacy  &  American  Business.  Figures  may  not  add  up  to 
100  due  to  computer  rounding.  For  complete  results  of  this  poll,  go  to: 
www.businessweek.com  or  America  Online,  Keyword:  BW 
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IT  CHARMS  ITS  PREY 
STRIKES  QUICKLY 
AND  DISAPPEAR 

IT  S  YOUR 
TYPICAL  DUSINESS 


(Smoothus  Talkus  Reptilius) 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  financials,  human  resources,  procurement 


't  make  any  sudden  moves.  Keep  your  ears  open, 
trust  your  instincts.  That's  ^5!^^ 

best  advice  we  can  give     '  '^'^      i^^-^'^^^.vV'  ^   and  supply  chain  process  suites 

)meone  looking  for  a  new    iM^^^'^i'  v  ^     'Ilk         l^^^d  the  mdustry  ni  providing 

ness  management  system.  ■^^^^'^ ■  innovative  ways  to  gather,  process  and 


awson  Software,  we  encourage  \^»  ^^ 
to  take  your  time.  Talk  to  the 
•ent  customers  of  every  software 
ider  you're  considering.  Find  out  whether 
e  features  you  saw  in  the  demo  are 
ally  up  and  running  elsewhere.  Ask 
It  service  and  stipport.  And,  of  course, 
about  the  products.  Are  they  fully 


^Rf   access  vital  information.  We  were  the 
first  to  utilize  web  technology,  enabling 
our  customers  to  share  information  more  freely 
and  cost-etfectively.  Our  Self-Evident  Applications'" 
practically  eliminate  training  costs.  And  our 
people  are  known  tor  their  accessibihty  and 
'/►•As straightforwardness.  In  other  words, 
we  don't  bite.  Visit  Lawson  Software  at 


grated?  Process  oriented?  Web  accessible? 


www.lawson.com/guide  or  call  1-800-477-1357. 


EADING    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE' 


I  .iwsnti  Software 


LAWSON 

Software 
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ORGANIZERS 


PALMY  DAYS 
FOR  3COM? 


It  has  cool  new  palmtops-but  hungry  rivals  are  homing  in 


The  Pabn  Pilot  oi'ganizer  isn't  just  a 
sales  suc-cess.  It's  reaching  cult 
status.  At  the  Feb.  18  meeting  of 
President  Clinton's  high-tech  Ad- 
visoiy  Committee  in  Santa  Clai'a,  Calif., 
15  of  the  22  members  whipped  out  the 
Palm  to  schedule  future  meetings. 
Howard  Stern,  Robin  Williams,  and 
Federal  Communications  Commission 
member  Michael  K.  Powell  are  die-hai'd 


Palmites.  All  told,  more  than  a  million 
l^eople  have  snapped  up  the  six-ounce 
wonder  in  the  past  18  months.  And  the 
Palm  is  not  just  for  keeping  track  of 
appointments  or  phone  numbers  any- 
more: There's  also  software  such  as  As- 
troPilot  to  view  astrological  charts  and 
the  Dianameter  to  keep  track  of  the 
days  since  the  death  of  Princess  Diana. 
Can  it  get  much  better  than  this? 


KEEP  IT  SIMPLE:  Palm's  Donna 
Dnbinskij  didn't  cram  in  features 


Maybe.  On  Mar.  9,  3Com  Coi-p.  will  ro 
out  a  version  called  the  Palm  III  that' 
more  powerful  and  even  slimmer  tha 
its  predecessor — ^just  half  an  inch  thic 
at  its  base,  vs.  Vw  of  an  inch  befon 
More  important,  the  Palm  III  will  b 
able  to  swap  data  with  other  Palm 
vdrelessly  via  infrared  beams.  That 
sure  to  keep  it  from  hitting  the  has 
been  heap  like  so  many  other  handhel 
gizmos — from  Sony  Coi-p.'s  Magic  Lin 
in  1996  to  Apple  Computer's  Newtoi 
which  died  on  Feb.  27.  "They're  a  shir 
ing  star  in  a  graveyard  of  miserabl 
failures,"  says  J.  Gerry  Purdy,  pres 
dent  of  market  researcher  Mobile  Ii 
sights.  The  Palm  III  will  sell  for  $400- 
older  models  will  fall  as  low  as  $200. 
LOGO  BILLBOARD.  But  will  Palm's  st£ 
continue  to  shine?  This  year,  the  Pali 
faces  its  toughest  challenge  yet  as  M 
crosoft  Corp.  comes  gunning  with  it 
latest  stripped-down  version  of  Wii 
dows  for  handheld  PCs.  Starting  i 
April,  several  palm-size  PCs  that  us 
Microsoft's  new  Windows  CE  2.0  opera 
ing  system  will  hit  the  shelves  froi 
consumer-electronics  giants  such  as  Ci 
sio  Computer  Co.  and  Philips  Electroi 
ics.  Windows  CE  has  come  on  strong  i 
the  past  year,  and  analysts  say  the  la 
est  version — which  can  support  cole 
screens  and  Web  surfing — gives  tli 
company  its  best  chance  ever.  "This 
the  yeai'  the  marketing  people  at  3Coi 
have  to  earn  their  pay,"  says  analys 
Mike  McGuire  of  market  researche 
Dataquest  Inc. 

At  stake  is  not  just  the  futui-e  of  tl 
Palm  but  the  success  of  3Com  Chi( 
Executive  Eric  A.  Benhamou's  gi"0wt 
strategy.  He's  banking  on  the  Palm  1 
help  boost  sales  of  other  products  ; 
the  $6  billion  company,  particularly  i 
gTOwing  stable  of  consumer  networkir 
gear,  and  lift  its  sagging  stock  price 
$37— down  38%  since  August. 

Benhamou  says  the  poj)ularity  of  tl 
Palm,  which  accoimts  for  $300  million 
revenues,  will  get  customers  addict( 
to  instant  information.  That  in  tui 
should  drive  demand  for  3Com's  brea 
and-butter  networking  equipment,  whi( 
hooks  people  into  the  data  liighway.  Tl 
ft'osting  on  the  cake:  Palm  helps  polii 
3Com's  brand-name  recognition,  sim 
most  of  the  company's  products  ai 
buiied  inside  PCs  or  in  corporate  wirir 
closets.  "The  logo  appears  in  your  fa 
every  day,"  says  Benhamou. 

A  recognized  bi-and  is  critical  to  Be 
hamou's  plan.  He  wants  3Com  to  don 
nate  the  mar'ket  for-  consumer-  networ 
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Group  Video  Conferencing 
$384  Per  Montli* 

Old  sUtion 


NuVision  Solution 


ictureTel"  Concorde '  4500 

$5 1 ,295 
$  2,000 
$  3,475 
$  750 
$  500 
$  500 


$58,520 


384  kbps 
30  Frames  Per  Second 
H.320/T.120 
Full  Duplex  Audio 
32"  Sony  Monitor 

Deluxe  Cart 
Infrared  Remote 
Far-End  Camera  Control 
Pan/  Tilt/  Zoom/  Camera 
V.35  Network  Interface 


Hardware  Cost 
Hardware  Installation 
Warranty/Service/Support/Per  Year 
Software  Updates 
Network  installation 

Cabling 
Total  For  Year  One 


TANDBERG  Vision  2000 


FREE 
FREE 
FREE 
FREE 
FREE 
FREE 


$384  Per  Month 


Full  Motion  •  Easy  to  Use  •  Proven 


RYTHING  IS  INCLUDED     EASY  TO  USE,  RELIABLE       HAPPY  ACCOUNTANTS 


If  yiiu  can  use  a  cell  plnnic.  you 
can  make  a  video  call  on  a 
TANDBERG  system.  All 
functions  are  performed  on  a 
handheld  remote  control,  smallei 
than  the  control  for  your  VCR 
and  easier  to  use!  The  single 
board  codec  with  internal  IMUX 
is  proven  and  trouble  free. 

LOW  COST  AT&T  QUALITY 

NuVision  clients  access  our 
reduced  nelwoik  transport  rates 
thi-ough  AT&T.  AT&T  is  by  far 
the  largest  can  ier  of  video 
conferencing  traffic  in  the  U.S. 
There  are  no  minimum  usage 
requirements  and  reduced  rates 
are  also  available  on  PRI  circuits. 


only         per  monili  (I  .S. 
)  you  get  everythmg  you 
I  for  full  motion,  effoilless 
ip  video  conferencing.  Make 
call.  NuVision  provides: 

:'ANDBERG  Vision  2000 
■Jetwork  ordering  and 
nstallalion 
tabling 

nstallation  and  testing  of 
lardware 

!4  X  7  service  and  support 
[raining 

"REE  software  upgrades 
=REE  BRIDGE  SERVICE 

r  only  additional  costs  are 
1  and  long  distance  access, 
^ht  and  taxes;  additional 
"ge  for  non-U. S.  locations. 
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The  NuVision  for  S384" 
program  is  a  service  agreement 
for  five  years  with  only  one  low 
monthly  expense.  No  deprecia- 
tion or  capital  budget  allocation 
is  required.  Three  year  plans  are 
available  for  $552  per  month. 

PROVEN  HISTORY 

The  hardware  is  the  latest  third 
generation,  solid  state  techno- 
logy. TANDBERG  is  one  of  the 
world's  largest  manufacturers  of 
video  conferencing  equipment 
with  installations  in  82  countnes. 
Our  satisfied  clients  include 
many  Fortune  500'  companies. 
Our  service  and  support  are 
legendary. 


TRADE  IN  PICTURETEL 

NuVision  Tcclinoloyies  has  an 
agressive  trade  in  program  ior 
any  brand  video  conferencing 
equipment.  *Call  us  for  more 
mtormation  on  FREE  video 
conterencing  systems. 

1-800-393-3985 
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2403  Lacy  Lane 
CaiTollton,  Texas  75006 
Telephone;  972-241-2225 
Fax:  972-243-5771 
Web  Site: 
http://www.nuvisionlech.com 
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ing  products — in  contrast  to  rival  Cisco 
Systems  Inc.,  the  market  leader  in 
equipment  for  corporate  networks  and 
the  Internet.  3Com  is  already  the  No.l 
supplier  of  network  interface  cards, 
which  connect  PCs  to  networks.  Last 
year,  it  bought  the  top  modem  maker, 
U.  S.  Robotics  Corp.  Now,  Benhamou 
wants  3Com  to  dominate  emerging  mai'- 
kets  for  high-speed  cable  and  digital 
subscriber  line  (dsl)  modems,  network 
chips,  and,  particularly,  home  network- 
ing— a  sector  sprouting  in  the  sights  of 
Intel,  Bay  Networks,  and  Cisco. 

He'll  have  to  protect  the  Palm  from 
Microsoft  first.  In  just  more  than  a  yeai; 
products  with  the  older  Windows  CE 
have  gi-abbed  23%  of  the  market  for 
handhelds,  and  now  CE  is  moving  into 
the  palm-size  mar- 
ket— where  3Com's 
device  commands  a 
70%  share.  Mi- 
crosoft's advan- 
age  is  the 
I b  i  q  u  i  t  y  of 
Windows:  Even 
though  Win- 
d  0  w  s  c  E 
palmtops 
can't  run 
desktop  PC 
programs,  Mi- 
crosoft argues 
that  i^eople  will  be 
drawn  to  the  devices 
because  the  software  looks 
and  feels  like  the  PC  version. 
And,  like  the  Palm,  they  can  swap 
data  with  PCs.  "We're  giving  people  a 
familiar  environment,"  argues  Roger 
Guh'ajani,  Microsoft's  gi'oup  manager  for 
consumer-appliances  marketing. 

Even  more  important  than  Windows' 
popularity  is  Microsoft's  clout.  The  soft- 
ware giant  has  spent  as  much  as  $250 
million  developing  Windows  t:E,  and  it's 


been  able  to  recruit  dozens  of  develop- 
ers to  write  new  programs.  Even  if  the 
latest  version  doesn't  fly,  Microsoft  isn't 
likely  to  give  up:  It  has  introduced  six 
pint-size  versions  of  Windows  in  the 
past  eight  years. 

PC'S  LITTLE  HELPER.  But  this  is  one  mar- 
ket where  Micr-osoft  may  wind  up  the 
underdog.  Despite  deep  pockets  and  mar- 
keting punch,  Windows  CE  has  a  handi- 
cap: It  is  so  stuffed  with  featui-es  that  it 
takes  more  steps  to  handle  some  key 
tasks  than  the  3Com  device.  That's  one 
reason  most  exj^erts  are  betting  the  Palm 
will  continue  to  dominate  the  small-device 
market  for  years  to  come.  "Microsoft 
can't  duplicate  [the  Palm],"  says  Gait- 
ner  Group  analyst  Ken  Dulaney.  "If  any- 
thing, the  gap  between  3Com  and  Mi- 
crosoft is  widening."  Dulaney  thinks 
Microsoft  won't  snatch  more  than  15% 
of  the  palm-size  device  mai'ket. 

The  Palm's  formula  for  success?  It 
was  designed  for  just  a  few  functions  so 
that  it's  a  companion  to  Pt's — not  a  re- 
placement. That  meant  giving  it  the 
ability  to  swap  new  phone  numbers  or 
update  schedules  with  a  desktop  com- 
puter at  the  touch  of  a  button.  "Our 
mantra  was  simplicity,"  says  Donna  Du- 
binsky,  the  general  manager  of  SCom's 
Palm  division.  That  has  earned  it  a  loy- 
al following.  "There's  notliing  cooler  than 
pulhng  it  out  in  a  meeting,"  says  Bar- 
bara Mollenex,  an  architect  with  Old- 
ham +  Partners  in  Washington,  who  uses 
her  Palm  for  meetings  and  to  track  her 
kids'  piano  and  ballet  lessons. 

Several  strategic  alliances  will  help 
the  Palm  expand  beyond  the  digital 
avant-gai'de.  ibm,  which  has  been  hawk- 
ing the  device  to  corporate  customers 
for  the  past  five  months,  is  about  to 
land  some  big  contracts,  including  an 
order  for  10,000  units  ft-om  New  York 
Life,  say  insiders.  Holtsville  (N.  Y.)- 
based  Symbol  Technologies  Inc.,  the 


leading  supplier  of  hand- 
helds into  industiy  seg- 
ments, will  sell  the  ^ 
Palm  in  June  for 
tracking  cargo 
and  meter 
reading. 
And  wire- 
less-phone 
maker  Qual- 
comm  Inc. 
will  use  Palm 
teclmology  in  a 
new    line  of 
portable  phones 
expected  late  this 
year — Palm's  first 
foray  into  the  promising 
wireless  phone  market. 

Look  for  more  fu'epower  ahead.  E 
ecs  are  mum  on  details,  but  Jani( 
Roberts,  senior  marketing  vice-pres 
dent,  hints  that  by  this  summer  cu 
tomers  will  be  able  to  access  the  N 
wirelessly  from  a  Palm  computer. 

And  tliis  month,  3Com  will  back  \ 
the  Palm  with  a  marketing  campaign 
build  3Com's  visibility  with  consumei 
The  multimillion-dollar  progi*am  will  us 
TV  and  print  ads,  Web  sites,  packagir 
design,  and  sales  promotions  to  hamm 
home  the  theme  "3Com:  More  Conne( 
ed."  Says  Roberts:  "We  intend  to  mal 
3Com  a  household  name." 

Benhamou  has  worked  hard  at  thj 
In  1995,  3Com  bought  the  right  to  r 
name  San  Francisco's  Candlestick  Pa 
3Com  Park — a  move  that  brought  cj 
calls  fi'om  locals  but  gave  3Com  loads 
publicity.  "It's  hai-d  for  pure  networkir 
companies  to  build  any  kind  of  branc 
explains  Benhamou.  To  do  it,  he'll  ha' 
to  protect  the  Palm,  his  Trojan  hor 
into  the  home,  from  a  much  bette 
known  brand  name  called  Windows. 

By  Andy  Re  'mhardt 
Santa  Clara,  Cal 


PRODUCTS 

MODEMS 


3Com  Brings  the  Net  Into  Your  Living  Room 


PUNS 


Already  No.  1  by  far,  3Com  led  the  push  to  56-kilobit  speeds.  Now,  it  wants  a  leading  position 
in  DSL,  cable,  and  wireless  modems. 


PC  NETWORK   ;  3Com  dominates  the  market  for  cards  that  plug  into  PCs  and  connect  them  to  a  network.  But 

INTERFACES    ;  cards  are  being  replaced  by  chips  from  Intel  and  others  that  build  networking  directly  into  PCs. 

PALM  :  Today,  it's  a  personal  organizer.  But  by  the  end  of  1998,  it  could  become  a  pocket-size  portal 

COMPUTER     :  to  the  Internet  through  wireless  links.  Competition  will  intensify  as  more  handhelds  with 

;  Microsoft's  Windows  CE  hit  the  market. 

HOME  \  Network  gear  for  connecting  PCs  inside  homes  is  the  wave  of  the  future.  But  3Com  faces 

NETWORKING   :  competition  from  Intel,  Bay  Networks,  and  Cisco  Systems, 

DATA,  BEAR,  STEARNS  S  CO  ,  BUSINESS  WEEK 


REVENUES 

$1.9 

billion 

$1.3 
billion 

$300 
million 

$175 
million 


1998  GROmH 
17% 

10% 

100% 
100% 
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T  FOOD 


UNKIN'  DONUTS 
i  ON  A  COFFEE  RUSH 

chain  offers  a  dose  of  Starbucks  style,  and  sales  soar 


lOffee  buff  Melissa  LaBarre  of 
I  Easthampton,  Mass.,  appreciates  a 
I  good  cup  of  Starbucks  brew.  But 

recently,  she  says,  the  tlirill  began 
ng  thin.  "Stai'bucks  is  kind  of  snob- 
she  says.  "I  don't  need  the  atti- 
when  I'm  paying  more  for  a  cup." 
at  simple  cost-benefit  analysis  has 
tier  to  the  latest  hot  choice  among 
ne  lovers:  Dunkin'  Donuts.  There, 
om  the  dated  stei-eotyj^e  of  houi's- 
rew,  she  finds  the  latest  in  coffee 
liness.  She  chooses  from  among 
or  more  blends  of  fresh-brewed 
e,  even  hot  and  cold  specialty 
:s — all  at  a  fraction  of  the  Star- 
3  price.  Value,  together  with  no- 
jnse  service,  she  says,  has  made 
:in'  her  No.  1  coffee  spot. 
Barre  has  tapped  a  breakfast 
I.  Dunkin'  Donuts  Inc.  may  seem 
intithesis  of  '90s  hip.  But  the  na- 

largest  doughnut  chain  is  giving 
sophisticated  rivals  such  as  Star- 
5  Coi-p.  and  larger  competition  such 
cDonald's  Corp.  a  serious  battle  for 


the  breakfast  buck.  Over  the  past  18 
months,  the  Randolph  (Mass.)-based 
chain  has  adopted  the  latest  in  fast-food 
cool,  from  specialty  coffee  to  oven-baked 
bagels  and  fat-fi"ee  muffins.  In  redone 
stores,  the  tacky  old  pinl<;  decor  is  giving 
way  to  a  more  upscale  "ripe  raisin"  hue. 
And  not  content  to  stop  at  morning 
munchies,  CEO  Robert  M. 
Rosenberg  has  now  set  his 
sights  on  the  lunch  crowd. 
"We  have  veiy  lofty  aspira- 
tions," he  says. 

To  the  sui'prise  of  rivals, 
many  customers  are  cheer- 
ing the  moves.  In  the  past 
five  months,  Dunkin's  same- 
store  sales  have  been  up 
11.5%,  following  a  10%  jump 
for  the  year  ended  last  Au- 
gust. That  easily  beats  the 
fast-food  industry's  2%  av- 
erage. "They've  done  a  ter- 
rific job  in  a  very  competi- 
tive business,"  says  Ronald 
N.  Paul,  pr-esident  of  Indus- 


NEW  MENU 
Breakfast  is 
just  the  start. 
Dunkin'  plans 
to  charge  into 
the  lunch 
market  by 
joining  some 
stores  with 
Togo's  Eateries 


try  watcher  Tech- 
nomic  Inc.  Even  nor- 
mally tight-lipped 
McDonald's  usA  has 
noticed.  Concedes 
CEO  Jack  M.  Green- 
berg:  "Dunkin'  Do- 
nuts is  doing  well  at 
breakfast." 

And  it's  doing  well 
with  more  than  just 
douglmuts.  Tliis  yeai; 
the  company,  owned 
since  1990  "by  Brit- 
ish-based Allied  Domecq  PLC,  predicts 
$200  million  in  bagel  sales,  six  times 
what  it  sold  in  the  year  ended  August, 
1996.  Dunkin's  bagel  biz  is  gaining  on 
troubled  industiy  leader  Einstein/Noah 
Bagel  Corp.,  which  had  total  sales  of 
$303  million  last  year.  That's  because 
the  doughnut  king  has  won  over  bagel 
lovers  like  Mark  S.  Thm-ber,  a  Boston 
attorney  who  sometimes  buys  Dunkin' 
bagels  for  the  office.  "I've  been  very 
surprised  at  the  quality,"  he  says. 
"They're  as  good  as  anyone's." 
NO  MORE  FRED.  Consumers  weren't  al- 
ways as  happy.  Back  in  1994,  Dunkin's 
gi'owfth,  steady  for  decades,  had  slowed 
to  a  crawl.  After  30  years  with  virtual- 
ly the  same  menu  and  the  same 
tagline — "Ameiica's  Nuinbei'  One  Donut 
Chain" — Dunkin'  badly  needed  an  up- 
date. Rosenberg  brought  in  William  A. 
Kussell  from  Reebok  to  spice  up 
Dunldn's  menu,  and  its  reputation.  Kus- 
sell nixed  the  old  motto  and  began  a 
play  to  become  the  breakfast  king. 

That  meant  longtime  pitchman  Fred 
the  Baker  and  his  mantra  "Time  to 
make  the  donuts"  had  to  go.  Dunkin' 
retired  Fred,  replacing  him  with  a  $50 
million  campaign  stressing  how  much 
things  have  changed.  The  tagline: 
"Dunkin'  Donuts:  Something  Fresh  is 
Always  Brewin'  Here." 

In  addition  to  bagels,  new  attention 

A  RECIPE  FOR  CHANGE 

JUiCED-UP  JAVA  With  flavored  coffees,  iced 
coffee  treats,  and  a  new  dark-roast  brew, 
Dunkin'  aims  to  snatch  customers  from  Star- 
bucks and  other  specialty  coffee  sellers. 

SPRUCED-UP  STORES  Dated  pmk  and  orange 
decor  is  out;  "ripe  raisin"  is  in.  Attractive  glass 
showcases  of  bagels,  muffins,  and  other  new 
baked  goods  have  increased  traffic. 

GOOSED-UP  MENU  To  draw  a  lunch  crowd, 
Dunkin'  plans  new  "combo"  stores  paired  with 
Togo's  sandwich  shops  or  Baskin-Robbins  Ice 
Cream  stores. 

DATA:  ALLIED  DOMECQ 
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went  to  jazzing  up  the  Java.  Last  sum- 
mer, DunMn'  introduced  Coffee  Coolatta, 
a  frozen  dnnk  similai'  to  Starbucks'  pop- 
ular Frappucino.  It  sold  $75  million 
worth  in  four  months.  And  thougii 
Dunkin'  once  made  do  with  regular  and 
decaf,  it  now  proffers  coffee  flavors  fi'om 
French  vanilla  to  chocolate  I'aspberry 
and  beans  by  the  pound.  Overall  coffee 
sales  have  jumped  40%  since  1995. 

Rival  brewmaker  Starbucks  won't 
talk  about  competitors.  But  Sclii'oder  & 
Co.  analyst  Wayne  E.  Daniels  cUsmisses 
the  comparison.  "Dunkin'  Donuts  may 
pom-  a  lot  of  coffee,  but  what  does  that 
matter?  It's  about  class,  not  mass,  at 
Starbucks,"  he  says.  Dunkin'  execs  say 
the  numbers  tell  the  tale.  Starbucks' 
sales  gTowth  at  stores  open  at  least  one 
year  is  about  half  of  what  Dunkin'  is 
posting  this  year.  The  key,  says  Rosen- 
berg, has  been  Dunkin's  ability  to  hold 
prices  dowTi  and  keep  its  traditional  val- 
ue-driven customers,  while  at  the  same 
time  adding  snazzy  new  products  to  at- 
tract the  upscale  coffee  crowd. 
DOUGHNUT  DERBY.  Ii'onically.  even  as 
Dunkin'  broadens  its  menu,  the  chain  is 
also  benefiting  from  a  resurgence  in  the 
popularity  of  its  core  {)roduct:  the  lowly 
doughnut.  Overall,  doughnut  sales  rose 
10%  last  year,  according  to  Technomic. 
Southern  sensation  Krispy  Kreme  plans 
to  expand  to  more  than  300  outlets,  up 
fi'om  188  now.  Meanwhile,  Wendy's  In- 
teinational  Inc.  is  gTadually  rolling  out 
Tim  Hoiton's,  a  Canadian  douglinut  chain 
it  bought  for  $450  million  in  1995  to  a 
handful  of  northern  U.  S.  cities.  But 
Dunkin',  more  than  10  times  the  size  of 
its  neai'est  rival,  cleai'ly  conti'ols  the  cat- 
egoiy.  Indeed,  it  plans  to  add  800  new 
stores  to  its  8,700  this  year  alone. 

For  some  of  those  stoi-es,  breakfast  is 
just  the  start.  Rosenberg  is  now  plan- 
ning to  charge  into  the  rest  of  the  day 
with  stores  that  combine  Dunkin'  with 
ice-cream  giant  Baskin-Robbins  or  Togo's 
Eateries,  a  trendy  Campbell  (Calif.)- 
based  sandwich  chain,  also  owned  by 
Allied  Domecq.  Rosenbei'g,  who  over- 
sees them  all,  thmks  these  combo  stores 
can  kick  gTowth  up  to  20%-  a  year,  fi'om 
15%  today.  Tliat  would  double  his  empu-e 
to  $5  billion  within  five  years. 

Still,  Rosenberg  admits  his  plan  to 
open  thousands  of  combo  stores  over 
the  next  decade  is  risky.  "A  lot  of 
[chains]  have  tried  this  before,  and  it 
has  failed,"  he  says.  To  win  at  this 
game,  industry  watchers  say,  Dunkin' 
will  have  to  convince  consumers  that 
Togo's — now  a  relatively  unknown  200- 
store  chain — gives  them  something  they 
can't  get  elsewhere.  But  having  upped 
the  ante  in  breakfast,  Rosenberg  is  now 
hoping  to  eat  the  competition's  lunch. 

By  William.  C.  Symonds,  in 
Randolph,  Mass.,  with  bureau  reports 


CLINICAL  EXAMINATION:  Can  the  $J^00  Nymox  test  match  it  for  accuracy? 


THERAPIES 


NO  SHORTAGE  OF  MOXIE 
AT  NYMOX 

Did  the  drugmaker  jump  the  gun  in  selling  its  Alzheimer's  test 


In  late  1996,  Nymox  Phannaceutieal 
Corp.,  a  little-known  Montreal  dnig 
company,  ran  an  ad  in  TV  Guide  for  a 
new  diagiiostic  test  for  Alzheimer's  dis- 
ease. "Alzheimer's — Now  you  can  nile  it 
out,"  the  copy  said.  It  offered  the 
promise  of  relief  to  worried  patients 
and  their  families.  The  only  problem, 
some  scientists  say,  was  that  the  ad 
was  misleading.  The  test  was  unproven, 
they  say,  and  the  company's  claim  that 
it  could  "rule  out"  the  dread  ailment 
was  unsupported  by  published  data  or 
scientific  consensus. 

The  Nymox  test  detects  elevated  lev- 
els of  neuronal  thread  protein  (NTP),  a 
substance  linked  to  Alzheimer's.  It  is 
the  latest  in  a  long  series  of  attempts  to 
develop  a  simple  test  to  identify 
Alzheimei''s  and  con- 
clusively distinguish  it   

from  other  forms  of 
dementia  or  neurologi- 
cal disease.  But  the 
value  of  the  Nymox 
test,  which  costs  $400, 
is  still  not  clearly 
proven.  And  it  comes 
up  with  a  false-positive 
reading  11%   of  the 


A  specialist  calls 
it  "reprehensible" 
to  hawk  the  test 
directly  to  patients 


time.  The  controversy  about  the  waji 
has  been  publicized,  however,  has  ovi 
whelmed  the  scientific  debate. 

Dr.  Nonnan  R.  ReUdn,  an  Alzheime 
specialist  who  directs  a  memory-dis' 
ders  progi-am  at  New  York  Hospit 
Cornell  Medical  Center,  says  hawki 
the  test  to  the  public  is  "reprehen 
ble."  The  Alzheimer's  Assn.  derides  > 
mox'  "highly  objectionable"  sales  effo 
and  advises  against  use  of  the  te 
wliich,  because  it  is  not  a  product,  ne( 
no  government  appi'ovals. 
UNDETERRED.  Nymox,  however,  is  ( 
termined  to  triumph  over  its  critics, 
is  going  mainstream  both  in  its  m: 
keting  and  its  science.  It  helped  fun< 
study  of  the  test  at  Massachusetts  G( 
eral  Hospital  that  it  says  proves 
worth.  Armed  w 

  the  study,  the  com] 

ny  is  shifting  to 
more  subtle  mark 
ing  tactic:  the  scit 
tific  meeting.  On  M 
16,  it  plans  to  h 
the  Manhattan  A 
heimer's  Dise: 
Conference,  bringi 
several  hundred  d 
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Science  &  Technology 


tors,  caregivers,  and  others  together 
with  leading  Alzheimer's  researchers 
from  Britain,  (  Canada,  and  the  U.  S. 

Reaction  to  the  test  at  that 
meeting  will  be  a 
bellwether  foi'  Ny- 
mox'  own  foitunes. 
The  company  was 
founded  in  1!*85  by 
CKo  Dr.  Paul  Averback, 
a  neuropathologist  who 
owns  about  709^  of  the 
stock.  Although  it  has 
several  products  in  de- 
velopment, the  NTI'  test 
is  the  only  one  on  the 
market.  Nymox  went  pub- 
lic in  1!)!»5  by  taking  over  a 
shell  company  whose  stock 
traded  in  Montreal,  then 
watched  its  stock  soar  on  the  Montreal 
Exchange  from  $2.45  (U.S.)  to  a  liigh  of 
$l.'ir)()  in  mid-l!)i)(i  on  company  publicity 
about  the  then-unpublished  Mass  Gen- 
eral study.  As  attacks  mounted,  the 
stock  di'ifted  down — Nymox  was 
launched  on  NASD.Ag  last  Novembei-  at 
$6.."-il  and  now  hovers  at  about  .$(). 

The  Nymox  story  is  more  than  a 
medical  catfight.  It  shows  how  commer- 
cialism and  science  can  come  into  nasty 
conflict.  According  to  II.  S.  studies,  half 
of  all  people  who  reach  90  will  develop 
Alzheimer's,  for  which  there  is  no 
known  cure.  A  reliable  test  could  some- 
day be  worth  hundreds  of  millions  of 
dollars.  Doctors  could  use  it  to  differen- 
tiate between  patients  suffering  from 
Alzheimer's  and  those  with  more  readi- 
ly treatable  causes  of  dementia — such 
as  depression,  thyi-oid  problems,  or  even 
vitamin  deficiency — while  drugmakers 
could  use  it  to  assess  new  therapies. 
SKEPTICISM.  For  25  years,  researchers 
have  sought  such  a  test,  only  to  be  dis- 
appointed. Another  hot  prospect,  a  test 
for  the  apoli{)oprotein  K  (.M'OE)  gene 
that  is  believed  to  be  linked  to 
Alzheimer's,  is  seriously  flawed  and  can 
neither  predict  nor  un(iuestionably  con- 
firm the  disease,  according  to  the 
Alzheimei-'s  .X.^sn.  Clouding  the  ))icture 
furthei-,  in  llu-  March  issue  of  Xdtnre 
Gotctirs,  a  research  team  at  the  Uni- 
vei"sity  of  Pittsbui-gh  reports  that  jjeople 
with  two  copies  of  a  gene  called 
bleomycin  hydrolase-g  are  four  times 
as  likely  to  have  Alzheimer's  as  those 
with  only  one  copy.  The  new  gene,  how- 
ever, appeal's  to  cause  Alzheimer's  only 
in  people  who  don't  have  i!ic  aF'ok  gene. 

Against  such  a  confusinj-  backgTound, 
skepticism  about  the  Nj 'uox  test  is 
wides])read.  Nymox  acknow  i  edges  that 
the  test  will  yield  false  positive  results 
in  at  least  W/f  of  cases.  Since  no  cur- 


"It's  a  pretty 
valid  test,"  says 
a  neurologist 
in  Atlanta. 
"Unfortunately,  we 
do  not  have  enough 
information  on  it" 


rent  test  is  free  of  such  eiroi-s,  misdi- 
agnoses could  abound,  and  the  chance  to 
treat  less  dh-e  causes  of  memoiy  loss  or 
dementia  would  be  lost.  Hai"vard  Med- 
ical School  neurologist  Peter  Lansbuiy 
notes:  "A  false  positive  foi-  Alzheimer's 
is  a  nightmare." 

Plenty  of  i^eople,  moi'eover,  may  find 
the  test — now  done  through  a  spinal 
tap  and  eventually  tlu'ough  a  mine  sam- 
ple— redundant.  When  symptoms  are 
apijarent,  the  test's  accuracy  is  little 
better  than  that  of  a  neurologist's  rou- 
tine screening.  Wliat's  moi-e,  since  there 
is  no  cure  for  Alzheimer's  and  only 
modestly  helpful  treatments,  a  slight 
boost  in  certainty  about  a  diagnosis 
won't  make  any  practical  difference  in 
therajjy.  Researchers  at  privately  held 
rival  MitoKor  Inc.  in  San  Diego  say 
they  won't  make  a  test  of  theirs  avail- 
able publicly  until  there's  a  useful  drug 
to  go  along  with  it.  Says  Robert  E. 
Davis,  MitoKor's  chief  science  officer: 
"We  see  little  utiHty  in  identifying  pa- 
tients if  you  can't  do  something  for 
them."  Instead,  the  company  contracts 
with  drugmakers  wiio  use  its  test  in 
their  own  clinical  studies. 


However  flawed  the  NjTnox  te 
may  be,  the  research  that  unde 
ies  it  has  promise.  Neui'obiol 
gist  Zaven  S.  Kliachatuiian,  wl 
heads  the  Alzheimer's  Assn 
Ronald  &  Nancy  Reagan  R 
search  Institute,  says  that  tl 
Mass  General  study  of  ntp  le 
els,  published  in  December 
the  Journal  of  Clinical  I 
vestigation,  is  "a  very  sol 
piece  of  science,"  that  cou; 
someday  spawTi  a  reliable  ( 
agnostic  test.  But  this  loi 
study,  he  and  others  argi 
needs  to  be  replicated,  ai 
any  test  developed  out 
it  needs  to  be  refined. 
RESERVATIONS.  Besides,  say  critics,  t 
many  questions  remain  about  ntp:  F 
example,  what  do  vaning  levels  of  tl 
protein  mean  in  patients,  and  is  it  coi 
mon  in  many  non-Alzheimer's  derae 
tias?  "The  claim  that  now  we  can  n 
out  Alzheimer's  disease  with  certainty 
simply  not  substantiated  by  the  dat: 
argues  Relkin.  Khachatuiian  questio 
whether  "the  marketing  effort  is  w£ 
ranted  by  the  strength  of  the  scienti 
evidence."  Even  clinicians  who  back  t. 
test  have  reservations.  Dr.  Eric 
Awad,  an  Atlanta  neurologist,  has  us 
the  test  to  help  inle  out  Alzheimer's 
three  patients — ^just  as  Nymox  mai 
tained  he  could.  "For  lack  of  bett 
choices  at  this  time,  it's  a  pretty  va 
test,"  he  maintains.  "Unfortunately, 
do  not  have  enough  infonnation  on  it 
Averback,  a  fomier  emergency-roc 
doctor,  blames  overcautiousness 
some  of  this  resistance.  As  for  his 
conventional  marketing,  he  argues  th 
the  public  has  a  right  to  know  abo 
new  developments,  and  "some  doctc 
are  slower  than  others"  to  adopt  bre: 
tlu'oughs.  Suzamie  de  la  Monte,  lead 
thor  of  the  Mass  General  study,  agre 
that  "people  in  the  neurology  and 
Alzheimer's  field  are  very  slow^  to  wa 
up  to  something  brand  new."  And, 
adds,  Nymox'  ciitics  "may  still  be  a 
tie  miffed"  about  the  ads  lainning  befc 
the  research  had  been  published. 

But  reservations  persist  even  aft 
publication  of  the  study.  "We  need 
leani  more  before  I  think  tliis  is  usefi, 
says  Peter  Da\ies,  a  pathology  profess 
at  Albert  Einstein  College  of  Medici 
who  is  scheduled  to  speak  at  Nymi 
upcoming  New  York  meeting.  In 
rash  to  market,  Nymox  seems  more 
terested  in  cashing  in  on  the  data 
has  rather  than  learning  more.  A  slo 
er  coui'se  might  produce  a  test  that 
one  would  say  is  ahead  of  its  time. 

By  Joseph  Weber  i)i  Toroi 
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Mitsubishi  Has 
Siiipped  More 
Embedded  DRAM 
Tban  Aii  Other 
Suppiiers  Combined 


ENABLED 


eRAM"  swnds  for  "embedded  random  access 
memory"-  Mitsub/sbi's  brand  name  for  its  silicon 
process  lechnology.  produOs  and  systems  expertise 
tbot  integrate  memory  and  system-level  core 
functions  in  the  same  integrated  circuit  to  enable 
unprecedented  system  performance,  eRAM 
encompasses  Mitsubishi's  proven  obility  to  com- 
bine memory  -  especially  DRAM  -  microprocessor 
end  c''-'       "  '  •j-irnons  m  o  single  piece 
of  SI,'"!-   -  .u.'e  across  your  produfl 

lines,  which  helps  you  sove  design  cosis  and  get 
to  market  foster 

Meo/Vl(3gic  IS  0  traderporfc  of  NeorMo^c  Corporotioi^ 


Mitsubishi's  HyperDRAM"  process  technology  and  manufacturing 


capabilities  helped  a  company- NeoMagic  Corporation -to  revolution- 


ize an  industry  by  "mobilizing  multimedia".  And  it  can  do  the  same  for 


you.  We've  shipped  over  seven  million  embedded  DRAM  systems-on- 


a-chip  during  the  past  three  years"  That's  more  than  all  other  suppliers 


combined.  Our  process  technology  is  moving  to  the  0.25pm  level  and 


lower  -  fast  Embedded  DRAM  isn't  a  dream,  it's  a  reality  What  else 


would  you  expect  from  a  leader? 
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Lihei  U'  Aliiliial  s  managed  care  is  as  tast  as  Hector's  tast  l)reak.  Atter  his  iiccident,  Hector's 
em[)li)\'er  called  our  2H-hoiir  claims  ser\  ice  hotline.  We  found  the  right  doctor  to  treat  him,  at 
the  right  [)rice.  .\  rehahililation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehahihiation  program,  a  thera[iist  worked  to  helfi  Hector  properK'  do  his  |ob  iind  avoid  reiniun; 
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GRAVITY: 
lEF  MYSTERY 

IME  

;h  blew  in  with 
ng  news  about  our  uni- 
thanks  to  two  inter- 
al  scientific  teams.  One 
used  tiie  huge  Cray 
upercomputer  at  Ger- 
s  Max  Planck  Institute 
1  perhaps  the  largest 
ition  ever — simulating 
/olution  of  the  entire 
vable  universe.  The 
peered  at  exploding 
or  supernovas,  and 
space  permeated  by 


a  "new"  force:  antigravity. 

Einstein's  relativity  equa- 
tions allow  for  antigTavity,  but 
physicists  regard  it  as  just  a 
mathematical  cmnosity,  not  re- 
ality. However,  the  High-z  Su- 
pernova Search  Team  says 
antigravity  seems  the  only 
explanation  for  an  apparent 
speedup  in  the  expansion  of 
the  universe  since  the  Big 
Bang  15  billion  yeai's  ago.  An- 
alyzing its  supernova  data, 
the  team  found  the  rate  at 
which  galaxies  are  receding 
fi'om  each  other  is  accelerat- 
ing. So  they  must  be  getting 
pushed  apart  by  antigi'avity. 

In  the  Feb.  27  issue  of 


Scie)ice, 

High-z's  lead  as- 
tronomer, Brian 
Schmidt  of  the  Mount  Strom- 
lo  &  Siding  Spring  Obsei-va- 
tories  in  Australia,  says  his 
reaction  was  "somewhere  be- 
tween amazement  and  hor- 


ror." So  the  team  triple- 
checked  its  data.  Result: 
The  gi-oup  is  more  than 
9S%  sure  that  antigTav- 
ity is  the  culprit. 

Now,  Max  Planck  is 
gearing  up  to  rerun  its 
simulation  "to  look 
specifically  at  this  mat- 
ter," says  Simon  White, 
an  astrophysicist  at  the 
institute.  He  expects  the 
results  this  month.  Mean- 
while, astronomers  around 
the  world  are  merrily  study- 
ing the  new  model,  looking 
for  answers  to  such  puzzles 
as  why  galaxies  formed  in 
clumps  and  strings.  □ 


>T,  CHEAP,  AND  CUniNG-EDGE 

)ING  A  WAY  TO  PRINT  CHIPS  FOR  THE 

■  2010  was  supposed  to  cost  at  least  $1 
on.  But  C.  Grant  Willson,  a  chemist  at 
University  of  Texas  at  Austin,  and  a 
:lful  of  graduate  students  may  have 
ed  it  off  for  roughly  $2  million.  They 
3  produced  a  laboratory  circuit  with 
3  so  small  they  border  on  the  ethere- 
just  0.08  microns  wide.  Today's  most 
anced  chips  have  0.25-micron  lines, 
ive  years  ago,  with  a  small  grant  from 
irm  of  the  Semiconductor  Industiy 
n.  that  supports  academic  research, 
son  went  looking  for  a  new  "film"  for 
ing  chips.  This  so-called  resist  coating 
Dplied  to  silicon  wafers  before  circuit 
yes  are  piinted  with  laser  light.  Back 


then,  he  recalls,  engineers  believed  nothing 
could  both  resolve  such  wispy  lines  and 
tolei-ate  the  etching  that  cai-ves  circuit 
lines  into  silicon.  So  when  optical  lithogi'a- 
phy  reached  its  supposed  0.1 -micron  limit 
around  2006,  a  totally  new  technology,  like 
X-ray  lithogTaphy,  would  be  needed. 

Now,  Willson's  crew  has  handed  today's 
technology  a  new  lease  on  life.  The  break- 
through came  two  years  ago,  with  a  chemi- 
cal concoction  that  showed  promise  as  a 
resist.  Sematech  Inc.  coughed  up  $2  million 
to  develop  it,  and  engineers  from  makers 
of  chipmaking  equipment,  including 
DuPont  Photomasks,  isi,  Shipley,  and  Ti-o- 
pel,  flocked  to  Willson's  laboratoiy  to  help. 
One  photoresist  supplier,  Japan  Synthetic 
Rubber  Co.,  has  already  announced  a  com- 
mercial version  of  Willson's  material.  □ 


LITY  CLAIMS 
9WN 

[MARKET 


in  a  computer  at  the  National 
Institute  of  Standards  & 
Technology — but  it  provides  a 
dramatic  indication  of  the  val- 
ue of  quality. 

NIST  calculates  the  Bakhige 
Index  by  investing  a  hypo- 
thetical .$1,000  in  each  winner, 
or  a  prorated  amount  in  the 
parents  of  winners  that  are 


BALDRIGE  WINNERS  PAY  OFF 


THE    FOURTH  YEAR, 

y  is  paying  off — and 
'he  "Baldrige  Index"  is 
rforming  the  Standai'd 
r's  500-stock  index,  now' 
most  3  to  1. 
ndex  shows 
composite 
;h  of  compa- 

Scoim  bIic"    A'-L  recipients    $7,496.54  $33,185.69 

lational  Qual-  $7,496.54  $18,613.28 

Lward  since 
It  exists  only 


1988-1996 
INVESTMENTS 


VALUE  ON 
12/1/97 


DATA:  NATIONAL  INSTITUTE  OF  STANDARDS  8,  TECHNOLOGY 


divisions  without  their  own 
stock  symbols,  nist  also  keeps 
a  nuining  account  on  the  stock 
of  Baldrige  Award  finalists. 
Although  "returns"  ai'e  not  as 
spectacular  as  winners',  they 
ai'e  neaiiy  double  the  s&p  500. 

Four  companies  won  the 
Baldrige  Quality  Award  for 
1997:  :]M  Dental  Products, 
Solectron,  Merrill 
Lynch  Credit,  and 
PERCENT     Xerox  Business 
CHANGE     Services.  They  will 
qcc)o/     shai'e  the  secrets  of 
...    their  success  duiing 
148%     ^  nationwide  tour, 
  starting  in  Philadel- 
phia in  May.  □ 


TAKE  TWO  TAXOL 
AND  CALL  ME 
IN  THE  MORNING 

TAXOL   IS  SOMETHING  OF  A 

miracle  drug.  Derived  from 
Pacific  yew  tree  bark — and 
since  synthesized — it  is  wide- 
ly used  to  treat  breast  and 
ovarian  cancer.  Next,  it  may 
solve  a  problem  accompany- 
ing angioplasty — restenosis, 
or  the  reclogging  of  blood 
vessels  by  scar  tissue. 

Angioplasty  involves  in- 
serting a  balloon  to  unclog 
blood  vessels.  Some  750,000 
procedures  are  done  annually 
in  the  U.S.,  but  in  30%  to 
50%  of  patients,  new  clots 
fomi.  ReseaiX'hers  at  the  Uni- 
versity of  British  Columbia 
Hospital  and  the  National  In- 
stitutes of  Health  now  report 
that  metal  supports  called 
stents  coated  with  a  slow-re- 
lease foiTTi  of  taxol  prevented 
restenosis  when  implanted  in 
the  blood  vessels  of  animals. 

Dr.  Lindsay  Maehan  of 
British  Columbia  Hospital 
notes  that  taxol-coated  stents 
ai-e  also  helping  check  tumor 
growth  in  patients  with 
esophageal  cancer  "Taxol  is 
hke  aspiiin,"  he  says.  "We're 
finding  more  uses  for  it  than 
what  it  was  originally  intend- 
ed for."         Catherine  Arnst 
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TAPPING  HIGH  TECH'S 
LATEST  TAKEOFF 


If  there  were  ever  any 
question  whether  tech- 
nology stocks  make  good 
investments,  consider  what 
happened  in  the  first  two 
months  of  1998.  After  swoon- 
ing in  December,  the  top 
names  in  technology  recov- 
ered quickly  and  drove  the 
NASDAQ  to  record  levels. 
Some  stocks  advanced  so  fast 
it  would  take  years  to  make 
the  same  return  fi'om  a  cer- 
tificate of  deposit  or  a  T-bill 
at  cujTent  interest  rates.  Dell 
Computer  leaped  61% 
tlu'ough  Mai'.  2,  and  Microsoft 
is  up  29%.  So  is  it  too  late 
to  cash  in  on  the  latest  high- 
tech boom?  Not  yet. 

Professional  technologj'  in- 
vestors say  their  worst  fears 
about  the  financial  crisis  in 
Asia  affecting  high-tech  in- 
dustries have  ebbed.  And 
market  momentum  is  clearly 
in  tech's  favor.  "Investors 
think  that  a  year  from  now, 
all  these  stocks  will  be  higher, 
and  they're  afi'aid  of  losing 
out  on  the  rebound,"  says 
Kevin  Landis,  manager  of 
two  high-tech  ftmds  at  Inter- 
active Investments  in  San 
Mateo,  Calif.  (888  888-3868). 
Adds  Mai'k  Edelstone,  pnnci- 
pal  and  technology  analyst  at 
Morgan  Stanley  Dean  Witter 
Discover:  "If  you  look  at 
where  the  [U.S.  economy's] 
growth  is  going  to  come 
from,  it's  technology." 
HAIR-RAISING  RIDE.  Despite 
the  recent  runup,  there  are 
still  plenty  of  bargains 
around.  Some  com])anies  are 
not  yet  back  to  their  pre-De- 
cember  highs.  Seagate  Tech- 
nology, for  example,  is  up 
2m  this  yeai-,  to  2;IX.,  but  it's 
still  below  last  year's  peak  of 
54.  That's  a  good  reminder 
that  high-tech  investing  can 
be  a  hair-raising  experience. 
More  tlian  anv  other  sector, 


technology  can  plummet  any 
time  for  next  to  no  reason. 
Indeed,  Edelstone  thinks  tech 
stocks  ai'e  due  for  a  breather 
in  coming  weeks  and  recom- 
mends that  investors  buy  on 
weakness  in  the  next  30  to 
60  days. 

Semiconductor  stocks  are 
back  in  favor  after  being  hit 
particularly  hard  by  the 
Asian  crisis.  Edelstone,  a  chip 
analyst,  likes  Intel — despite 
its  recent  rise,  which  has 


INVESTING 


Even 
value  players, 
who  usually  shun 
technology  stocks, 
see  opportunities 
in  the  sector  now 


pushed  its  price-eamings  ra- 
tio to  22  times  estimated 
1998  earnings.  Edelstone  be- 
lieves Intel's  revenues  and 
earnings  will  gi-ow  shai-ply  in 
the  second  half  as  the  com- 
pany sells  more  high-end  mi- 
croprocessors. At  87X,  Intel 
is  trading  at  a  discount  to 
the  Standai'd  &  Pooi-'s  in- 
dustrials index,  whose 
p-e  is  24. 

Landis,  whose  Tech- 
nology Value 
fund  has  the 
best    three-  j? 


year  record  through  Jan. 
31  of  all  specialty  tech- 
nology' funds  tracked  by 
Morningstar,  also  likes 
chipmakers.  His  new 
fund.  Technology 
Leadei-s,  has  Intel  as 
its  fourth-largest 
holding,  at  9%.  But 
he  thinks  there  are 
better  bargains  among 
smaller  semiconductor 
makers,  including  Vitesse 
Semiconductor,  wliich  makes 
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;hips  that  link  copper 
mre  with  fiber-optic  ca- 
ble. Vitesse's  earn- 
ings are  expected 
to  rise  37%  in 
the  fiscal  year 
ending  Sept.  30 
revenues  grow 
over  60%. 
Despite 
Vitesse's 
multiple  of 
42  times 
1998  earn- 
ings, Landis 
thinks  the 
_     company  is 
|HM  "about  as  bul- 
letproof  as  you 
can     get  in 
terms  of  meet- 
ing  expecta- 
tions."  He's  bet- 
ting   that  the 
I       stock  is  headed 
I    into  the  60s  from 

a  recent  491^. 
)on't  care  for  chipmak- 
?  You  may  want  to  fol- 
the  strategy  favored 
James  Calhnan,  a  top 
,11-cap  fund  manager  at 
lertson  Stephens.  He 
5  undervalued  Internet 
panies.  One  of  Callinan's 
picks  is  Check  Point 
ware  Technologies, 
h  makes  "fii-ewall"  soft- 
3  that  is  used  to  pro- 
security  on  the  Net. 
:ck  Point  is  a  vital  com- 
t"  for  Internet  com- 
rce,  Calhnan  beheves. 
Its  profits  are  expected 
i  to  grow  29%  in 
I  1998.  to  $1.38  a 
share,  and  to  beat 
handily  1999 


Wall  Street  estimates  of 
$1.71,  he  predicts. 

Another  Callinan  recom- 
mendation is  Network  Solu- 
tions, which  registers  Inter- 
net-domain names  for  $35  a 
pop.  Some  1  million  names 
were  registered  last  year,  but 
Callinan  says  the  number  is 
expected  to  gi'ow  to  140  mil- 
lion in  two  yeai's.  At  a  recent 
20'A,  Network  Solutions  is 
trading  at  41  times  expected 
1998  profits,  well  below  other 
Internet  companies,  such  as 
Yahoo!,  which  is  selling  at  a 
mindboggiing  197  times  esti- 
mated '98  earnings.  Earnings 
estimates  put  Network  Solu- 
tions' gi-owth  at  65%'  in  1998 
and  63%'  in  1999,  making  it  a 
relative  bargain.  Callinan  also 
likes  TMP  Worldwide.  It  ™ns 
monsterboard.com,  a  popular 
Web  site  for  classified  ads.  At 
24,  the  stock  is  being  valued 
as  if  it  were  an  advertising 
agency  instead  of  an  Internet 
stock,  CalUnan  says.  If  it  were 
priced  like  other  Net  stocks,  it 
would  be  worth  about  $39  a 
share,  he  adds. 
RARE  FANS.  Even  value  play- 
ers are  excited  about  tech 
stocks  now.  Mark  Donovan, 
head  of  equity  research  at 
Boston  Partners  Asset  Man- 
agement, usually  shuns  tech 
companies  in  favor  of  stead- 
ier, slower  growers  trading 
at  a  discount  to  the  market. 
But  he  sees  a  good  value 
play  in  EDS,  which  he  thinks 
is  poised  to  produce  strong 
revenue  gi'owth  this  year  af- 
ter hitting  a  wall  in  1997.  At 
43 "/s  EDS  recently  traded  at 
20  times  next  year's  estimat- 
ed earnings,  well  below  its 
usual  multiple,  Donovan  says. 

Donovan  also  likes  disk- 
drive  makei"s  Quantum,  West- 
ern Digital,  and  Seagate.  All 
these  stocks  were  crushed 
last  fall  by  concerns  about 
slowing  PC  sales  and  excess 
inventories.  Seagate  bottomed 
out  at  n/i  in  Januaiy,  down 

fi-om  last  year's  high  of  54. 
But    Donovan   is  con- 
vinced the  inventory 
correction  has  run 

752  15     its  course  and  that 

"45  43t!  ^  .  ..iV^: 


these  companies  are  likely  to 
beat  earnings  estimates  in 
the  next  18  months.  Mean- 
while, Steven  Milunovich, 
managing  director  at  Menill 
Lynch,  likes  EMC,  a  power- 
house in  the  data-storage 
business.  At  a  recent  price  of 
37M,  EMC  is  richly  valued  at 
28  times  his  expected  1998 
eaiTiings.  But  Milunovich  rec- 
ommends buying  the  stock  on 
dips  because  its  rate  of  eam- 


names,  Esther  Schreiber, 
a  vice-president  at  Credit 
Suisse  First  Boston,  says  Mi- 
crosoft is  worth  considering 
despite  a  high  earnings  mul- 
tiple. "Business  is  going  in- 
credibly well,"  she  says. 

Schreiber  thinks  even  Mi- 
crosoft is  undervalued  based 
on  its  expected  cash  flow  and 
the  number  of  years  it 
should  earn  an  above-aver- 
age return  on  invested  capi- 


Where  the  Buys  Are 


COMPANY 


PRICE*       P/E  RATIO* 


CHECK  POINT 

40 

30 

Big  in-network  security 
company — and  cheap 

EDS 

43>f6 

20 

Good  turnaround  story 

EMC 

m 

28 

Buy  this  data-storage 
company  on  dips 

INTEL 

m 

22 

Higher-powered  Pentiums 
should  boost  profits 

MICROSOFT 

83^6 

52 

NT  sales  are  booming 

NETWORK 
SOLUTIONS 

20M 

41 

Internet  name  regis- 
tration at  a  good  value 

SEAGATE 

23X6 

NM 

Volatile  disk-drive  maker 
could  see  rebound 

TMP 

WORLDWIDE 

24 

40 

Owner  of  popular  job- 
search  Web  site 

VITESSE 

49X 

42 

Highly  regarded 
chipmaker 

WANG 

LABORATORIES 

'  Mar.  2 


28K       35       Acquisitions  are  fueling 
growth — at  last 


**Estimated  1998  earnings 


NM=  Not  meaningful 
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ings  gi'owth  has  accelerated 
to  over  30%. 

One  way  to  play  the  tech 
sector  is  to  fen'et  out  com- 
panies that  help  manufactur- 
er's improve  their  productivi- 
ty. Tom  Kippola,  a  Silicon 
Valley  consultant  and  co-au- 
thor of  The  Gorilla  Game,  a 
new  book  on  high-tech  in- 
vesting, admires  12  Technolo- 
gies and  Manugistics  Group, 
two  fast-growing  software 
makers  whose  programs  per- 
mit businesses  to  launch 
buikl-to-order  strategies.  Be- 
cause the  progTams  let  man- 
ufacturers save  on  warehouse 
constinction  and  inventories, 
they  can  break  even  on  their 
software  investments  in  as 
little  as  six  months,  Kippola 
figures.  If  you  prefer  bigger 


tal.  Another  plus  for  Mi- 
crosoft: It's  less  volatile  than, 
say,  Seagate.  In  the  past 
three  years,  Microsoft's 
biggest  decline  was  19%  in 
a  thi-ee-week  period  in  De- 
cember. For  a  technology 
stock,  that's  not  bad. 

If  you  don't  want  to  gam- 
ble on  a  high-risk  tech 
stock — which  includes  virtu- 
ally eveiy  offering — you  could 
stick  with  a  technology  mu- 
tual fund.  Even  the  best  of 
these  gyrate  wildly.  But  if 
you're  eager  to  own  a  piece 
of  the  latest  technology  boom, 
a  good  mutual  fund  or  a  well- 
diversified  gr-oup  of  tech 
stocks  will  make  sur'e  you 
don't  get  left  out. 

Geoffrey  Smith,  with 
Heather  Green 
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Personal  Business 


HAMMERING  OUT 
A  HOlJSmG  PLAY 


With  low  interest 
rates,  fat  paychecks, 
and  a  fast-approach- 
ing new-home  buying 

season,  good  times  just  keep 
rolling  for  the  nation's  home- 
builders.  Wliich 
raises  a  ques- 
tion: Is  there  a  way  for  in- 
vestors to  tap  residential  real 
estate's  persistent  strength? 
Yes,  but  not  the  way  you 
might  at  fii'st  think. 

You  probably  want  to 
steer  clear  of  homebuilders. 
Their  stocks  are  already  re- 
flecting the  terrific  times  the 
industiy  lias  enjoyed  over  tiie 
past  five  years.  The  gi'oup  is 
trading  at  nearly  21  times 
1998  estimated  earnings,  but 
expectations  of  profit  gTowth 
are  running  closer  to  16%, 
says  Vakie  Line.  A  gap  like 
that  is  a  warning  sign,  so  a 
better  way  to  invest  in  the 
housing  boom  may  be  to  buy 
savings-and-loan  stocks.  They 
still  trade  around  18  times 
earnings,  a  discount  to  esti- 
mates of  19%  for  profit 
gi'owth.  And  since  October, 
they've  sunk  1.2%,  vs.  a 
22.6%  gain  for  buiklers. 

Behinfl  the  poor  showing 


SMART  MONEY 


are  woiTies  over  liow  thrifts 
will  profit  when  mortgage 
rates  are  so  low.  Yet  some 
are  better  situated  to  handle 
that  challenge  than  others.  To 
figau'e  out  which  are  which, 
we  contacted  David  Ellison, 
star  portfolio  manager  of 
fbr's  Financial 
Services  and 
Small  Cap  Financial  funds 
(888  888-0025).  Financial  Ser- 
vices, which  invests  in  banks, 
thrifts,  insurers,  brokers,  and 
real  estate  investment  tnists, 
jumjied  47.7%  last  year,  wliile 
Small  Cap  Financial,  which 
emphasizes  banks,  tluifts.  and 
specialty  finance  companies 
with  market  values  below 
$200  million,  soared  58.1%. 
Ellison  is  more  notable  for 
his  11  years  at  Fideli- 
ty's  Select  Home  Fi- 
nance Fund.  It  gi'ew 
by  an  average  of 
21.5%  annually  on  his 
watch,  crushing  its 
peers  by  more  than 
five  percentage  points. 


gains,  Ellison  still 
finds  opportunities 
among  thrifts,  obsei-v- 
ing  that  mortgage 
lenders  have  kept  bad 
loans  in  check.  Ellison 


favors  stocks  that  are  trading 
at  low  multiples  to  expected 
earnings.  A  fair  range  now 
for  small-caps  is  14  to  15 
times  future  earnings,  and  a 
little  more  for  large-caps.  He 
also  screens  for  book  value — 
1.5  to  2  times  for  small-caps, 
a  bit  more  for  large-caps. 
Next,  he  picks  out  those  with 
experienced  management  that 
rely  on  a  stable  base  of  low- 
cost  deposits  to  fund  loans. 
And  "you  don't  want  institu- 
tions that  are  growing  too 
fast,"  he  says,  because  they 
may  be  relaxing  credit  stan- 
dards or  letting  costs  soar. 

Next,  we  turned  to  Tele- 
scan  (www.wallstreetcity.com), 
which  features  a  powerful 
search  engine  and  deej)  data- 
base, to  screen  for  thrift 
stocks  with  market  values  of 
$1  biUion  or  more  that  are 
trading  at  low  multiples  to 
book  and  to  estimates  of  1998 
earnings.  Fom-  names  popped 
out  that  appear  to  be  solid 
prospects  (table). 

Values  Among 
Mortgage  Lenders 


COMPANY 

STOCK 

RE 

PRICE-BOOK 

PRICE* 

RATIO** 

RATIO 

H.F.  AHMANSON 

61% 

15.3 

2.5 

ASTORIA  FINANCIAL 

56K 

16.5 

1.8 

GOLDEN  WEST  FINANCIAL 

88'/6 

13.3 

2,0 

WASHINGTON  FEDERAL 

m 

13.1 

2.0 

THRIFT  INDUSTRY  AVERAGE 

18.8 

1.6 

*Mar.  2     **Estimated  1998  earnings 
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GOING  UP 

]]uilders  aren't  the  best 
way  to  get  into  this  gam 

H.  F.  Ahmanson  is  bas 
in  Southern  Califomia,  wh 
continues  to  bounce  ba 
from  its  real  estate  depr 
sion  of  a  few  years  ago.  P. 
manson  has  branched  out 
Florida  and  Arizona,  amo 
other  places.  Its  fans  inch 
noted  gTowth-stock  inves 
Foster  Friess,  who  made 
the  No.  5  holding  of  $8.4 
lion  Brandywine  Fund. 
TIGHT  FOCUS.  Next  came 
toria  Financial.  It  has  staj 
closer  to  its  New  York  c 
gins,  most  recently  via 
purchase  of  Greater  N 
York  Savings  Bank.  It's  a 
eyeing  Long  Island  Banco 
What's  more,  Astoria, 
each  of  these  fom*  thiifts,  1 
stuck  to  its  knitting,  with  9 
of  its  loans  made  on  reside 
tial  real  estate. 

We  also  selected  Golc 
West  Financial,  based  in  0 
land,  Calif.  An  Ellison 
vorite,  it's  lam  by  Marion  ; 
Herbert  Sandler,  who  o 
nearly  19%  of  the  shar 
Other  big  owners  incli: 
VangnardAVindsor  Fund  £ 
Davis  New  York  Venti 
Fund,  whose  Christopl 
Davis  calls  it  "arguably  1 
best-managed  s&l  in  t 
country." 

Up  in  Seattle,  Washing! 
Federal      has  expanc 
throughout  the  Northwi 
and  has  outposts  in  Utah  £ 
Arizona.  A  slow  grower, 
enjoys  low  overhead  of  o 
about  half  the  industry  av 
age,  according  to  Standarc 
Poor's  (which,  like  busini 
™— ■  WEEK,  is  a  unit  of  1 
McGraw-Hill  Com] 
nies),  while  yieldi 
3%.    Acorn  Fun 
stock-picker,  Ral 
Wanger,  is  among 
fans.  As  with  any 
these  stocks,  ther 
no  guarantee  Wai 


up.  But  if  you're  lo 
ing  to  play  the  ho 
ing  industry's  boc 
thiifts  are  the  place 
be.       Robert  Bar, 
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SAS*  Software... #1  in  Decision  Support 


Data  Warehousing 


Data  Mining 


The  Worid  Wide  Weh 


/Dusrness  Intelligence 


More  than  3.5  million  decision 
makers  around  the  world  trusi 
SAS  software  to  deliver  reliable, 
timely,  and  consistent  information 
to  drive  their  businesses  lorward. 
No  wonder  Software  Magazine 
chose  SAS  Institute  as  the  Best 
Decision  Support  Tools  Company. 

Your  Free  Guide  to 
Today's  Hottest 
Business  Solutions 

"Visit  us  on  the  World  Wide  Web, 
or  give  us  a  call,  for  an  overview 
of  SAS  Institutes  award-winning 
strategies  lor  data  warehousing, 
data  mining,  multidimensional  data 
analysis  (OfAP),  Web  enablement, 
and  more.  Not  to  mention  our  new 
business  solutions  for  your  Imancial, 
human  resources,  and  IT  systems 
management  needs. 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.com      www.sas.com/solutions/  919.677.8200 


SAS  lb  d  registered  liademark  of  SAS  Inslilute  Irii.    Copyiiyhl  tr  1998  by  SAS  Inslilute  !nc 


Personal  Business 


READY  FOR  THAT  JOB 
ON  THE  STREET? 

With  plans  to  ^ 
hire   1,200  " 
new  brokers 
this 


year, 

PaineWebber  is 
desperately  look- 
ing foi'  more  people 
lil<e  Gina  Timl<:o.  For  15 
yeai's,  Timko  was  a  reg- 
istered pharmacist. 
Wlien  she  decided  to 
switch  careers  iii  hei' 
mid-80s,  she  conclud- 
ed that  being  a  secu- 
rities broker  was  a 
good   way   to  make 
more  money  and 
use    her  sales 
skills.  She  was  right.  To- 
day, at  age  40,  she  earns  a 
low  six-figiu'e  income  as  a 
PaineWebber  broker  in  St. 
Petersbm'g,  Fla. 

Not  long  ago,  the  securi- 
ties industry  recruited  bro- 
kei's  primaiTly  fi'om  the  ranks 
of  twentysomething  college 
grads.  But  as  Wall  Street's 
bull  mai-ket  continues  to  fire 
up  demand  for  financial  ser- 
vices, securities  houses  are 
seeking  out  more  matiu'e  peo- 
ple with  varied  professional 
backgrounds  to 
build  lasting  rela- 
tionships with  clients.  A  top 
pi'iority  is  hiring  more 
women  and  minorities  to  bet- 
ter reflect  the  industiy's 
changing  customer  base. 
CHANGING  IMAGE.  As  fiill-ser- 
vice  firms  branch  out,  the 
job  description  of  a  broker 
is  changing.  In  fact,  most 
firms  have  dropped  the  title 
"broker"  and  now  use  "fi- 
nancial consultant"  or  "in- 
vestment executive."  Anx- 
ious to  revei'se  the  image  of 
brokers  as  obnoxious,  overly 
aggressive  stock  jockeys,  se- 
curities houses  want  their 
representatives  to  emphasize 
full  service  so  cHents  don't 
switch  to  discounters  or  on- 
line brokerages.  The  new- 


they're  expected  to  pass 
three  or  foui'  licensing  exams 
on  the  first  try.  The  most 
critical  is  the  six-hour  Series 
7  exam,  which  tests  knowl- 
edge of  investments  and  in- 
dustry mles  and  regailations. 
On  top  of  studying  and  at- 
tending seminars, 
trainees  are  expected 
to  earn  their  keep  by 
bringing  in  commissions. 
But  the  really  hard 
work  of  building  a  cus- 
tomer base  begins  after 
the  training  period.  For 
the  first  five  years,  many 
brokers  work  60-hour 
weeks  and  spend  six 
to  seven  hours  a 
day  on  the  phone 
making  hundreds  of 
cold  calls.  "The  abil- 


Day,  editor  of  Ticker,  a  ti-a' 
publication  for  brokers.  1- 
deed,  50%  to  60%  of  all  i- 
cnaits  drop  out  within  thr; 
years. 

The  going  will  only  ,u 
tougher  if  the  stock  mai  l' 
ends  its  long  bull  ran.  Pre-^ 
ous  bear  markets  have 
suited  in  brokers — especi 
ly  inexperienced  ones 
fleeing  the  industry.  Wh 
less  money  flows  into 
mai'ket,  it's  harder  to  bulk 
client  base  and  genera 
commissions. 

If  you're  still  interested 
making  the  career  swit( 
your  fii'st  step  is  to  subr 
an  appHcation  at  a  lo( 
branch  office.  Most  fii-ms  ha 
Web  sites  listing  infonnati 
about  broker  jobs,  and  soi 


A  top  priority  is  hiring 
women  and  minorities  t 
reflect  the  customer  baj 


generation  brokers  must 
fully  understand  their  cus- 
tomers' financial  goals  and 
suggest  appropriate  invest- 
ments for  everything  from 
college  savings  to  retii'ement. 
^j^Q^l^^^^^g  That  may  mean 


selling  insurance 
and  mortgages  in  addition  to 
stocks,  bonds,  and  mutual 
funds. 

There's  no  shortage  of  ap- 
plicants for  broker  jobs.  In 
1997,  Salomon  Smith  Bamey 
received  70  applications  for 
every  one  it  accepted.  If 
you  make  the  cut,  you  can 
expect  to  earn  about 
.$50,000  in  your  first  year 
of  training  and  $70,000  the 
second.  More  established 
brokers  make  $120,000 
to  $160,000  a  year,  and 
top  performers  can  hit 
.$400,000.  But  getting  to 
those  lofty  levels  is  no  pic- 
nic. Recruits  face  a  giiiel- 
ing  training  program  of 
about  two  years,  in  which 


ity  to  accept  rejection 
and  ask  strangers  for 
money  is  not  an  easy  task," 
says  Merrill  Lynch  Vice- 
Chairman  Launny  Steffens, 
who  started  out  as  a  broker 
at  his  firm  more  than  35 
years  ago. 

New  brokers  also  have  to 
deal  with  salaiy  swings.  Com- 
pensation fluctuates  depend- 
ing on  monthly  commissions 
and  the  amount  of  new  as- 
sets a  broker  brings  into  the 
firm.  "For  people  who  need 
steady  paychecks,  being  a 
broker  should  not  be  a  ca- 
reer choice,"  warns  Jackie 

Boom  Time 
For  Brokers 


■91     '92     '93    '94     '95    '96  '97 
.  THOUSANDS  SEPT  30 

DATA  SECURITIES  INDUSTRY  ASSN 


even  will  allow  you  to  dow 
load  an  application.  But 
best  way  to  get  your  foot 
the  door  is  to  obtain  a  ref< 
ral  fi'om  an  employee  or  ev 
fi'om  youi'  broker.  Some  fin 
give  employees  a  finder's  i 
for  referrals.  PaineWebb 
pays  a  $500  bonus. 

During  the  two-  to  thrt 
month  interviewing  proce 
expect  a  brokerage  hou 
to  size  up  your  motivati 
level  and  ability  to  be 
self-starter.  Don't  be  si 
prised  if  you  have  to  tak€ 
personality  or  intelligen 
test.  Securities  firms  esj 
cially  like  applicants  wi 
a  sales  background 
anything  from  retaili 
to  real  estate. 

If  you're  leery  abc 
worldng  in  a  high-pressi 
sales  environment,  ano) 
er  option  is  to  get  a  job 
a  discount  brokei'  or  a  n 
tual  fiond.  You  won't  ma 
as  much  as  you  might  a 
full  service  brokera 
house.  But  at  least  y 
won't  have  to  tvdst  an 
for  money.  Adele  Malpt 
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It's  a  big  responsibility. 


National  Taking  care  of  your  teeth  is  a  tough  job.  We  should  know.  For  over  30  years,  3M  has  created 
'Award"^  innovative  dental  products  that  have  revolutionized  the  way  dentists  care  for  teeth.  It  is  this 
commitment  to  excellence  and  continuous  improvement  that  earned  3M  Dental  the  coveted 
^Winner  Malcolm  Baldrigc  National  Quality  Award.  Today,  virtually  every  dentist  in  the  country  uses  some  of 
[300  dental  products  3M  manufactures.  Products  that  reflect  the  3M  quality  you  expect.  So  brush,  floss  and  visit 
r  dentist  every  six  months.  Because  with  you,  your  dentist  and  3M  Dental  working 
;ther,  your  teeth  can  last  a  lifetime.  And  that's  something  we  can  all  smile  about. 


3M  Dental 


Personal  Business 


AHEM:  BE  KIND 
TO  YOUR  VOICE 

For  Gregg  Marano, 
yelling  is  part  of  tlie 
job.  A  foreign- 
currency  trad- 
er at  M.  W.  Marshall 
in    New    York,  he 
spends  his  days  shouting- 
orders  over  a  cacophony 
of  brokers  and  customers 
squawking  through 
speal-ceiphones.  Last  yeai', 
the  vocal  strain  got  to  be 
too  much.  Most  afternoons, 
Marano's  throat  was  so  sore 
he  could  hardly  talk.  "You 
don't  realize  you'i'e  abusing 
yoiu"  voice  until  it  starts  to 
go,"  he  says. 

Fortunately,  Marano,  like 
so  many  who  use  their  voic- 
es for  a  living,  was  able  to 
get  help.  He  went  to  Mt. 
Sinai  Medical  Center's  Grab- 
scheid  Voice  Center  in  New 
York  (www.mssm.edu/ent), 
one  of  about  a  dozen  clinics 
in  the  U.  S.  specializing  in 
voice  disorders.  There,  he 
had  sui"gery  to  I'emove  what 
was  essentially  a  callous  on 
his  vocal  cords.  He  also 
learned  techniques  to  pre- 
vent strain. 

Although  voice  centers  are 
known  for  treating  perform- 
ei's,  many  of  their  patients 
come  from  the  business 
world.  Tyi^ical  are  trial  attor- 
neys, CEOs,  and  even  politi- 
cians such  as  President  Clin- 
ton, who  is  pi'one  to 
hoarseness  from  allergies  and 


\  1^ 


too  much 
time  on  the  stump. 
The  widespread  use  of  cellu- 
lar phones  has  added  to  pa- 
tient rosters.  "What  used  to 
be  quiet  time  in  the  car  or 
on  the  subway  is  now  talk 
time,"  says  Dr.  Robert  Os- 
soff,  executive 
medical  director 
of  the  Vanderbilt  University 
Hospital  Voice  Center  in 
Nashville  (www.mc. 
vanderbilt.edu/health/ 
centers/voice.html).  The  re- 
sult of  all  that  nonstop  gab- 
bing is  a  raspy  voice  that  of- 
ten breaks  and  the  constant 
urge  to  clear  the  throat. 
THE  SCALPEL?  While  these 
symptoms  can  also  develop 
from  allergies,  infections,  or 
tumors,  they  are  most  often 
due  to  voice  abuse,  says  Dr. 
C.  Richard  Stasney,  director 
of  the  Texas  Voice  Center  in 
Houston.  During  speech,  air 
passing  through  the  larynx. 


HEALTH 


•  Schedule 
quiet  time 

•  Drink  8  to 
cups  of  water 
per  day — more  if 
on  a  plane 

•  Eat  small 
meals  that  aren't 
too  spicy 


For  Healthy  Pipes 

•  Avoid  caffeme,    •  Swim  and 
alcohol,  antihist-    practice  deep 

'■^q'  amines  breathmgto 

•  Leave  two 
hours  from  din- 
ner to  bedtime 


•  Don't  shout  or 
reach  for  an  out- 
of-range  pitch 


strengthen  respi- 
ratory muscles 

•  Maintain  good 
posture 

•  Stop  smoking 


or  voice  box, 
causes  your  vocal  cords  to 
flap  together  to  create  sound. 
Talking  too  much  or  incor- 
rectly can  inflame  the  vocal 
coi'ds  (also  known  as  vocal 
folds).  Severe  strain  can 
cause  bleeding 
and  blister-like 
nodules  that  in  extreme  situ- 
ations may  requii-e  corrective 
surgery.  In  most  cases, 
though,  the  problem  can  be 
rectified  by  behavioral  and 
vocal  therapies.  Costs  for  an 
initial  evaluation  I'ange  ft'om 
$195  to  $900,  and  are  covered 
by  many  health  insurance 
plans. 

Your  first  step  back  to  vo- 
cal health,  doctors  say,  is  to 
shut  up  now  and  then.  Sched- 
ule voice  recovery  time  by 
spacing  out  speaking  engage- 
ments and  alternating  phone 
calls  with  paperwork.  Also, 
drink  lots  of  water  because 
it  keeps  mucous  in  the  tlu-oat 
thin  and  emollient.  "Thin  mu- 
cous is  like  hand  lotion  for 
the  vocal  folds,"  Stasney  says. 

Avoid  dehydi'ating  sub- 
stances such  as  caffeine  and 
alcohol.  And  stay  away  from 
antihistamines  and  deconges- 
tants that  dry  out  mucous. 
Fatty  foods  and  daiiy  prod- 
ucts can  provoke  an  oversup- 
ply  of  mucous,  which  is  equal- 
ly problematic.  Smoking,  of 
course,  is  anathema. 


X 


Another  source  of  irn 
tion  is  gastrointestinal  refl 
This  occurs  when  stomj 
acid  backs  up  into  the  eso 
agus  and  creates  a  burn 
sensation.  If  the  acid  was' 
all  the  way  up  to  the  lary 
it  can  inflame  the  vocal  fc 
and  interfere  with  speech, 
combat  this,  doctors  ad\ 
eating  small  meals  t 
are  not  too  acidic 
spicy.  Leaving  at 
two  hours  betw( 
eating  and  bedti 
can  help.  And  ab^ 
all,  reduce  stress 
prime  cause  of  ref 
Learning  to 
your  voice  properlj 
key  to  keeping  it 
good  shape.  Dr.  P( 
Woo,  clinical  director  of 
Sinai's  voice  center,  says  b 
nesspeople  are  prone  to 
"Bogart/Bacall  syndron 
That's  a  tendency  to  re 
for  a  lower  pitch,  or  to  sh( 
to  sound  authoritative, 
don't  have  to  strain  y( 
voice  to  make  an  impress: 
But  to  create  a  sound  wo 
projecting,  you  need  pro 
breath  support.  Linda  C 
roll,  a  New  York  spe^ 
pathologist,  advises  swirmr 
and  breathing  exercises 
respu'atoiy  strength.  Post 
is  also  important.  "If 
sliunp  or  yoiu'  head  and  n 
stick  out,  it  creates  a  bot 
neck  for  the  passage  of  s 
she  says.  So,  to  avoid  v( 
gridlock,  straighten  up 
speak  right.     Kate  Muiq 

■  KEEPING  UP-TO-DATE. 

Do  you  need  to  convert 
buy,  or  lease  software  s 
your  computer  recog- 
nizes "00"  as  the  year 
2000  and  not  1900?  If  y( 
run  a  business,  the  Inte 
nal  Revenue  Service  wi 
let  you  deduct  most  sof 
ware  and  consulting 
expenses  incurred  begii 
ning  in  the  1997  tax  yet 
for  getting  PC  systems 
ready  for  the  millenniui 
says  Eileen  O'Connor  o 
accounting  firm  Grant 
Thornton. 
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esicJerice  Inr  by  Maffion, 


GREAT  MOMENTS  NEVER  SEEN  AT  THE  ICON  AWARDS 


"Wow. .  .Thank  you ..  .Wow. ..  uh ...  First.  I'd  like  to  thank  Herb,  who  designed  this 
router,  because,  without  it  there  would  have  been  no  ads.  It  helps  to  start  with 
a  great  product.  And  Al.  my  client...  the  best  client  ever. ..who  supported  this 
concept  when  nobody  in  the  focus  groups  got  it.  This  is  for  you  Al.  Ed,  the 
VP  of  Marketing,  who  fought  for  the  budget  even  when  the  IPO  fell  through  and 
engineers  were  being  laid  off  And  all  those  junior  Account  people. .  .you  were  always 
there,  /'m  forgetting  someone ..  .OH ..  .Tonn.  our  creative  director. .  .what  can 
I  say. ..When  things  got  dicey  he's  the  one  we  could  count  on  to  say,  "Screw  the 
budget.  Make  it  great."  And  of  course  the  Universal  Creative  Director. .  .you  know... 
up  there...  for  giving  me  this  talent  and  the  opportunity  to  work  in  the 
technology  area ..  .because  hey,  a  lot  of  talented  people  spend  their  lives  doing 
packaged  goods  and  never  have  the  chance  to  do  a  technology  ad... " 


COME  CELEBRATE  THE  BEST  OF  THE  TECHNOLOGY  INDUSTRY'S  ADVERTISING 
&  MARKETING  COMMUNICATIONS  AT  THE  1998  MC  ICON  AWARDS  DINNER 

THURSDAY,  APRIL  2,  1998,  THE  GIFTCENTER  PAVILION,  888  BRANNAN  STREET,  SAN  FRANCISCO.  CALIFORNIA 
Cocktails  at  6:15pm,  Dinner  and  Awards  at  7:15pm.  $100  per  person  /  $1,000  per  table  of  10 

GUEST  PRESENTER:  DON  MCMILLAN,  COMEDIAN 

Tlie  business  Wec>  $10,000  Best  oj  Show  Award  mII  be  given  to  ttie  judges'  choice  jor  overall  excellence  in  all  categories  of  Print,  broadcast.  Marketing  Services 
and  Multiiriedin.  Awards  created  by  the  editors  of  MC  and  produced  by  MC  Magazine,  the  leading  resource  for  technology  marketing  intelligence. 
For  further  information  or  to  reserve  tickets,  please  call  Alexandra  Scott-Hansen,  MC  at  (212)  536-6537 
or  log  on  for  tickets  at  www.marketingcomputers.com.  PLEASE  RSVP  BY  THURSDAY,  MARCH  I9TH. 

sponsored  by: 
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iDUCTION  INDEX 


tiange  from  last  week:  -0.1% 
hange  from  last  year:  5.5% 


eb.  June  Oct  Feb 

197  1997  1997  1998 

le  index  is  a  4-week  moving  average 

reduction  Index  declined  in  ttie  week  ended  Feb,  21.  the  fourth- 
:utive  drop.  Before  calculation  of  ttie  four-week  moving  average,  the 
fell  slightly  to  132.1,  from  132.2  m  the  previous  week.  In  the  latest 
the  index  was  dragged  down  by  declines  m  seasonally-adjusted  truck 
and  crude-oil  refinery  runs.  Production  of  steel,  autos,  electric  power, 
r,  and  rail-freight  traffic  posted  gams,  while  coal  output  was  unchanged 

uction  index  copyright  1998  by  The  McGraw-Hill  Companies 


DING  INDICATORS 


LATEST 
WEEK 

WEEK  YEARLY 
AGO      %  CHG 

K  PRICES  (2/27)  S&P  500 

1049.34 

1034.21  32.7 

ORATE  BOND  YIELD.  Aaa  (2/27) 

6.71% 

6.71%  -9.1 

STRIAL  MATERIALS  PRICES  (2/27) 

95.4 

95.4  -12.1 

Y  SUPPLY.  M2  (2/16)  billions 

$4,090.1  $4,082.9r  6.1 

\l  CLAIMS.  UNEMPLOYMENT  (2/21)  thous 

320 

310r  1.3 

GAGE  APPLICATIONS.  PURCHASE  (2/27) 

217,3 

250.8  16.6 

GAGE  APPLICATIONS.  REFINANCE  (2/27) 

1,526.1 

2,005.6  231.1 

es:  Standard  &  Poor's.  Moody's,  Journal  of  Commerce  (Index:  1990=100), 
Reserve.  Labor  Dept  .  Mortgage  Bankers  Assn   (Index   March  16,  1990=100) 

BREST  RATES 

RAL  FUNDS  (3/3) 

UTEST 
WEEK 

5,51% 

WEEK  YEAR 
AGO  AGO 

5.49%  5.16% 

lERCIAL  PAPER  (3/3)  3-month 

5.45 

5.45  5.46 

IFICATES  OF  DEPOSIT  (3/4)  3  month 

5.59 

5.56  5.43 

MORTGAGE  (2/27)  30-year 

7.22 

7.10  7.86 

STABLE  MORTGAGE  (2/27)  one  year 

5.76 

5.71  5.73 

E  (2'27) 

8.50 

8.50  8.25 

es:   Federal  Reserve.  HSH  Associates,  Bloombe 

g  Financial 

Markets 

PRODUCTION  INDICATORS 


STEEL  (2/28)  thous.  of  net  tons 

LATEST 
WEEK 

2,294 

WEEK 
AGO 

2,282# 

YEARLY 
%  CHG 

8.5 

AUTOS  (2/28)  units 

113,454 

121,685r# 

-14.7 

TRUCKS  (2/28)  units 

146,115 

140,426r# 

5.3 

ELECTRIC  POWER  (2/28)  millions  of  kilowatt-hrs 

61,327 

62,699# 

0.2 

CRUDE-OIL  REFINING  (2/28)  thous  of  bbl  /day 

13,847 

13,805# 

3.4 

COAL  (2/21)  thous.  of  net  tons 

22,663# 

22,423 

2.4 

LUMBER  (2/21)  millions  of  ft. 

481.8# 

479,9 

-3.4 

RAIL  FREIGHT  (2/21)  billions  of  ton-miles 

27. 4# 

27,6 

1.9 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Ai 
Institute,  American  Petroleum  Institute,  Energy  Dept. 
American  Railroads 

itomotive  Reports,  Edison  Electric 
WWPAi,  SFPA2.  Association  of 

PRICES  i 

GOLD  (3/4)  $/troy  oz. 

LATEST 
WEEK 

296.750 

WEEK 
AGO 

292,250 

YEARLY 
%  CHG 

-16.3 

STEEL  SCRAP  (2/24)  #1  heavy,  $/ton 

140.50 

140,50 

-3.8 

COPPER  (2/27)  c/lb. 

77.7 

78,0 

-33.6 

ALUMINUM  (2/27)  (z/ib 

68.8 

70,3 

-13.3 

COTTON  (2/27)  strict  low  middling  1-1/16  in.,  e/lb.  63.66 

62,89 

-10,8 

OIL  (3/3)  $/bbl. 

15.12 

15.01r 

-25,4 

CRB  FOODSTUFFS  (3/3)  1967=100 

221.71 

220.51 

-9.3 

CRB  RAW  INDUSTRIALS  (3/3)  1967=100 

302.85 

299.18 

-12.0 

Sources;  London  Wednesday  final  setting,  Chicago  market,  Metal. 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (3/4) 

LATEST 
WEEK 

126.75 

WEEK 
AGO 

128.65 

YEAR 
AGO 

121.43 

GERMAN  MARK  (3/4) 

1.82 

1,82 

1.71 

BRITISH  POUND  (3/4) 

1.65 

1,64 

1.61 

FRENCH  FRANC  (3/4) 

6.10 

6,09 

5.78 

ITALIAN  LIRA  (3/4) 

1790.7 

1793.5 

1703.8 

CANADIAN  DOLLAR  (3/4) 

1,42 

1.42 

1.37 

MEXICAN  PESO  (3/4) 

8,581 

8.573 

8.040 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/4) 

109,3 

109.6 

104.8 

Sources:  Major  tMew  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J,P,  Morgan, 


data  in  the  production  indicators  are  seasonally  adjusted  m  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
lent    l=Western  Vyood  Products  Assn        2=Southern  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


IICTIVITY  (REVISION) 

ay,  Mar.  10,  10:00  a.m. est >■  Fourth- 
:r  growth  in  productivity  in  the  non- 
.ector  is  expected  to  be  revised  dow/n- 
0  1.6%,  from  the  originally  reported 
f  2%.  The  adjustment  reflects  the 
;rading  to  the  quarter's  growth  in  real 
domestic  product,  to  3.9%  from 

IL  SALES 

iay.  Mar.  12,  8:30  a.m. est >  Retail 
are  expected  to  have  risen  0.4%  in 
ary,  after  edging  up  0.1%  in  January, 
on  the  median  forecast  of  economists 
'ed  by  Standard  &  Poor's  mms,  a  unit 
!  McGraw-Hill  Companies.  Excluding 


motor  vehicles,  sales  are  expected  to  have 
risen  also  by  0.4%,  following  January's 
0.5%  rise.  Weekly  survey  results  have  sug- 
gested fairly  strong  buying  activity  in  the 
month. 

IMPORT  AND  EXPORT  PRICES 

Thursday,  Mar.  12,  10  a.m.EST>-  Prices  of 
imported  goods  are  expected  to  have  fallen 
1%  in  February,  after  sharp  drops  of  1,3% 
in  January  and  0.9%  in  December.  Lower 
oil  prices  are  expected  to  have  pulled  down 
the  overall  index,  but  cheaper  Asian 
imports  likely  resulted  in  a  decline  in  non- 
petroleum  prices  as  well.  Export  prices  also 
declined  in  both  December  and  January, 
and  likely  dipped  again  in  February. 


PRODUCER  PRICE  INDEX 

Friday,  Mar.  13,  8:30  a.m. est>-  Producer 
prices  for  finished  goods  in  February  are 
expected  to  have  declined  by  0.2%,  following 
a  steep  drop  of  0.7%  in  January  that  was  led 
by  the  largest  drop  in  energy  prices  since 
1991.  Excluding  energy  and  food,  the  core 
index  IS  expected  to  have  edged  lower  by 
0.1%.  Through  January,  annual  wholesale 
inflation  was  -1.3%,  while  core  inflation  was 
zero. 

BUSINESS  INVENTORIES 

Friday,  Mar.  13,  8:30  a.m. est^  Manufactur- 
ers, wholesalers,  and  retailers  are  expected  to 
have  increased  their  inventories  by  0.4%  in 
January,  after  a  0.4%  rise  in  December. 


BUSINESS  WEEK  /  MARCH  16,  1998  123 


Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


I  1 

m 


Monday 

Larry  Samuel,  author  of  The 
Future  Ain't  What  It  Used  to 
Be,  fills  us  in  on  the  new 
cultural  trends  shaping 
today's  marketplace.  It's 
another  event  from  BW 
Enterprise,  especially  for 
small  business  and 
entrepreneurs.  Mar.  9 

8  p.m.  EST  in  the 

BW  Enterprise  Chat  Room 

Thursday 

Jump-start  your  1997  taxes 
with  the  help  of  tax  whiz — 
and  frequent  BW  Online 
guest — Jim  Vonachen  of 
Clifton  Gunderson  in  Denver. 
He  will  answer  any  and  all 
questions  well  ahead  of  the 
Apr.  15  deadline.  Mar.  12 

9  p.m.  EST  in  BW  Oniine's 
Conference  Room 


AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  eacti  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
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Editorials 


PRIVACY:  THE  KEY  TO  THE  NEW  ECONOMY 


Call  it  the  economics  of  privacy.  The  cost  of  privacy  vio- 
lation to  potential  economic  growth  is  rising  in  America. 
What  was  once  seen  as  a  threat  to  civil  society  is  now  a  cleai* 
and  present  danger  to  the  economic  health  of  the  country. 
Unless  privacy  is  protected  soon,  the  revolutionary  potential  of 
the  Internet  may  never  be  realized.  Commerce  could  be  stifled 
as  individuals  avoid  arenas,  virtual  and  real,  where  their  pri- 
vacy is  threatened.  The  invasion  of  privacy  may  turn  out  to  be 
the  greatest  menace  to  the  New  Economy. 

The  chilling  effect  of  the  loss  of  privacy  can  be  seen  in  Net 
avoidance.  In  a  new  business  WEEK/Harris  poll  of  adults, 
61%  not  online  say  they  stay  off  the  Net  because  they  feel 
personal  information  and  communications  are  not  protected 
(page  102).  The  same  doubts  keep  78%  of  Net  users  from  us- 
ing it  more  than  they  do.  Some  80%  of  people  who  have 
never  bought  anything  on  the  Net  say  they  haven't  because 
of  fears  that  their  credit-card  data  will  be  given  or  sold  to 
others.  Some  65%  of  those  who  do  buy  things  online  have  the 
same  concem.  By  a  vast  majority,  people  say  they  do  not 
want  to  give  out  financial  and  personal  information  to  ad- 
vertisers. They  are  refusing  to  register  on  Web  sites. 

People  don't  want  the  government  to  have  access  to  their 
personal  data,  either  Government  proposals  to  gain  possible 
"backdoor"  access  to  all  software  through  controlling  en- 
cryption is  yet  another  assault  on  privacy.  In  an  increasingly 
digitaUzed  world,  every  minute  fact,  every  transaction,  every 
communication  can  be  observed  and  tracked.  People  know  it 
and  feel  threatened. 

Privacy  is  being  taken  away  in  the  name  of  good  intentions. 
The  Net  is  a  new  medium,  and  companies  say  they  need 


information  on  people  to  target  their  products,  build  th 
business  models,  and  plan  their  marketing  campaigns.  T 
government,  in  turn,  justifies  its  attack  on  private  commu 
cations  in  the  name  of  combating  crime  and  terrorism.  Lo 
goals,  indeed.  But  the  long-term  cost  will  be  high. 

People  are  increasingly  wary  of  the  Net  at  precisely  t 
time  it  is  approaching  critical  mass.  The  advent  of  belo 
$1,000  personal  computers,  WebTV,  and  other  inexpensive 
tions  are  now  opening  the  Net  to  its  true  potential.  Wh 
the  Net  was  the  plaything  of  academics  and  the  Defer 
Dept.,  it  had  almost  no  connection  to  the  real  econor 
Now,  it  is  a  major  engine  for  gi'owth,  and  privacy  matters 
gi'eat  deal. 

Time  is  running  out  for  the  Net  community.  The  put 
does  not  tnast  its  promises  for  self-regulation  to  ensure  j 
vacy.  The  polls  show  that  people  don't  beheve  that  th( 
voluntary  standards  are  working.  Any  spot  check  of  ^ 
sites  shows  that  few  make  any  serious  effort  to  protect  j 
vacy.  It's  no  wonder  that  the  public  wants  the  government 
step  in  immediately  and  pass  laws  on  how  personal  inforn 
tion  can  be  collected  and  used.  Even  Silicon  Valley  liberta 
ans  who  believed  in  voluntary  standards  for  years  are 
longer  so  sm-e. 

As  the  economy  shifts  increasingly  fi"om  an  industrial  to 
information  base,  an  individual's  private  data  take  on  an  e^ 
nomic  utility  unknown  in  the  past.  So,  too,  does  a  perso 
economic  behavior  in  the  electronic  realm.  Future  gi'owth  < 
pends  on  the  security  of  that  data  and  the  comfort  level 
that  behavior  Both  civil  society  and  economic  gi-owth  depe 
increasingly  on  privacy. 


TECHIES  ARE  SHAKING  UP  POLITICS.  GOOD 


A brash  new  kind  of  New  Economy  politics,  different  in 
style  and  substance  from  the  political  games  played  by 
traditional  Cor-porate  America,  is  beginning  to  take  for™  in 
the  U.  S.  As  the  economic  center  of  gr-avity  shifts  to  Silicon 
Valley  and  as  the  clout  of  infbrTnation-based  companies  grows, 
the  nation's  political  agenda  is  beginning  to  change.  The 
Washington  Establishment  is  betting  it  vdll  tame  the  kids 
from  the  Valley.  Let's  hope  not. 

Valley  boys  (and  girls)  beheve  they  are  cr'eating  the  future 
and  that  anyone  who  questions  them  simply  doesn't  get  it.  So 
New  Economy  politics  is  infused  with  attitude,  a  mixture  of 
irrever-ence,  self-confidence,  and  elbows-out  combativeness. 
The  Valley  approach  is  situational.  Instead  of  primarily  rely- 
ing on  permanent  political  action  committees  or  lobbyists, 
they  tend  to  form  coalitions  around  specific  issues,  do  battle, 
and  then  disband.  It's  guer-rilla  warfare. 

The  issues  dear  to  the  Valley  cut  across  conventional  liberal 
and  conservative  Unes.  The  New  Economy  agenda  calls  for 


more  immigration,  but  of  highly  skilled,  technologically  lit 
ate  people.  Securities  reform  to  block  class  actions  is  imp 
tant,  since  they  threaten  initial  pubhc  offerings  and  stock 
tions.  Intellectual  property  is  a  biggie,  since  this  is  the  capi 
that  Silicon  Valley  thrives  on.  Blocking  taxation  of  Inten 
commerce  is  a  major  issue,  for  obvious  r'easons.  And  keepi 
the  government  out  of  encryption  is  good  for  exports — and 
privacy.  On  antitrxist,  the  New  Economy  folks  split  betw( 
pr-o-Microsoft  and  those  crying  "monopoly." 

The  New  Economy  has  grown  so  fast  that  it  must  now 
teract  with  the  rest  of  American  society.  The  policy  confli 
now  appearing  are  harbinger's  of  things  to  come.  We  think 
Valley  boys  could  use  a  bit  more  polish  and  just  a  dash  of 
spect  when  they  go  to  Washington.  America  loves  a  maveri 
but  not  one  who's  above  the  law.  If  the  fresh-faced  N 
Economy  folks  can  ride  out  of  the  West  and  r-ustle  Washiif- 
ton  out  of  its  entr'enched,  and  money-soaked,  ways,  the  con- 
try  will  be  theirs. 
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Before  you  dive 
digitdl  copiers, 
re-introduce  the  art 


headfirst  into 
Lue'd  lil<e  to 
of  thinl<ing  ahead. 


When  investing  in  a  digital  copier/printer,  a  little 


forethought  can  go  a  long  way.  Before  taking  the  plunge, 


consider  this:  many  digital  copiers  are  painfully  slow,  non- 


networkable  and  require  an  advanced  degree  to  operate. 


Now  consider  the  Oce  3165  digital  copier/printer. 


It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 


with  any  PC  on  virtually  any  network,  maximizing 


your  productivity  by  letting  you  print,  copy,  and  collate 


right  from  your  desk.  And  with  Oce  Image  Logic, 


high-quality  images,  graphs  and  text  are  achieved 


without  endless  adjustments. 


Invest  in  the  smarter,  faster,  more 


productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering. 


"In  hindsight  we  should  have  gone  with  Oce." 


The  Oce  3165  digital  copier/printer  can 
be  linked  to  ycjur  computer  network  this  very 
minute  or  the  minute  you're  readv. 


Sharpen  your  digital  acumen  with  your  free  Digital 
Copier  Buyer's  Guide.  Call  1-888-462-3872,  ext.  143. 
For  general  copier  enlightenment,  visit  www.oceusa.com 
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The  (ill-iicw  Dod^c  Inlrcpid  is 
sicvkci:  sDioolher  ciiul  vvc}! 
slii^litly  low  er  limn  llic  first 


Intrepid,  so  where  in  the  world 
did  we  find  more  iisenhle  spaee 
Win;  in  exherspoee  oj  eoiirse. 
Despite  the  new  Intrepid 's  slip- 
perier shape,  our  proprietary 
desi^i^n  and  asseinhly  software 
eitahled  a  slii^ht  increase  in 
eahin  spaee  and  a  eonsiderahle 


increase  in  trunk  space.  And 
that's  in  conipcnison  to  an 
aitloniohile  acclaimed  for  its 
spaciousness.  By  iiddiiii^  a 
ftildin.i;  60/40  split  backseat  on 
Intrepid  liS,  we  were  able  to 
Liccominodate  pass-throii^i^h 
storage  for  Ion;..;  items,  making 
that  useable  space  more  use- 
able. We  even  found  enony,h 


space  to  give  Intrepid  a  larger 
glow  bo.x. 
Of  course  more  space  wasn't 
all  we  found  in  cyberspace. 
The  new  Inttrpid  seats  provide 
enhanced  lateral  ami  lumbar 
support  with  inc  reased  com  fort. 
The  ergonoim'cally  correct 
instrument  panel  is  as  sleek  as 
the  exterior  with  integrated 
center  console  aitd  soft-touch 
surfaces.  The  horn,  of  course,  is 
right  in  the  center  of  the  steering 
wheel,  where  it  belongs.  Even 
our  most  powerful  coniputers 
couldu  't  find  a  better  location 
than  that. 
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Up  Front 


EDITED  BY  ROBERT  McNATT  &  LARRY  LIGHT 


REVOLVING  DOOR 


irS  CUSTOMIZED  INTELLIGENCE,  NOT  SPYING 


WORRIED    ABOUT  BUSINP:SS 

prospects  in  Indonesia  or 
Brazil?  You're  not  alone.  But 
three  former  Clinton  Admin- 
istration insiders  will  help 
you  figure  it  out — 
for  a  fee. 

The  three  ex-ofli- 
cials  have  formed 
Newmarket  Co.  It 
offers  advisory  and 
customized  informa- 
tion services  on  22 
emerging  markets. 
It  also  sells  data  on 
economic  and  politi- 
cal  trends  to  institutional  in- 
vestors and  big  companies. 

Anthony  Lake,  a  former 
national  security  adviser,  is 
chairman.  Also  on  board:  for- 
mer CIA  chief  Jolin  Deutch  as 
chairman  of  its  advisory 
board.  The  third  man  on  the 


LAKE:  Focusmg 


team  is  President  David 
Rothkopf.  He  promoted 
emerging  markets  while 
working  at  the  Commerce 
Dept.  and  predicted  last  year 
that  some  were 
overheating.  His 
prescience  has  at- 
tracted clients.  And 
although  ex-spymas- 
ter  Deutch  is 
aboard,  Rothkopf 
says  he  doubts  any 
former  spooks  will 
be  on  the  payroll. 
Newmarket  al- 
ready has  boosters.  Michael 
Conelius,  manager  of  the  T. 
Rowe  Price  Emerging  Mar- 
kets Bond  Fund,  says  the 
fu-m  comes  along  at  the  right 
time  because  of  the  deaith  of 
reliable  data  about  these 
markets.  Stmt  Crock 


fiXtS 


PAY  TO  THE  OBDEBOF: 

B  C  KODEOTS  JR 


SLUGFESTS 

REACH  OUT 

AND  PAY  SOMEONE 

THE   TRUCE   IN   THE  PHONE 

wars  has  broken  down,  and 
there's  nowhere  to  hide.  Mci 
Communications  is  accusing 
arcln-ival  at&t  of  flooding  the 
market  with  checks  to  attract 
new  customers,  despite  its  as- 
sertions that  it's  curtailing 
the  practice.  The  idea  behind 
the  checks,  which  typically 
run  $50  to  $100,  is  simple: 
Cash  one,  and  your  long-dis- 
tance provider  is  AT&T. 

MCI  estimates  at&t  sent 
out  checks  worth  $868  million 
in  Januaiy,  up  from  $70  mil- 


0«I  OWIW  »  04rt  •«<<  »^  * 

\  $80  00 


lion  a  month  in  fourth-quar- 
ter '97.  "AT&T  continues  to  pay 
customers  to  switch  earners, 
even  though  it  says  publicly 
that  the  tactic  is  misguided," 
says  an  MCI  spokesman. 

Both  companies  agi'ee  the 
number  of  checks  sent  out  by 
AT&T  in  January  has  fallen 
since  Januaiy,  1997.  But  mci 
says  the  value  of  those  checks 
rose,  because  the  average 
check  increased  by  71%,  to 
$72.  AT&T  would  not  comment 
on  the  checks'  value. 

AT&T  even  wooed  mci 
Chairman  Bert  Roberts  with 
an  $80  check  in  Januaiy,  $8 
more  than  average.  It 
wasn't  enough  to  make  him 
switch.  Peter  Elstrom 


TALK  SHOW  uit  s  time  to  show  his  cards. 55  — SenateMan 
ity  Leader  Trent  Lott  ( R-Miss.),  Mar.  7,  on  Kenneth  Starr's  progress 

UHe  can't  complete  the  work  as  long  as  he  is  dealing  with 
stonewalling. "  — Lott,  Mar.  9,  after  a  Republican  uprc 

WEATHER  WATCH 


IF  IT  RAINS, 

ARE  YOU  COVERED? 

RAIN  INSURANCE  MAY  SEEM  A 

quirky  idea  in  most  places. 
Not  in  California,  where  tor- 
rential rains  have  prompted  a 
scramble  for  rain  insurance. 
For  insui'ers,  if  not  for  any- 
one else,  there's  a  golden  lin- 
ing in  El  Nifio's  stonn  clouds. 

For  years,  rain  insm'ance 
(not  for  flooding,  mind  you) 
has  covered  washouts  at 
movie  shoots,  outdoor  con- 
certs, and  the  like.  Premiums 
were  estimated  at  $15  million 
in  1997.  Now,  the  El  Nino 
storms  have  prompted  big 
players  hke  Cigna  and  aig 
to  introduce  products  that  of- 
fer businesses  weather  and 
damage  risk  protection.  Good 
Weather,  a  Salem  (Mass.) 
agency,  says  it  sold  1,000 
storm  policies  for  Reliance 
National  and  Lloyd's  of  Lon- 


SINGING:  Insurers  like  rai 

don  last  year,  43%  more  th 
in  '96.  Rain  damage  total 
$81  million  in  California 
January  and  February.  B 
insurers  are  sanguine.  "H 
torically  it's  been  a  profita 
business."  says  Sal  Nocife 
a  Reliance  exec.  As  mo 
businesses  sign  up,  clain 
paying  insurers  may 
even  happier  after  the  sts 
dries  out.      Susan  Jacks 


REALITY  BYTES 


KEEP  YOUR  DIGITS  OFF  THAT  AD! 


IMITATION   MAY   BE  HIGH 

flattery,  but  in  the  technolo- 
gy business  it  can  also  be 
worth  a  lawsuit.  Digital 
Equipment  took  offense 
in  February 
when  archrival 
Hewlett-Packard 
mimicked  the 
style  of  its  print 
ads,  which  in- 
clude lettering  on 
a  red-brick  back- 
ground. In  the 
parody,  it  asked 
Digital  customers 
a  distinctly  un- 
flattering ques- 
tion: "Woraed?" 

Those  HP  ads   

came  after  Compaq's  $9.6  bil- 
Uon  bid  to  acquu-e  Digital  and 
fanned  fears  that  Compaq 
would  not  provide  adequate 
support  for  Digital's  cus- 
tomers. Digital  tlu'eatened  to 
sue,  claiming  that  the 
"bricks"  are  part  of  its  logo 


— and  HP  pulled  the  ai 
Digital  and  Compaq  ret; 
ated  with  a  co-branded  ac 
even  though  their-  merger 
finalized — in  several  busin^ 
})ublications. 


1 


Digita 


ad  doesn't 
hp's  name, 
features 
word  "Quasi 
and  seeks 
dismiss  "rum( 
about  the 
ture  of  Digi 
technologies." 

But  like  \ 
Hatfields  and 
McCoys,  t 
companies 

  still  at  it.  HP  n 

plans  mid-March  ads  offer 
Digital  customers  up  to  3. 
of  the  original  purchase  pr 
if  they  tr-ade  in  their  comp 
er-s  for-  hp's.  Techies  may 
cer-ebral,  but  when  it  con 
to  their  ads,  they  can 
nasty  too.  Paul  Jiu 
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Up  Front 


VACATION  NATION 

ROCKING 
DISNEY'S  BOAT 


E.T.  IS  i'L'itim;  the  squeeze 
on  Mickey  Mouse  when  it 
comes  to  Florida  vacations. 
Walt  Disney  has  big  plans  to 
enter  the  ciuise  business.  But 
delays  in  the  delivery  of  its 
new  cruise  ship  have  moved 
its  maiden  voyage  back  to  the 
end  of  July.  As  a  result,  movie 
and  theme  park  rival  Univer- 
sal Studios,  producers  of  E.  T., 
is  seeing  an  upswing  in  those 
choosing  its  vacation  packages. 

Universal's  vacations  tie  a 
stay  at  its  theme  park  in  Or- 
lando, or  thi'ee  others  in  the 
area,  with  a  cruise  on  the 
CaiTiival  line.  They  ai"e  similar 


to  what  Disney  offers — a 
cruise  and  a  stay  at  Disney 
World.  Don  Gleason,  president 
of  Univereal  Ti-avel,  says  busi- 
ness is  up  because  of  the  ship 
problems  at  Dis- 
ney. "Bookings 
have  been  very 
strong,"  he  says. 
"We  definitely 
have  seen  the 
activity  pick  up." 

Disney,  mean- 
while, is  work- 
ing to  please 
disgruntled  pas- 
sengers,  who 
can  get  a  full  refund  or  re- 
book  at  a  discount.  Disney 
now  insists  that  the  inaugur- 
al July  30  sailing  is  "300% 
guaranteed."  Still,  the  three- 
month  delay  hurts  Disney  all 
the  more  because  the  cruise 
business  is  booming.  Says  one 
travel  agent:  Bookings  every- 
where are  "definitely  up"  be- 
cause customers  want  the 
"Titanic  experience."  Pre- 
sumably, that  means  just  the 
romance.        Dennis  Blank 


BOOKED: 

Carnival 
cruise  ship 


HONCHOS 

A  FRIEND  OF  BILL-GATES,  THAT  IS 

there's  nothing  that 
Janet  Reno,  school- 
marm  to  Corporate 
America,  would  like 
better  than  to  rap 
Bill  Gates's  monopo- 
Hst  knuckles.  But  Mi 
crosoft's  bad  boy  has  found 
a  friend  in  the  rough-and 
tumble  capital  schoolyai'd. 

His  new  bud  is  none  other 
than  House  Majority  Leader 
Dick  AiTney.  A  former  college 
economics  pi-ofessor  with  a 
fondness  for  cowboy  boots  and 
ties  bearing  Adam  Smith's  im- 
age, Ar-mey  is  a  fierce  fi-ee- 
market  advocate,  and  Gates 
is  one  of  his  capitalist  heroes. 

Armey  finally  met  his  high- 
ness of  high  tech  in  February 
during  a  West  Coast  political 
swing.  He  came  away  fi-om 
the  session  with  a  coveted 
souvenir:  an  autographed  copy 
of  Bill  Gates's  book.  Ever  vig- 
ilant   about  congressional 


COMRADES:  Armey,  Gates 

ethics,  Armey  quickly  noted 
that  the  present  was  "permis- 
sible under  [House]  gift  rxiles." 

Ar-mey  would  be  a  useful 
fi-iend  for  Gates  to  cultivate. 
As  majority  leader,  he  dir-ects 
the  day-to-day  legislative  cal- 
endar of  the  House  of  Repr-e- 
sentatives  and  is  a  possible 
successor  to  House  Speaker 
Newt  Gingrich.  On  the  other 
hand.  Gates  has  a  little  juice 
with  the  Ar-mey  family: 
Ai-mey's  stepson,  Scott  Oxe- 
dine,  works  in  Dallas — for  Mi- 
crosoft. Ricliard  S.  Dunlmm 


DRAWN  &  QUARTERED 


SPORTS  BIZ 


ARABIAN  HORSES  FINISH  OUT  OF  THE  MONEY 


IT  WAS  supposed  TO  BE  THE 

auction  that  spurred  Ai-abian 
horse  racing  to  keep  pace 
with  its  glamor-ous  Thor- 
oughbred counter-pai-t.  Alas, 
it  wasn't  to  be. 
On  Mar.  7,  27 
offspring  ol' 
Arabian  champ 
Wiking  went  on 
the  block  in 
Ocala,  Fla.  But 
only  nine  found 
new  owners. 

That  was  a 
major  disappointment  for  the 
industr-y,  which  has  1,000  rac- 
ing horses  in  the  U.  S.  Purses 
for-  Ar-ab  racers  totaled  only 
$4.5  million  in  1997,  hor-se  feed 
compar-ed  with  the  hunch-eds 
of  millions  pulled  in  by  Thor-- 
oughbreds.  But  as  the  num- 


ber of  Thor-oughbred  races  h 
fallen,  Arabian  racing  h 
gr-own  as  a  cheaper  alter-n 
five  for  racehorse  owners. 
So  why  did  the  auctid 
net  only 
feeble  $201. do 
A  spokeswom; 
for  Town 
Country  Fai-ii 
Wiking's  stab, 
>aid  there  we 


so  many  g(  )i 
horses,  bu\e 
could  afford  ^ 


Hctwii  bust 


pick  and  choose.  "Even  if: 
lot  didn't  sell,"  she  adds,  i 
only  because  the  ownei 
thought  they  could  sell  thei 
and  make  more  money."  R 
Arabians  have  a  way  to  ]> 
before  they  land  in  the  w  i 
ner-'s  cir-cle.      Nathan  Est  * 


THE  BIG  PICTURE 


SWEETER  SEVERANCE 

Severance  is  more 
generous  lately. 
That's  good  news 
for  downsize  victims 
who  continue  to 
proliferate  as  com- 
panies cut  costs. 
In  prosperous  times, 
employers  can 
afford  the  extra 
money. 

DATA:  CHALLENGER,  GRAY  &  CHRISTMAS 


FOOTNOTES  Companies  that  use  the  Internet  to  recruit  candidates:  1995,  0%;  1996,  26%;  1997,  37% 
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an's  leading  telecom  provider  —  NTT  —  has  been  connecting  people  and  businesses  with  cutting- 
le  services  (or  over  1 00  years.  Today,  our  Global  Systems  Integration  Services  provide  failsafe  solutions 
end-to-end  corporate  connections  around  the  planet.  And  our  Arcstar  Global  Communications 
^ices  unite  major  cities  across  the  U.S.,  Europe  and  Asia  with  high-speed  infocommunication 

 ^  highways.  As  we  continue  to  branch  info  new  areas,  one  principle  is  certain  to 

res  tar        endure:  we're  here  to  bring  people  together,  now  and  for  generations  to  come. 


ZEE 


® 

NTT 


nore  information  on  how  NTT  can  connect  you,  call  1 -800  4  NTT  USA,  or  visit  our  website:  hittp://www.nttinfo,ntt,co,jp       »ippo»  telegfiaph  and  telephone  corporation 


it 


The  next 
communications 


ion 


won ' t  take  pTace 

on  the  internet 


Every  day  1.1  million  hours  are  wasted  in  traffic  delays  alone.  Doing  business  on  the  road  can 
be  a  logistical  nightmare. 

Imagine  what  it  would  mean  to  America's  productivity  if  our  mobile  workforce  could  make  use 
of  these  lost  hours.  What  if  they  had  real-time  intelligence?  The  ability  to  retrieve  and  send 
vital  information  from  their  vehicles  about  customer  payments,  vehicle  location,  and  delivery 
schedules.  What  if  they  had  the  Driver  Logistics'"  System  from  Geotek? 

Geotek  enables  drivers  to  respond  faster,  achieve  more,  and  provide  a  new  level  of  customer 
service.  With  advanced  software  and  vehicle-based  intelligence,  Geotek  creates  workpower 
solutions  that  redefine  mobile  productivity  Solutions  that  are  making  companies  like 
AIRBORNE  EXPRESS  virtually  unstoppable.  Geotek".  WorkPower  for  the  road." 


3-2GEOTEK 


www.geotek.com 
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TRIPPING  TOWARD 
THE  NEW  MILLENNIUM 


America's  Community  Bankers  and 
the  2,000  progressive  banks  we  repre- 
sent ai"e  fully  engaged  in  addi'essing  the 
Year  2000  issues  ("Zap!  How  the  Year. 
2000  bug  will  huit  the  economy,"  Cover 
Stoiy,  Mai'.  2).  The  progi-ams  consumers 
care  about  most — transaction  process- 
ing, ATM  systems,  and  account  state- 
ments— will  be  tested,  revised,  and  in 
operation  by  yeai-end  1998  and  tlu'ough- 
out  1999. 

The  acb's  recent  sui'vey  of  its  own 
membership  reflects  that  the  vast  ma- 
jority of  community  institutions  are  de- 
voting substantial  resoui'ces  to  resolving 
Y2K  issues.  All  banks  must  be  prepared 
for  the  next  century.  That's  why  our 
industry  took  the  imusual  step  of  lu'ging 
Congress  to  gi-ant  the  Office  of  Thrift 
Supervision  expanded  authority  for  Y2K 
issues.  It's  not  often  that  a  business 
seeks  more  supervision,  but  we  believe 
that  pnident  preventive  measures,  in- 


CORRECTIONS  &  CLARIFICATIONS 

"AOL:  The  right  kind  of  busy  signals,"  (New? 
Analysis  &  Commentary,  Feb.  23)  misname 
Boston's  FamilyEducation  Network. 


BusinessWeek 


How  The  f 
Year  2000  Bug 
Will  Hurt  The 
Economy  if  "^"^ 

than  you 
think) 


CONTINENTAL  CRISIS 

"I  am  convinced 
that  Europe  should 
postpone  the  Euro  for 
at  least  two  years,  if 
just  on  the  basis  of  the 
Year  2000  problem." 

—  Jmiathan  Thaler.  Neic  York 


I  deal  with  software  systems  us| 
by  corjjorations.  Thus  I  was  horrififli 
to  learn  that  there  are  so  many  prc| 
lems  in  so-called  embedded  systemsst 
those  control  systems  in  which  softwtji 
is  loaded  into  computer  chips  at  t| 
time  of  their  manufacture.  Embeddi 
systems  are  at  the  heart  of  most  mc; 
ern  industrial  control  systems,  inclir 
ing  those  of  the  nation's  power  gr„. 
The  most  fiightening  part  of  the  artiife 
was  the  quote  from  Charlie  Siebenth4 
who  said  it  will  be  six  months  befci 
the  power  industry  knows  the  extet 
of  the  problem. 

This  means  that  electrical  utilit:8 
will  have  less  than  18  months  to  fix  te 
problems  they  find — which  is  cuttingt 
way  too  close.  I  keep  hs 
ing  nightmares  about  wit 
it  will  be  Hke  in  Bostci, 
Chicago,  or  Minneapos 
during  January  in  2000.f 
there  is  no  power.  Peojs 
may  die  because  of  tls 
glitch  and  our  Industrie 
inadequate  response  to  ifi 
Bob  HermaSi 
West  Chester,  li 


cluding  additional  supervision,  will  en- 
sure that  community  banks  and  their 
customers  will  not  be  bitten  by  the  yeai' 
2000  bug. 

Paul  A.  Schosberg 
President 

America's  CoiTimunity  Bankers 
Washington 

I  am  a  softwar'e  professional  who  has 
been  awai'e  of  this  problem  for  ahnost  10 
years.  It  is  fascinating  to  watch  how  the 
conventional  wisdom  is  slowly  changing. 
Each  article  I  read  is  becoming  less  op- 
timistic, more  realistic. 


After  reading  "Zap!,'| 
am  convinced  that  Europe  should  poi- 
pone  the  eui"o  for  at  least  two  years! 
just  on  the  basis  of  the  Y2K  proble^ 
There  is  substantial  doubt  suiroundijj 
the  euro  anyway:  The  Y2K  problem* 
more  important  for  Eui'ope  to  deal  wfc 
first.  All  countries  are  far  too  inter* 
pendent  on  Eiu-opean  computer  systes 
to  risk  lack  of  readiness  for  Jan.  1,  20i 
Furthermore,  the  world's  financi^ 
service  companies  will  also  have  to  f 
locate  programmer  resources  to  difl 
with  the  euro,  taking  away  from  thr 
own  Y2K  issues.  Y2K  could  indeed  wi|3 
up  being  the  factor  that  tips  the  hh- 
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on  European  Monetary  Union. 

Jonathan  Thaler 
New  York 

e  Y2K  problem  is  much  more  seri- 
han  even  the  alarmists  are  aware. 
72,  the  hospital  I  worked  for  mis- 
Jy  sent  out  more  than  10,000  med- 
)ills  threatening  immediate  legal 
1  if  not  paid.  I  was  the  accounts-re- 
ble  supervisor  at  the  time  and 
I  the  error  was  caused  by  a  com- 
•  program  that  thought  the  date 
)1/01/1900. 

0  sitting  Supreme  Couit  Justices, 
•etired  Justice,  Attorney  General 
Mitchell's  maid,  Bobby  Kennedy's 
hter,  members  of  Congress,  and 
rous  other  dignitaries  were  tlireat- 
with  civil  suits.  Patients  couldn't 
he  phones  because  of  the  cmsh  of 
incoming  calls.  The  phone  company 
itened  to  sue  the  hospital  and 
ed  the  phone  system  in  one  quad- 
of  the  District  of  Columbia  was 
ely  affected. 

is  mistake  will  happen  1,000  times 
around  the  world  in  the  year  2000 
otII  probably  bring  "modern  life" 
grinding  halt  for  a  few  weeks.  Con- 
to  sound  the  alarm,  paiticulai'ly  in 
editions  in  other  countries. 

John  Gochenouer 
Andreas  School  of  Business 
Bany  University 
Miami  Shores,  Fla. 

;  MILKEN 

NO  SAINT  

ul  Craig  Roberts  has  canonized  the 
g  capitahst  saint  in  "Who  did  more 
mankind,  Mother  Teresa  or  Mike 
m?"  (Economic  View]3oint,  Mar.  2). 
le  is  in  a  long  line  of  apologists  for 
nachinations  of  Michael  R.  Milken, 
dea  appears  to  be  that  we  should 
)rget  the  blessings  bestowed  on  the 
imy  by  Milken  through  the  channel 
;  junk-bond  market, 
is  makes  little  sense.  Milken  mere- 
ived  funds  from  one  use  to  another, 
lake  a  lasting  positive  impact  on 
conomy,  his  operation  would  have 
:o  raise  the  level  of  savings  and 
tment,  increase  technological  ad- 
j,  or  channel  funds  from  low-pro- 
vity  to  high-productivity  uses, 
ere  is  no  indication  that  any  of 
occuiTed.  Careful  studies  of  junk- 
financings  during  these  years  do 
how  that  the  recipient  fii-ms  had 
i-average  productivity  gi-owth.  And 
inly  there  is  nothing  in  the  macro 
to  indicate  that  any  of  the  three 
tions  manifested  themselves  in  the 

Arnold  Pearlman 
Sandy  Hook,  Conn. 


Materialistically  speaking,  I  suppose 
Milken  did  more  hr  mankind  than  Moth- 
er Teresa,  but  Roberts  must  be  aware 
that  there  is  more  to  life  than  material- 
ism. It  is  a  dismal  view  of  the  world 
that  accounts  for  no  more  than  money. 

It  is  also  imnecessai-y  to  imply  that 
anyone  who  criticizes  capitalism  is  an 
ideologue  who  refuses  to  "give  up  com- 
munism." Capitalism  has  many  fine  at- 
tributes, but  social  justice  is  not  high  on 
the  list.  It  is  appropriate  to  observe  that 
and  to  think  about  what  can  be  done  to 


ameliorate  capitalism's  shortcomings. 

Daniel  M.  Wamer 
Bellingham,  Wash. 

The  "greed"  Paul  Craig  Roberts 
would  posit  as  a  virtue  is  to  be  found  in 
all  those  who  ignore  the  responsibility 
that  freedom  requires.  Jesse  James,  Al 
Capone,  and  others  exercised  economic 
freedom  in  their  markets.  They  "earned" 
the  rewards  of  "merit,  ability,  luck,  and 
success."  They  were  also  felons. 

That  is  no  problem  for  those  who 
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more  accommodating  as  are  a  visual  delight  fm 
w  ell,  with  even  more  onlookers,  its  low  hooc 

useable  space  than  the       and  large  windshield  c  ■ 
previous  Intrepid.  a  visual  delight  for  dm.) 

What's  more,  this  Intrepid     who  appreciate  a  gooc 
Intrepid  slipperier     is  structurally  superior  view  of  the  road. 

snu>other  and  sleeker  Yet  by     Torsional  stiffness  has  been 
exploring  literally  millions       increased  by  a  full  37%, 
changed  everxthing.  Again.     of  design  alternatives  in  yielding  a  quiet,  athletically 

Even  our  acclaimed  cab-    our  digital  design  system,        agile  car  And  while 
forward  design.  We  nuule        we  were  able  to  make  it  Intrepid' s  sleek  new  lines 


For  the  all- 
new  Dodge  Intrepid,  we 


Dodge  Intrepid:  It's 
what  happens  when  yc 
take  cab-forward  desi 
and  stretch  it  all  the  w 
to  the  ne.xt  century. 


his  take 


as 


Readers  Report 


equate  freedom  with  greed  and  make 
economic  capitalism  into  a  mortal  absolute. 
[But]  such  a  hyj)othesis  is  so  foreign  to 
the  American  value  system  as  to  guai"- 
antee  its  ultimate  rejection.  "Absolute 
freedom"  is  not  moral;  only  "responsible 
freedom"  is.  I  am  free  as  long  as  I  do 
not  exploit  my  neighbors'  rights.  That 
is  not  commimism;  it  is  the  foundation  of 
American  constitutional  government. 

James  Schulte 
New  Berlin,  Wis. 

INSULT  AND  BRAVADO'  WON'T 
ALTER  AN  ANALYST'S  FACTS 

Here's  what's  important  about 
"Qwest:  One  analyst  doesn't  spoU  a  good 
year,"  (Readers  Report,  Mar  9).  Please 
notice  that  ceo  Joseph  R  Nacchio  did 
not  challenge  a  single  statistic  that  Gene 
G.  Mai'cial  included  in  "Pick  up  tliis  call. 
Hang  up  that  one"  (Inside  Wall  Street, 
Feb.  23).  He  couldn't  because  the  facts 
were  con-ect.  That  left  him  with  only  in- 
sult and  bravado. 

Analysts  can  laud  a  management  if 
then-  employers  are  also  the  company's 
investment  bankers.  But  there  is  a  vast 
difference  between  prepaid  "hype"  and 
true  analysis.  And  Nacchio's  inflated 
stock  is  critical  to  Ms  ability  to  do  deals 
like  the  one  announced  on  Mar.  9  to  ac- 
quire LCI  International  Inc. 

It's  amusing  that  Qwest  Communica- 
tions International,  a  self-proclaimed 
leader  of  the  telecom  revolution,  has  a 
poor  internal  phone  system.  Nacchio  is 
imawai'e  that  Maixial  called  liim  at  least 
once,  and  that  I  called  the  head  of  in- 
vestor relations  t\ree  times.  I'm  still 
waiting  for  a  reply.  My  satisfaction 
comes  from  seeipg  that  IXC  Communi- 
cations has  risen  more  than  40%  since 
your  story  appeared,  while  Qwest  has 
stalled  out. 

Joan  E.  Lappin 
President 
Gramercy  Capital 
Management  Corp. 
New  York 

MEDLEY  CREDIT 

TELLS  ITS  STORY  

"Investors  beware:  Chop  stocks  are 
on  the  rise"  (Cover  Story,  Dec.  15)  left 
misleading  impressions  about  Medley 
Credit  Acceptance  Corp.  and  myself. 
According  to  the  article,  warrants  of- 
fered by  Medley  Credit  in  its  recent 
initial  jjublic  offering  were  being  used  to 
reward  disgixintled  customers  of  a  bro- 
kerage called  PCM  Secuiities  Ltd.  It  said 
I  was  directly  connected  to  pcm,  and, 
additionally,  that  Medley  Credit  was  not 


a  viable  business  entity  vrith  a  working 
telephone  number. 

The  fact  is  that  I  am  not  an  officer  of 
PCM.  I  had  been  president  of  the  gener- 
al partner  of  pcm  but  left  more  than  a 
yeai'  and  a  half  ago  when  the  firm  was 
sold  to  Mitchell  Financial  Group.  I  had 
contemplated  doing  a  public  offering  for 
Medley  Credit  duiing  the  time  I  was  in- 
volved vrith  pcm  and  when  we  sold  the 
brokerage  firm.  Eventually,  we  pursued 
the  path  of  a  self-directed  underwrit- 
ing rather  than  be  involved  with  any 
micro-cap  securities  firm. 

We  do  not  have  any  arrangement 
with  pcm  Securities  now  nor  have  we 
had  a  viable  agreement  in  the  past  for 
them  or  any  firm  to  undei-write  oui-  ini- 
tial public  offering.  As  a  result  of  the 
aiticle,  several  potential  investors  pulled 
out  of  their  agreements  with  Medley, 
thus  threatening  the  completion  of  the 
IPO.  The  IPO  was  recently  completed 
successfully  with  the  sale  of  more  than 
1.2  million  shares,  but  it  was  placed  in 
extreme  jeopardy  as  a  result  of  the 
misinformation. 

Regarding  our  warrants,  I  cannot 
comment  accui'ately  on  what  a  pcm  bro- 
ker did  or  did  not  do.  Our  warrants 
had  an  exercise  price  "above"  the  of- 
fering price,  and  the  company  has  an 
extraordinary  call  vdth  respect  to  the 
warrants.  This  was  done  to  encourage 
holders  to  exercise  the  warrants.  As  for 
unscrapulous  promoters  as  described  in 
the  aiticle — neither  I  nor  any  employee 
of  Medley  Credit  are  involved  in  any 
way  vdth  such  business. 

As  for  not  being  able  to  reach  Medley 
in  a  timely  manner,  all  anyone  has  to  do 
is  call  Miami  infomiation. 

During  our  self-directed  offering,  I 
took  great  pains  to  distance  our  com- 
pany from  the  micro-cap  undei-wi-iting 
world  and  its  inherent  problems  with 
the  behef  we  can  gi-ow  and  eventually 
list  on  the  American  Stock  Exchange. 
Wliile  small  companies  have  been  going 
public  for  decades,  it  is  unfortunate  that 
the  types  of  things  described  in  the  ar- 
ticle continue  to  muddy  the  waters. 

Robert  D.  Press 
Chairman  &  President 
Medley  Credit  Acceptance  Corp. 

Miami 

Editor's  note:  BUSINESS  WEEK  disagrees 
with  Press's  effort,  to  distance  Medley 
Credit  Acceptance  Corp.  from  pcm  Se- 
curities, and  in  fact  BW  understated 
the  ties  between  Medley  cuid  PCM.  Ac- 
cording to  tlie  tnost  recent  Medley  filings 
with  the  Securities  &  Exchange  Com- 
mission,  Press  and  Steven  Edelson  con- 
trol PerformoMce  Capital  Management, 
which  runs  PCM  Securities  pursuant  to 


a  nmnagement  contract.  According  \ 
Medley  filings,  Edelson  is  tfie  pcm  pri'i 
cipal  running  the  firm's  day-to-day  o; 
erations,  and  a  person  who  answert 
tfie  phone  at  PCM  in  December  indicatt 
that  Press  and  Edelsoyi  both  worke 
there.  Edelsoyi  and  Press  are  listed  x 
tlie  most  recent  Medley  filiitg,  dated  Dt 
2U,  1997,  as  "control  persons  of  MedU 
Group  Inc.,"  tlie  company  timt  held  vi 
tually  all  Medley  stock  before  the  iPi 
And  Edelson  was  chairman  of  Medlt 
tintil  late  July.  His  departure  was  w 
disclosed  in  Medley  filings  until  afU 
the  article  appeared. 

Lastly,  efforts  to  obtain  commei 
from  Medley  before^  the  article  was  pu 
lished  were  fruitless  because  the  phor 
number  listed  in  Medley  filings  was  di 
connected,  and,  as  Press  has  acknow 
edged  to  BUSINESS  week,  no  listing  fi 
Medley  ivas  available  from  Miami  ii 
fonnation  before  the  article  appeared. 
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Books 


THE  WEALTH  AND  POVERTY  OF  NATIONS 
Why  Some  Are  So  Rich  and  Some  So  Poor 

By  David  S.  Landes 
Norton  •  650pp  •  $30 


IS  CULTURE 

THE  KEY  TO  GROWTH? 


It  is  perhaps  the  most  fundamental 
and  important  question  in  the  study 
of  economics:  What  makes  nations 
gi'ow?  If  economics  is  to  have  any  rele- 
vance at  all  in  our  lives,  it  must  provide 
some  answ^ers  and  give  people  and  gov- 
ernments a  few  pointers.  The  great 
economists  of  yore — ft-om  Adam  Smith 
to  Alfred  Marshall  and  John  Maynard 
Keynes — always  kept  the  big  picture 
in  mind  and  attempted  to  address  it  in 
their  vaiious  wiitings.  In  recent  times, 
though,  few  economists  have  examined 
the  gi'ow^h  issue  head-on,  prefening  to 
focus  on  naiTow,  often  iiTelevant  topics. 

But  the  wrenching  changes  wrought 
by  technological  advances  and  global- 
ization have  made  the  growth  question 
fashionable  again,  and  economists  are 
gamely  trying  to  meet  the  challenge. 
Theoretical  economists  are  examining 
the  components  and  nature  of  gi'owth, 
while  empiricists  are  totting  up  results 
and  making  national  compaiisons.  A  fer- 
tile area  of  research  is  the  past,  which 
provides  countless  examples  of  what 
worked  to  promote  gi'owrth  and  what 
didn't.  Yet  a  paucity  of  rehable  data  of- 
ten prompts  analysts  to  settle  for  slip- 
pery  sociocultural  explanations. 

David  S.  Landes,  an  economic  histo- 
rian at  Harvard  University,  bravely 
searches  for  clues  to  why  some  soci- 
eties are  economic  successes  and  oth- 
ers economic  failures  in  his  new  book. 
The  Wealth  and  Poverty  of  Natio'us: 
Why  Some  Are  So  Rich  and  Some  So 
Poor.  The  book  is  by  turns  familiar,  fas- 
cinating, and  irritating.  Familiar,  be- 
cause others  have  described  the  partic- 
ulars of,  say,  Britain's  Industrial 
Revolution  equally  well.  Fascinating,  be- 
cause Landes  picks  and  chooses  excel- 
lent illustrative  details  and  offers  inter- 
esting takes  on  Spain,  China,  Japan, 
Egypt,  and  other  countries.  And  irri- 
tating because  of  Landes'  opinionated 
and  crotchety  style,  which  is  particu- 


larly on  display  as  he  drags  the  reader 
into  academe's  culture  wars  through 
gi'atuitous  and  repeated  jousts  vdth  oth- 
er scholar's.  It's  possible  to  learn  a  gi-eat 
deal  from  this  book,  but  the  reader  wiW 
have  to  shoulder  the  dross  along  vdth 
the  gold. 

Landes,  the  author  of  numerous  wide- 
ly cited  and  highly  regarded  books,  has 
undertaken  nothing  less  than  an  eco- 
nomic history  of  the  world.  Although 
he  ranges  vddely  in  his  choice  of  lo- 
cales, the  emeritus  professor  is  admit- 
tedly and  unabashedly  Eu- 
rocentric: "As  the  historical 
record  shows,  for  the  last 
thousand  yeai-s,  Em-ope  (the 
West)  has  been  the  prime 
mover  of  development  and 
modernity." 

Landes  credits  the  West's 
economic  success  to  a  few 
key  variables:  the  ability  to 
use,  adapt,  and  invent  new 
technologies;  the  encom-age- 
ment  of  literacy  and  learn- 
ing; the  relative  openness 
and  flexibility  of  political 
systems  and  social  institutions.  Innova- 
tions that  spurred  growth  in  the  West 
included  the  essential — eyeglasses, 
whose  widespread  adoption  in  15th  cen- 
tury Florence  and  Venice  had  a  phe- 
nomenal effect  on  productivity — and  the 
serendipitous — the  discovery  of  dyes, 
which  led  to  the  development  of  the 
German  chemical  industiy. 

Landes'  concern  is  not  with  the  tech- 
nologies per  se  but  rather  with  the  con- 
ditions under  which  growth  flourished. 
Thus,  he  explains  that  the  French 
lagged  behind  the  British  in  steel  pro- 
duction and  the  adoption  of  new  steel 
technologies  in  the  early  18th  centuiy 
chiefly  because  the  French  refused  to 
use  anything  but  French  iron  ore  for 
reasons  of  national  pride.  The  British 
had  no  such  obsession  with  local  content 
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and  were  satisfied  to  use  imported  iron. 
He  shows  how  the  lulers  of  two  very 
dissimilar  nations — Catholic  Spain  and 
Confucian  China — followed  similar  paths 
in  restraining  leaiTiing  and  the  dissemi- 
nation of  knowledge  and  thereby  con- 
demned their  societies  to  slower  growth. 
And  he  describes  a  work  ethic  and 
commitment  to  learning  among  Bud- 
dhist monks  in  16th  century  Japan 
which  Landes  argues  carried  over  to 
society  at  large:  "One  does  not  have  to 
be  a  Weberian  Protestant  to  behave  like 
one,"  he  concludes. 

Landes  manages  to  convey  a  great 
deal  of  information  and  in  so  doing, 
draws  useful  pai'allels  between  past  and 
current  events.  It's  impossible,  for  in- 
stance, to  read  his  description  of  the 
importance  of  hydraulics  as  a  symbol 
of  political  power  to  the  despots  of  an- 
cient China  without  thinking  of  the 
building  of  the  massive  Thi-ee  Gorges 
Dam  in  today's  China.  Likevrise,  it  is 
difficult  to  consider  the  benefits  of  the 
flexibility  that  medieval  Eu- 
rope's political  fragmenta- 
tion encouraged  without 
considering  how  present-day 
Em-ope's  ongoing  economic 
union  might  diminish 
growth. 

But  for  all  its  value  as  a 
rich  soui'ce  of  information, 
The  Wealth  and  Poverty  of 
Natimis  falls  short  of  its  ul- 
timate aim:  to  explain  just 
why  some  are  so  rich  and 
some  so  poor.  Landes  con- 
tends that  cultui'e,  by  which 
he  means  inner  values  and  attitudes 
that  guide  a  population,  "makes  all  the 
difference."  He  rightly  notes  that  culture 
is  not  a  concept  economists  like,  be- 
cause it  is  inherently  unquantifiable. 
And  he  says  it  frightens  scholars  be- 
cause of  its  "sulfuric  odor  of  r-ace  and  in- 
heritance." But  then,  he  seems  to  con- 
tr-adict  himself  when  he  admits  that 
culture  adapts,  and  that  culture  alone 
does  not  deter-mine  outcomes. 

In  the  end,  Landes  can  do  little  more 
than  extol  an  open,  optimistic  approach 
to  grovrth,  development,  and  indeed  to 
life.  It's  a  homiletic — and  disappoint- 
ing— conclusion  to  a  fascinating  and  vex- 
ing study  of  economic  history. 

BY  KAREN  PENNAR 
Senior  Writer  Pennar  lias  written  of- 
ten about  the  debate  over  growth. 


LANDES  FALLS  SHORT  OF  HIS  MAIN  GOAL: 
TO  EXPLAIN  WHY  SOME  ECONOMIES  THRIVE 
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DOUBLE  YOUR  MEMORY  ON  SELECT  COMPAQ  SERVERS 
PROSIGNIA  200,  PROLIANT  800,850R,  1600,  2500, 30( 

Double  the  base  memory. 
NEW  SERVER  PRICES 

ProSignia  200  now  starting  at  $1,450* 
ProLiant  1600  now  starting  at  $3,640* 
ProLiant  3000  now  starting  at  $4,430* 
ProLiant  5500  now  starting  at  $8,010* 
Couple  this  with  great  new  prices  on  4.3GB 
and  9.1GB  hard  drives  for  even  greater  value. 


AND  YES,  IT' 


SAVE  UP  TO  18%*  ON  COMPAQ  DESKTOPS 
DESKPRO  2000,  4000,  6000 

Save  up  to  1  8%*  on  selected  models. 
Prices  now  starting  at  $1,219* 
including  Compaq  V50  monitor. 
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Call  us  by  April  30, 1998.  Vi| 


COMPAQ  NOTEBCX)KS 
ARMADA  1500  FAMILY 

Free  additional  16MB  memory*  on 
select  models.  Prices  starting  at  $1,499* 
ARMADA  4000  FAMILY 
Prices  starting  at  $1,499*  Free  additional 
32MB  memory*  on  Armada  4220T. 

ARMADA  7000  FAMILY 
Prices  starting  at  $1,499* 
50%*  off  ArmadaStation  Expansion  Base 
on  Intel  Pentium"  processor 
h  MMX"  technology  233/266MHz  models. 
!e  CD-ROM  and  modem  with  select  models. 


lOUT  ACQUISITIONS 


T  MONITOR  WITH  THE  PURCHASE  OF  COMPAQ 
)FESSIONAL  WORKSTATIONS  5100, 6000,  8000 

Half  off  an  award-winning  V90  monitor  (shown) 
elect  2D  workstations  or  PllO  monitor  with  select 
totions.  Compaq  Professional  Workstation  5000 
)rices  now  starting  at  $1,999*  Lease**  payments 

starting  at  $66  per  month  for  a  36-month  lease. 


vw.compaq.com/ promos/  or  for  your  local  reseller  call 


1-800-553-3619  COMPAQ, 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

THE  PALMPILOT 
FLIES  HIGHER 


No  longer  just  a  techie 
toy,  this  handheld 
makes  it  easier  to 
stay  connected 

I have  been  a  fan  of  the 
PalmPilot  ever  since  the 
"connected  organizer" 
vi'as  introduced  two  years 
ago.  Originally,  the  "connect- 
ed" notion  just  referred  to 
the  way  the  PalmPilot  made 
it  extremely  simple  to  ex- 
change contact  and  calendar 
infoiTnation  between  a  PC  and 
the  handheld  unit.  Now,  the 
PalmPilot  can  connect  to  the 
Internet  or  corporate  net- 
works— even  by  wireless. 

The  $399  Palm  III,  intro- 
duced on  Mar.  9,  continues  the 
evolution  from  tecliie  toy  to 
business  tool.  In  addition  to  a 
sleek  new  design  and  more 
memoiy,  the  latest  vei-sion  can 
exchange  information  with 
other  Palm  Ills  via  an  in- 
frared link.  But  the  real 
gi'ovv1;h  of  Pilot  as  a  business 
communicator  comes  from  an 
explosion  of  thiixl-party  soft- 
wai'e  and  accessories  that  en- 
hance its  ability  to  link  up 
with  coiporate  networks. 
WEB  DATA.  One  interesting 
new  application  for  PalmPOots 
comes  from  startup  AvantGo 
(650  638-3399).  AvantGo  lets 
you  designate  Web  pages  for 
download.  When  you  hook  up 
youi-  Pilot  to  a  PC,  the  con- 
tents of  those  pages  are  auto- 
matically copied  onto  your 


handheld  for  viewing  offline. 

At  first  glance,  this  looks 
like  a  stupid  idea,  since  a  5- 
sq.-in.  monochrome  display 
makes  for  a  wretched  pre- 
sentation. But  AvantGo  is  de- 
signed for  business,  not 
sui-fing.  Its  power  be- 
comes appai'ent  when 
it  is  used  to  down- 
load data  from  an 
internal  corporate 
Web  server.  For 
example,  a  compa- 
ny could  set  up  a 
Web  page  contain- 
ing daily  product 
price  and  inventory 
data,  foiTnatted  for  op- 
timal display.  When  field 
salespeople  synchronize 
their  PalmPilots  with  their 
PCs,  they  automatically  get 
the  new  data.  For  many,  tliis 
may  eliminate  the  need  for  a 
clunky — and  much  more  ex- 
pensive— laptop.  The  Avant- 
Go software  is  being  offered 
at  an  introductory  price  of 
$49  per  copy,  and  a  free  trial 
version  is  available  at 
www.avantgo.com. 

Mobile  users  can't  always 
get  to  their  desktops  to  con- 
nect. So  last  year,  Palm  in- 
troduced a  modem  for  the 
PalmPilot.  The  modem  was 
fine — Palm's  parent  company, 
3Com,  is  a  huge  modem  mak- 
er— but  the  software,  espe- 
cially the  E-mail,  was  clumsy. 
Improved  software,  such  as 
the  HandStamp  E-mail  pro- 
gram from  Smartcode  Soft- 


ware (619  597-7544),  is  mak- 
ing remote  communications  a 
lot  easier.  Also  giving  that 
trend  a  big  boost  are  a  will- 
ingness by  corporate  network 
administrators  to  support 
PalmPilots,  and  now,  wireless 
connections. 

The  Minstrel  wii'eless  mo- 
dem from  Novatel  Wireless 
(619  784-0620)  allows  a  Pilot 
to  connect  to  the  Internet 
using  wireless  technology 
called  cellular  digital  packet 
data  (CDPD).  Although  the 
$400  Minstrel  more  than  dou- 
bles the  size  and  weight  of 
the  Pilot,  the  package 
is  still  smaller  than 
a  Hewlett-Packard 
620LX  handheld  PC. 
Novatel  offers  na- 
tional CDPD  sei-vice, 
which  runs  over 


THE  PALM  ill  WITH  A  DESKTOP 
ATTACHMENT  (ABOVE)  AND  THE 
PALMPILOT  WITH  MODEM  (LEFT) 


the  conventional  analog  cellu- 
lai'  network,  thiwgh  (ioAmer- 
ica.  It  costs  between  $15  and 
$100  a  month,  depending  on 
the  amount  of  data  moved. 
Sei^vice  is  also  available  from 
some  local  cellular  carriers. 
CDPD  is  available  in  most  large 
metropolitan  ai-eas,  but  it  can 
bog  down  at  times  when  cel- 
lular traffic  is  heavy,  such  as 
evening  rash  houi'. 


The  Minstrel-Pilot  comt 
is  useful  mainly  for  sendir 
and  receiving  E-mail  on  tl 
run.  While  the  PalmPilot  isr 
great  for  long  messages, 
handles  short  notes  wel 
Once  you  have  mastered  ii 
Graffiti  shorthand,  it  can  \ 
easier  to  use  to  write  me 
sages  than  the  mini-ke; 
boards  on  other  handhelds. 
REAL-TIME  QUOTES.  Oth( 
services  are  starting  to  tal 
advantage  of  this  commun 
cations  ability.  For  $115  pi 
month  plus  a  $100  acti vatic 
fee,  your  Minstrel  can  receh 
MarketClip  from  Reute: 
(888  978-6257),  which  pn 
vides  real-time  stock  quote 
charts,  graphs,  and  mark( 
news  for  traders. 

If  you  want  a  wireless  coi ' 
nection  with  less  bulk,  tl 
$70  One-Touch  cab! 
and  software  from  J 
Systems  (972  484-5431 
allows  a  Pilot  to  sen 
and  receive  E-ma 
through  a  two-wa 
pager  from  SkyTel  c 
MCI  (BW— Feb.  16 
The  combination  tak( 
advantage  of  the  goo 
coverage  and  reliabil 
ty  of  the  two-way  paj; 
iiiasai  ing  network,  whil 
overcoming  the  clums 
ness  of  reading  and,  e; 
pecially,  entering  E 
mail  messages  on 
pager.  If  you  are  luck 
enough  to  live  in  Wasl 
ington,  D.  C,  Seattle,  or  th 
San  Francisco  Bay  area,  yo 
can  get  similar,  but  muc 
faster,  communications  fc 
.$349  plus  $29  a  month  usin 
a  Ricochet  wireless  modei 
from  Metricom  (800  469-47:  Ifj 
Most  Pilots  are  still  use 
as  simple  organizers.  But  ne 
communications  options  ar 
giving  these  handy  device 
real  clout  as  business  tools. 


:  MANUFACTURER 

FUNCTION 

MAIN  USE 

AVAiKTGO 

;  AvantGo 

Downloads  Web  pages 

Updating  price  list,  other  information 

MINSK'fCL 

!  Novatel 
i  Wireless 

Wireless  modem  links  Pilot 
to  the  Internet 

E-mail,  real-time  delivery  of  financial 
market  information 

ONE-TOUCH 

JP  systems 

Links  to  two-way  pager 

Wireless  E-mail,  mainly  for  short  messages 

QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


New 
Linkups 
for  the 
PalmPilot 
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Don't  Put  Your  Baby  s  Health  On  The  Line. 

It's  a  thin  line  between  having  a  healthy  baby  and  a  baby  that's  sick.  Don't  take  the  risk. 
If  you're  pregnant —  or  even  think  you  are  —  getting  prenatal  care  early  is  the 
most  important  step  you  can  take.  Call  1-800-311-2229.  We'll  put  you  in  touch  with 
the  many  services  available  to  you.  The  call  is  free  and  it's  completely  confidential. 


Get  Prenatal  Care  Early  •  Call  l'800'3n^2229  •  Confidential 


Take  Care  of  Yourself  So  You  Can  Take  Care  of  Your  Baby. 


20CA1 


irSONEOFTHE 
MAGICAL  THINGS 
ABOUT  BUSINESS. 

START  TREATING 
YOUR  PEOPLE  AS  YOUR 
GREATEST  ASSET  AND 
SUDDENLY  THAT'S  WHAT 
THEY  BECOME. 


Hidden  witliin  noui-  conipaiiv  lies  the  rt'sourcc  and  other  "sure-fire"  ways  to  increase  shareholdei 

that  can  provide  xou  with  the  ultimate  competitive  vahie,  vour  hmnan  capital-not  phvsical  or  financial! 

adx  anta^e.  They're  called  people.  Often  overlooked  capital  -  holds  the  key  to  providing  tme,  sustainable, 

ill  the  era  oi  reengineering,  reorganizing,  TQM  long-term  growth.  Within  them  lie  untold  fountain 


novation  and  ettort.  Unleash  their  potential,  asset,  eall  yonr  local  Watson  Wyatt  office  or 

^ss  their  energ)/,  iilign  tliem  wdth  your  business  1-800-851-8436,  o  r     _  ^/  / 

egy,  and  watch  yoiu-  company  take  off.  To  \  isit  our  website  at     ^L^^f  ^d^^  Wyatt 

1  how  people  can  become  your  greatest  www.watsonwyatt.com.      Making  strategy  woru: 


BUY  A  LITTLE  GIFT  FOR  YOUR  DAUGHTER  TODAY  AND 
YOU'LL  BE  GIVING  HER  A  BIG  GIFT  TOMORROW. 

This  year,  we're  proud  to  offer  over  thirty  wonderful  gifts  that  celebrate 
1998's  Take  Our  Daughters  To  Work'  day.  They're  not  expensive,  but  they  can  help  you 
give  your  daughter  sonnething  priceless:  the  gift  of  seeing  her  own  potential. 
For  a  free  catalog,  or  to  order  directly  over  the  phone,  call  us  toll-free,  or  contact  our  web  site. 

TAKE  @UR  DAUGHTERS  T@  W©RK 

APRIL    23,  ]998 

1-800-676-7780  or  www.ms.foundation.org 

The  Ms  Foundation  is  a  nul-for-prutit  piibiir  tliaiitv  Take  Our  Dauihters  To  Work  is  a  program  and  a  registered  trademark  of  the  Ms  Foundation  All  the  merchandise  is  satisfaction  guaranteed. 


I^PAs  know  a  lot  aLout  success. 


ours. 

iusiness,  insight,  perception,  and  knowledge 
be  powerful  tools. 

only  if  you  know  hiow  to  harness  them. 

Dss  California,  business  owners  and  managers 
recognizing  that  their  CPAs  have  tremendous  -- 
letimes  untapped  --  reservoirs  of  understanding 
lUt  the  clients  they  serve. 

act,  your  CPA  is  ready  and  able  to  contribute  to  your 
ipany's  success  in  more  ways  than  you  might  imagine. 


.lot 


more. 


isider  the  Santa  Ana  manufacturer,  installing  a  new 
iputer  system  to  handle  financial  management.  He  asked 
accountant  to  look  into  how  best  to  set  up  the  software  to 
lage  tax  reporting  -  and  ended  up  learning  how  vulnerable 
company  was  to  unauthorized  online  access  through  the 
'rnet.  The  CPA,  it  turned  out,  had  another  expertise  to  offer, 
one  in  systems  security. 

ask  the  Oakland  real  estate  firm  that  brought  a  lawsuit 
inst  a  contractor.  To  support  its  damage  claims,  the 
tor's  CPA  prepared  a  tfiorough  study  of  the  issues  involved, 
ourt,  the  detailed  work  proved  persuasive,  and  the  real 
ite  firm  won  its  full  damage  claim. 

Dut  yourself  in  the  place  of  the  small,  independent  film 
duction  company  based  in  Burbank.  Lacking  knowledge 
I  experience  in  cash  management,  accounting  systems, 
payroll  matters,  the  company  relies  on  its  CPA  as  its 
5ide  controller.  Her  consulting  experience  with  other 
nts  makes  her  a  valuable  source  for  solving  a  range 
)ther  management  problems. 


Computer  data  protection? 
Litigation  support? 
Strategic  advice? 

From  a  CPA? 

YOU  BET 

Today's  CPAs  are  proficient  in  a  diversity  of  business 
and  management  fields.  From  long-range  planning  to 
making  sense  of  the  Internet  to  managing  a  company's 
day-to-day  financial  health. 

California  CPAs  have  branched  out  into  new  areas  of 
expertise,  but  with  the  same  objectivity,  independence, 
and  principle-based  decision-making  for  which  they  have 
long  been  admired. 

So  when  you  need  advice  on  any  number  of  business 
issues,  look  to  the  professional  who  already  knows  you; 
Your  California  CPA. 

Because  these  days,  your  CPA  knows  a  lot  about  success. 
Yours. 

You  see  nuniLers. 

We  see  opportunities,  cpa 


^ll^    California  Certified  Public 
Society  Accountants 


us  at  www.calcpa.org  or  call  1 -800-9CALCPA 


Early  California  Landmark  ♦  Magnificent  Spanish  Gardens 


Professional  Artists'  Studios  ♦ 
Unique  Shops  ♦  Restaurant 

open  to  the  public  Monday-Saturday,  10am-5pm 
75  Arbor  Road,  Menlo  Park,  CA  94025 

take  El  Camino  to  end  of  Cambridge 

For  information,  call  415*322*2405 
For  restaurant  reservations,  call  4l5*324*2588 

The  Allied  Arts  Guild  is  managed  by  the  volunteers  ofWoodside—Atherton  Auxiliary, 
benefitting  Lucile  Salter  Packard  Children's  Hospital  at  Stanford 


LuciLE  Salter  Packard 
Children's  Hospital  at  Stanford 


What  an 
energy  company 

looks  like  when 
It  doubles 
in  size. 

FE 

(NYSE  Symbol) 


Presenting  the  new  stock  market 
trading  symbol  for  FirstEnergy  Corp. 

Formed  by  the  merger  of  Ohio  Edison 
Company  and  Centerior  Energy 
Corporation,  we've  doubled  our  size, 
making  our  new  holding  company  the 
nation's  12th  largest  investor-owned  electric 
system. 

With  greater  financial  resources  -  nearly 
twice  the  revenues  and  cash  flow  -  reliable 
power  supplies  and  a  stronger  transmission 
network,  we  have  more  opportunities  for 


off-system  electric  sales,  including  growing 
markets  in  Canada  and  the  eastern  U.S. 

Headquartered  in  Akron,  Ohio, 
FirstEnergy  is  a  larger,  stronger  company  - 
better  positioned  to  enhance  the  value  of 
our  shareholders'  investment  and  offer  our 
customers  better  service  at  lower  prices  and 
a  wider  range  of  energy-related  products 
and  services. 

For  more  information  about  our  new 
company,  please  contact  us  at 
1-800-736-3401. 


FirstEnergy 


You  can  also  contact  us  at  www.FirstEnergycorp.com 


A  vacation  resort 
so  exceptional, 
even  tlie  meetings  orrer  a 

Lreatli  of  fresK  air. 


u  of  llie  wnrlj  ?  most  iiiLreJilile  mercjers: 
■i''  -it  ',(1(10  square  feot  of  Ji 

oulcloor  nu'etiiit;  spiici."  comln iic J  witli  tlic 

 I         uiioqiiaL-J  styk-  ol  a  worlj-c la?i  report.  Our  X^ailea 

iK-aclilront  location  tlu'  prt'inifr  Jeitination  for  outdoor  activities.  Five 
I 'I  Mam  -  fiiK-st  i.liain[Hon?liip  i;olf  i:oiir;e?  and  two  first-cla?;  tenni;  cliiL? 

iu'ai  li\'.  lo  pamper  our  -Sue?!?,  ^pa  Kea  Lam  opens  tins  Spnni:.  Ami  to 
lantalr/e  tire  iioiirmet.  we  letter  Liraiul  L  lief?  On  lour— speLial  eulinary 
e\enU  dnrmo  llie  war.  .\ll  attendees  wdl  Le  pampered 
111  tile  eomlort  .d  our  niacnilKent  suites,  i>r  for  tKe 

„       ,       r-  ,    .  ,.1         Kea  Lani  hotel 

U*^  ,  a  prnate  \illa.  Ion  di.'serve  Kea  Lam,  L  Itimate 
luxury  on  llie  liea\enly  wliite  sands  i>(  \v'ailea. 

Ask  alxnil  our  I  W8  droiip  Meeting  \alue  Dates:  June  1-30    JiJy  1-24    Sept.  1-30    Nov.  1-21  /  Dec.  1-18 

To  Ji.eu-  your  next  meetin.^,  please  call  our  Group  Sale?  Office  at  808-875-4100  Fax  808-875-2250 


onomic  Viewpoint 


:FFREY  E.  GARTEN 


HY  THE  GLOBAL  ECONOMY 
HERE  TO  STAY 


\E  WORLD: 

lEx,  by 
fig  infotech 
transport, 
5  companies 
itrol  costs- 
istrating 
y  links 
ween 

)nomies  are 
breakable 


E.  Garten  is  dean  of  the  Yale 
of  Management.  A  former 
lent  banker,  he  was  Under 
ry  of  Commerce  for  Interna- 
rade  in  the  first  Clinton  Admin- 
1  (jeffrey.garten@yale.edu). 


Twice  before  in  this  century,  globaliza- 
tion seemed  to  be  the  wave  of  the  fu- 
ture. In  the  two  decades  before  World 
War  I,  international  flows  of  money  were  ty- 
ing Europe  ever  closer  to  America,  Asia, 
Afi-ica,  and  the  Middle  East.  Stock  markets 
were  booming  on  both  sides  of  the  Atlantic, 
and  banks  and  private  investors  were  busily 
diversifying  theu-  investments  from  Argentina 
to  Singapore.  But  by  1914,  nationalism,  bad 
economic  policies,  and  war  brought  these 
trends  to  a  binital  halt.  In  the  1920s,  foreign 
investment  and  international  commerce  took 
off  again.  But  soon,  the  factors  that  killed 
the  first  wave  of  globalization  reemerged, 
shattering  growing  global  linkages. 

Is  there  something  deeper  and  more 
durable  about  globalization  in  the  late  1990s? 
Can  this  thii-d  attempt  at  globalization  with- 
stand the  meltdown  in  Asia,  sky-high  unem- 
ployment in  Europe,  stubborn  poverty  in 
Latin  America,  and  soaring  trade  deficits  in 
the  U.  S.? 

You  bet.  War  is  remote,  and  central 
bankers  have  learned  a  lot  fi'om  their  mis- 
takes. Today,  globalization  has  become  a  per- 
manent and  UTeversible  pait  of  economic  life. 
This  is  not  just  because  of  the  phenomenal 
gi'owth  of  world  capital  markets  reflected  in 
the  power  of  a  Merrill  Lynch  &  Co.  or  a 
George  Soros.  More  important,  by  far,  is  the 
integi'ation  of  the  latest  infoiTnation  technol- 
ogy into  coi-porate  strategies.  Globalization 
is  different  in  the  1990s  because  it  is  being 
driven  by  the  fu-st  traly  global  companies. 

Federal  Express  Coii).  both  epitomizes  this 
trend  and  is  a  major  force  behind  it.  Deliver- 
ing some  2.8  miUion  packages  in  210  coun- 
tries each  day,  FedEx  is  pusliing  globalization 
faster  and  deeper,  not  just  because  it  is 
adding  more  planes  and  routes  but  because  it 
is  using  infoiTnation  technology  to  reengineer 
its  chents'  worldwide  supply  and  distribution 
systems.  In  the  process,  global  sourcing  and 
sales  are  becoming  an  ever  more  integi-al 
part  of  these  companies'  way  of  operating. 

Indeed,  FedEx  has  become  the  global  lo- 
gistical backbone  for  many  of  its  coi-j^orate 
customers.  It  manages  their  worldwide  in- 
ventoiy,  warehousing,  distribution,  and  cus- 
toms clearance,  using  state-of-the-art  tech- 
nology. It  can  help  a  client  assemble  and 
make  products  with  neai-perfect  precision  by 
seeming  supplies  from  Penang  to  Peoria  in 
the  most  reliable  and  cost-effective  way,  while 


squeezing  unnecessary  mass  out  of  expensive 
inventories. 

FedEx  can  perform  these  functions  be- 
cause it  can  electronically  track  where  any 
shipment  is  at  any  given  moment,  and  it  can 
guarantee  on-time  deliveiy.  Clients  feel  com- 
fortable reducing  inventories,  which  they  pre- 
viously held  in  large  quantities  as  insui'ance 
against  the  variability  of  delivery.  For  many 
companies,  it's  a  short  step  from  that  to  work- 
ing with  FedEx  to  plan  their  entire  global 
supply  systems. 

The  core  of  FedEx'  global  strategy  is  to 
use  infoiTnation  technology  to  help  customers 
take  advantage  of  inteiTiational  markets.  In 
fact,  FedEx  sees  itself  more  as  an  infoiTna- 
tion-technology  company  than  as  a  transporter 
of  goods.  Today,  more  than  two-thirds  of 
FedEx  customers  handle  orders  and  deliver- 
ies onUne.  "We  decided  years  ago,"  says 
Chairman  and  CEO  Frederick  W.  Smith,  "that 
the  most  important  element  in  this  business  is 
infoiTnation  technology,  and  we  have  geared 
everything  to  that  philosophy — recruitment, 
training,  and  compensation.  Fail-safe  preci- 
sion is  the  key  to  it  all." 
FULL  SERVICE.  One  of  FedEx'  oldest  and  most 
far-r-eacMng  supply-management  r-elationships 
is  with  National  Semiconductor  Corp.,  which 
has  facilities  in  the  U.  S.,  Europe,  and  Asia. 
FedEx  manages  its  global  war-ehousing  and 
distribution  systems,  reducing  National  Semi's 
total  logistics  cost  from  3%  to  1.9%  of  rev- 
enues between  1993  and  1996.  Another  exam- 
ple is  Dell  Computer  Corp.,  which  has  elimi- 
nated its  costly  distribution  infrastructure  and 
relies  on  FedEx  to  coordinate  the  assembly  of 
computers  and  their  customs  clearance  and 
shipping  from  a  manufacturing  center  in 
Malaysia  to  customers  in  Japan  and  Taiwan. 

The  marriage  of  information  technology 
and  transportation  is  a  major  reason  that 
links  among  national  economies  have  become 
so  much  tighter.  In  past  phases  of  globaliza- 
tion, governments  were  the  driving  force, 
lowering  trade  baniers  and  stabilizing  cur'- 
rencies.  Today,  the  pressure  to  make  the 
world  one  market  is  coming  less  from  capitals 
than  from  companies.  International  corpoi-ate 
linkages  are  becoming  resistant  to  occasional 
flar"e-ups  of  protectionism.  In  fact,  what 
FedEx  illustrates  is  not  only  that  today's 
globalization  is  qualitatively  different  from 
its  predecessors  but  also  that  it  is  now  truly 
iiTeversible. 
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GTE.  And  we've  changed.  We've  transformed  from  simply  being  a  telephone  company  into  a  local,  long  distance,  wireless,  video,  Intt 
Airfone'^'  and  directories  telephone  company.  We  move  ideas  from  one  place  to  the  next,  in  many  different  ways.  We  nu{j 
private  data  networks  for  thousands  of  clients  ranging  from  the  U.S.  Treasury  to  the  California  911  service.  We're  a  leii, 
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f  Internet  solutions  for  business.  In  Venezuela,  we  run  the  national  telephone  company.  We  run  a  sophisticated  LAN 
r  Microsoft.  We  have  more  than  1.7  million  long-distance  aistomers.  And  we  omi  21  million  telephone  lines  from  Alaska 
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Economic  Trends 


BY  GENE  KORETZ 

HOW  NOT  TO  FIX 
SOCIAL  SECURITY 

Stocks  are  too  risky  for  retirees 

For  those  who  believe  that  Social  Se- 
curity should  be  privatized,  the 
times  could  not  be  more  propitious. 

On  the  one  hand,  Bill  Clinton  has  re- 
sponded to  widespread  public  anxiety 
by  vovdng  to  save  the  system  so  that 
fiitiu'e  benefits  ai"e  secui'e.  On  the  other, 
the  stock  market  remains  buoyant  after 
doubling  in  just  tlii'ee  years.  So  it's  no 
surjjrise  that  some  Social  Security  crit- 
ics are  pressing  harder  than  ever  for 
reforms  that  would  pemiit  workers  to 
invest  a  healthy  chunk  of  their  payroll 
taxes  in  stocks  via  individual  accounts. 

One  economist  who  demurs  is  John 
Mueller  of  economic  consultant  Lehnnan 
Bell  Mueller  Cannon  Inc.  Writing  in 

JUST  HOW  DEPENDABLE 
IS  THE  STOCK  MARKEH 


A  PERCENT  'INCLUDES  REINVESTED  DIVIDENDS  INFLATION-ADJUSTED 
BY  CONSUMER  PRICE  INDEX.  COV/LES  COMMISSION  STOCK 
INDEX  USED  FOR  RETURNS  BEFORE  1926. 
r|;:        DATA'  JOHN  MUEILER,  lEHRMAN  BELL  MUELLER  CANNON  INC. 

Clmlleiige  magazine,  he  ai'gues  both  that 
the  stock  market  is  too  risky  to  depend 
on  for  retirement  income  for  most  peo- 
ple and  that  it  is  likely  to  underper- 
form  in  coming  decades. 

Mueller  concedes  that  stocks  have 
produced  an  average  real  annual  retiuTi 
of  about  6.2%  since  1880  (5.2%  if  one 
subtracts  a  1%  yeai'ly  management  fee), 
whereas  future  retirees  can  expect  an 
inflation-adjusted  return  of  only  1.4% 
or  so  on  their  Social  Security  contribu- 
tions. But  he  notes  that  such  positive 
returns  were  far  from  steady.  Indeed, 
the  market  has  posted  annual  declines 
about  a  third  of  the  time  since  1900. 

Moi'eover,  these  dr'ops  were  not  ran- 
dom but  tended  to  occur  in  three  20- 
year  periods:  1901  to  1921;  1928  to  1948; 
and  1962  to  1982.  Mueller  calculates  that 
average  annual  real  returns  (including 
dividends,  but  minus  management  fees) 
during  these  periods  were  either  nega- 
tive or  less  than  1%.  Their  20-vear  du- 


ration is  significant  because  most  fami- 
lies only  save  big  for  retirement  in  the 
last  two  decades  of  their  working  lives. 

What  this  means  is  that  someone  who 
invested  in  stocks  and  then  retired  dui'- 
ing  one  of  these  periods  stood  a  strong 
chance  of  winding  up  with  little  or  no 
gain  in  inflation-adjusted  temis.  By  con- 
trast, investor  lucky  enough  to  retii'e  in 
other  periods  could  have  racked  up  real 
average  gains  of  as  much  as  10%  a  year-. 

Mueller's  point  is  that  this  degree  of 
risk,  which  could  hurt  a  generation  of 
retirees,  is  too  high  compared  with  the 
small  but  secure  real  return  projected 
for  Social  Secuiity.  Further,  he  doubts 
that  stocks  will  pi-oduce  the  large  re- 
turns many  experts  anticipate. 

One  reason  is  that  the  market  tends 
to  perform  badly  when  the  number  of 
middle-aged  workers  falls  relative  to 
young  workers  in  their  household-for- 
mation years.  This  will  soon  start  to 
happen  as  the  I'elatively  small  Genera- 
tion X  displaces  baby  boomers  in  the 
peak  saving  yeai's  and  a  larger  group  of 
echo-boomei's  Cbaby  boomers'  Idds)  enter 
theii"  peak  borrowing  years.  Stocks  also 
may  suffer  when  retii-ing  boomers  start 
licjuidating  theu'  private  pension  savings. 

Secondly,  Mueller  notes  that  Social 
Security's  futiu'e  woes  are  predicated 
partly  on  the  assumption  that  future 
economic  gi'owth  will  slow  sharply.  But 
the  stock  market's  fate  also  depends  on 
economic  growth,  so  it,  too,  would  lag 
behind  its  historic  performance.  On  the 
other  hand,  if  productivity  and  econom- 
ic growth  prove  stronger  than  projected, 
the  return  on  Social  Security  contribu- 
tions will  rise,  and  the  system  will  face 
fai'  smaller  problems. 

"We  need  to  restore  Social  Security's 
long-run  solvency,"  says  Mueller,  "but 
privatization  is  not  the  answer" 


THE  STURDIEST 
SAFETY  NETS 

Two  programs  keep  hunger  at  bay 

Anew  analysis  of  the  impact  of  gov- 
ernment progi'ams  on  poverty  un- 
derscores the  impoitance  of  Social  Se- 
curity to  the  elderly  and  of  the  earned 
income-tax  credit  to  low-income  chilcb'en. 

According  to  the  Washington-based 
Center  on  Budget  &  Policy  Priorities, 
Social  Security  alone  lifted  37%'  of  the 
elderly,  or  11.7  million  seniors,  out  of 
poverty  in  199(5 — nine  times  as  many  as 
all  other  govemment  support  progi'ams, 
including  such  noncash  benefits  as  food 
stamps  and  housing  assistance.  It  also 


kept  an  additional  4.3  million  adults  anc  [ 
children,  mainly  disabled  workers  or  de 
pendents  of  de- 
ceased workers, 
from  falling  be- 
low the  poverty 
line. 

Meanwhile, 
the  Earned  In- 
come Tax  Credit, 
which  supple- 
ments the  wages 
of  low-income 


LIFTING  AMERICANS  I 
OUT  OF  POVERTY 
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has  emerged  as 
the  lai'gest  single 
progi'am  to  ame- 
liorate child  pov- 
erty, accounting 
for*  37.3%  of  the 
5.3  milhon  chil- 
dren moved  out 
of  poverty  by  all  govemment  progi'amii 
in  1996.  Overall,  however,  the  centeii 
notes  that  the  number  of  children  liftec 
out  of  poverty  fell  by  400,000  in  thai 
yeai;  partly  as  a  result  of  the  improving 
economy  but  mainly  because  of  cutbackf 
in  other  government  support  progi'ams, 


I 


POTENT  FUEL 
FOR  SPENDING 

Mild  weather  and  early  tax  refunds 


Last  year,  warm  weather  and  earlj 
tax  refunds  spurred  consumption  ir 
the  fu-st  cjuarter.  That  seems  to  be  hap 
pening  again  this  year 

As  economist  Joseph  T.  Abate  o: 
Lehman  Brothers  Inc.  notes,  averag< 
temperatures  in  January  were  169! 
above  normal,  and  Febraaiy  and  earlj 
March  seem  ecjually  mild.  The  stronges' 
components  of  retail  sales  in  recen' 
months,  he  adds,  have  been  the  mos 
weather-sensitive:  hardware,  garderle 
items,  apparel,  and  general  merchan  e 
dise.  Meanwhile,  increased  electronic  fil  j 
ing  boosted  tax  refimds  in  January  anc  | 
Febraaiy  by  $3.1  bilhon  over  last  year's , 
receipts  and  $10  billion  over  the  take  ii , 
1996.  Since  refunds  usually  hit  theii 
stiide  in  March,  consumers  could  hav( 
even  more  of  the  green  stuff  to  spreac  H 
around  this  month.  t 
The  big  question,  however,  is  wha1 
happens  in  April.  Last  year,  householda 
wei'e  hit  with  a  hefty  $122  billion  taj 
bill  in  that  month,  which  helped  brak< 
spending  shai^jDly  in  the  second  quarter 
If  it  happens  again,  some  experts  thinl " 
the  current  spending  juggernaut  coulc 
lose  a  lot  of  its  pizzazz. 
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iADY  TIMES  FOR  WORKERS, 
LRD  TIMES  FOR  COMPANIES? 

1  wages  are  outpacing  productivity-and  profits  are  at  risk 


J.S.  ECONOMY 


HESEARE  GOOD 
lES  FOR  WORKERS 


Ho-hum.  Another  unexpected- 
ly strong  report  on  the  boom- 
L  S.  labor  market,  and  another  yawn  from  Wall 
t.  It's  a  reaction  that  would  have  seemed  impos- 
a  few  months  ago. 

w,  though,  the  bond  market  isn't  worried  that 
lary's  surging  payrolls,  tight  job  markets,  and 
■  wage  growth  will  cause  the  Federal  Reserve  to 
nterest  rates,  as  long  as  the  Asian  crisis  keeps  the 
imy  from  overheating.  And  the  stock  market, 
nervous  about  the  tech  sector,  seems  to  think  that 
labor  costs  amid  little  pricing  power  is  no  great 
t  to  profits.  It  seems  as  if  nothing  can  crack  Wall 
t's  tough  veneer. 

be  sure,  the  outlook  for  inflation  overall  in  1998  is 
^ood,  thanks  to  the  effect  of  Asia's  collapse  on  the 
ig  doUai;  the  ensuing  weakness  in  commodity  prices 
aUy,  and  the  shaip  di'op  in  oil  prices  in  particular, 
r  materials  costs  will  also  help  the  bottom  lines  of 
businesses  at  a  time  when  profit  growth  is  slowing. 

However,  look  at  what  else 
is  happening.  Because  of  low 
inflation  and  faster  wage 
growth,  the  real  wages  of 
American  workers  are  rising 
at  nearly  3%  per  year,  the 
fastest  pace  in  decades  (chait). 
That's  the  chief  reason  why 
consumer  spending  remains 
smiDiisingly  strong.  But  while 
these  are  heady  times  for 
workers,  businesses  cannot 
paying  out  increases  in  real  wages  in  excess  of 
advances  in  productivity  without  seeing  their 
margins  suffer. 

fact,  the  crucial  deteiTninant  in  the  1998  outlooks 
■ofits,  inflation,  monetary  poKcy — and  Wall  Street — 
>e  the  success  of  U.  S.  corporations  in  managing 
labor  costs.  And  judging  by  the  Febinaiy  report 
the  labor  markets,  companies  have  their  work 
at  for  them. 

ONLY  DID  JOB  GROWTH  continue  to  be  nothing 
of  phenomenal  in  Febnaary  but  the  unemploy- 
rate  also  dipped  back  to  a  24-year  low  of  4.6%, 
4.7%  in  January.  And  there  is  every  reason  to  be- 
that  it  will  go  lower.  At  the  growth  rates  of  em- 
lent  and  the  labor  force  during  the  past  six  months. 
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the  jobless  rate  would  fall  below  4.5%  by  summer. 

But  the  biggest  surprise  last  month  was  another 
large  gain  in  payrolls,  which  rose  by  310,000.  Jobs  in 
the  service  sector  continued  to  lead  the  growth,  al- 
though strong  homebuilding,  coupled  with  mild  weath- 
er and  cleanup  efforts  after  flooding  and  ice  storms, 
boosted  construction  employment.  During  the  past  four 
months,  job  growth  has  averaged  367,000  net  new 
hires  per  month,  the  most  for  any  such  period  since 
1984.  And  in  the  past  half-year,  jobs  have  increased  by 
2  miUion  (chart). 

Amid  continued  pressure  to  find  workers,  compa- 
nies increased  the  average  hourly  wage  rate  by  0.6%  in 
Febi*uary,  to  $12.60,  and  pay  in  the  service-producing 
industries  increased  by  an  even  greater  0.8%.  Those  ad- 
vances Kfted  the  annual  clip  for  overall  wages  to  4.1% 
from  a  year  ago,  and  service-sector  pay  is  rising  at  a 
4.5%  pace.  Adjusted  for  inflation,  using  the  chain- 
weighted  price  index  for  consumer  goods  and  services, 
real  wages  are  up  2.9%  from  a  year  ago,  the  fastest 
pace  since  1974. 

GAINS  IN  REAL  PAY  have  further  to  run  this  year. 
With  the  domestic  economy  so  strong,  labor  markets 
are  almost  certain  io  remain  very  tight.  Not  only  will 
pay  gains  continue  to  pick  up,  but  with  inflation  set  to 
remain  low,  any  addition  to  the  pace  of  pay  will  trans- 
mit immediately  into  real  wage  gi'ovrth. 

In  particular,  lower  oil 
prices  have  already  provided 
a  sizable  anti-inflation  impact, 
which  should  continue  this 
year.  Cheaper  oil  cut  0.2  per- 
centage points  from  the  1997 
inflation  rate,  and  the  1998 
impact  could  be  twice  that. 
Crude  prices  fell  from  more 
than  $26  per  barrel  at  the 
end  of  1996  to  $18  at  the  end 
of  1997.  So  far  in  March, 
prices  have  dropped  below  $15,  a  four-year  low,  with 
further  declines  likely,  opec  continues  to  produce  be- 
yond its  ciuota,  and  the  collapse  in  Asian  demand  has 
created  a  worldwide  glut  that  will  not  be  soaked  up 
anytime  soon. 

Of  course,  if  businesses  are  getting  2.5%-to-3%  pro- 
ductivity growth  from  theii*  labor,  then  real  wages  can 
rise  that  fast  vdthout  squeezing  profit  margins.  There's 
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the  rub.  Productivity  gro\%i;h  in  the  past  two  years 
has  averaged  a  stellar  1.9%  annually,  but  even  at  that 
pace,  it  has  stalled  to  fall  behind  real  pay  gains,  and  it 
may  well  stay  behind  thi'oughout  1998. 

Nonfann  productivity  growth  in  the  fomth  quarter  of 
last  year  was  revised  down  from  a  2%  annual  rate,  to 
1.6%,  but  even  that  healthy  pace  could  not  prevent 
unit  labor  costs  from  rising  at  a  3.5%  annual  rate. 
That's  because  fourth-quarter  compensation  jumped 
5.2%,  the  most  in  any  quailer  in  nearly  six  years. 

Moreover,  based  on  labor  market  data  thi'ough  Feb- 
ruary, unit  labor  costs  appear  to  have  increased  even 
faster  in  the  fii-st  quarter.  Houi'ly  pay  in  the  first  quai"- 
ter  is  rising  at  an  annual  rate  of  4%  thi'ough  Febniaiy. 
Meanwhile,  hours  worked  are  on  a  track  to  rise  at  an 
annual  rate  of  about  5.5%,  which  should  swamp  the  hke- 
ly  gi'o\rth  in  output.  That  means  there  will  be  little  if 
any  gain  in  productivity  to  prevent  higher  pay  from 
feeding  directly  into  imit  labor  costs. 

THE  HOPE  ON  WALL  STREET  is  that  Asian  weakness 
will  cool  off  overall  demand,  thus  easing  labor  market 
pressures.  But  so  far,  there  is  no  evidence  of  that. 
Clearly,  softer  Asian  demand  is  showing  up  in  the 
manufacturing  sector  Factoiy  orders  rose  0.5%  in  Jan- 
uaiy,  bouncing  back  from  a  December  ch'op  caused  by  a 
swing  in  aircraft  orders.  But  the  trend  in  bookings 
excluding  planes  has  fallen  off  in  recent  months 
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(chait),  in  tandem  with  signs  of  weaker  export  orders. 

Moreover,  the  Februaiy  employment  report  showed 
that  manufacturing  payi-olls  dipped  slightly,  after  four 
months  of  solid  gains.  Also,  the  factory  workweek,  of- 
ten a  leading  indicator  of  employment,  declined  for 
the  second  month  in  a  row.  Factory  production,  while 
growing  more  slowly  this  quarter,  compared  with  the 
fomth  quarter's  8%  annual  rate,  still  appears  to  be  in 
creasing  at  a  moderate  pace  of  about  4%. 

But  because  the  overall  la- 
bor market  remains  so  strong, 
consumers  are  leading  unre- 
lenting strength  in  domestic 
spending,  especially  in  ser- 
vices. In  tmTi,  intense  demand 
for  labor  continues  to  fuel  real 
wages — and  even  more  spend- 
ing. The  outlook  for  1998  may 
well  turn  on  how  this  virtu- 
ous cycle  plays  out. 

The  most  likely  scenaiio:  As 
long  as  businesses  lack  pricing  power,  this  cycle  is  self- 
limiting".  That's  because  profits  will  get  squeezed.  Capi- 
tal spending  will  suffer.  Employment  wiU  slow,  and  the 
economy  will  cool  down  on  its  own.  So  if  you're  a  work- 
er, enjoy  the  good  times  while  they  last.  But  if  you're  an 
investor,  you  should  woiry  that  those  good  times  might 
come  at  a  hefty  cost  to  Corporate  America. 
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UNDER  THE  GUN  IN  KIEV 


American  Secretaiy  of  State 
Madeleine  K.  Albright  canied 
a  blunt  warning  on  a  Mar.  6  visit 
to  Kiev:  Unless  the  pace  of  eco- 
nomic reform  picks  up,  the  U.  S. 
could  halve  Uki-aine's  $225  milUon 
aid  package  this  year. 
That's  a  troubling 
prospect — -but  hardly 
the  only  one  looming 
on  Ukraine's  horizon. 

While  most  of  its 
neighbors  in  the  for- 
mer Soviet  bloc  are 
poised  for  growth, 
Ukraine's  dai'kest  days 
may  he  ahead.  After 
contracting  by  tw^o- 
thirds  since  1991,  the  economy 
slirank  another  0.8%  in  January, 
with  a  sharp  11.8%  decUne  in  in- 
dustrial production.  Practically 
none  of  Uki-aine's  rich  agiicultui'al 
and  industrial  base  has  been  pri- 


STILL  STUCK 
IN  REVERSE 


92  '93  '94   95  '96  '97 


I  I  I  I 
■  ill 


▲  PERCENT  CHANGE  FROM  PREVIOUS  YEAR 
DATA  UKRAINIAN  MINISTRY  OF  FINANCE 
AND  STATE  STATISTICS  COMMITTEE 


vatized.  Foreign  direct  investment 
is  $39  per  capita,  one  of  the  lowest 
figures  in  the  region.  And  lack  of 
privatization  revenue  contributes 
to  a  mounting  budgetary  crisis. 
Aid  donors  are  turning  up  the 
heat.  The  Internation- 
al Monetary^  Fund 
says  it  w^on't  release  a 
long-awaited  $2.5  bil- 
lion loan  without  gov- 
ernment action  on  fis- 
cal and  monetary 
reforms.  The  U.S.  is 
urging  relief  from  a 
conupt  regulatory 
regime  that  discour- 
ages investment  and 
pushes  some  50%  of  economic  ac- 
ti\ity  onto  the  black  market. 

Government  borrowing  is  an- 
other time  bomb.  For  the  past 
two  years,  Ti'easury  bill  proceeds 
helped  cover  budget  deficits.  But 


UKRAINIAN  REAL 
GDP  GROWTH 


foreign  investors  fled  after  last 
fall's  Asian  meltdown.  Now,  with 
an  estimated  $3.5  bilHon  in  re- 
demptions due  this  year,  Kiev  is 
issuing  Em*obonds.  But  to  attract 
investors,  it  is  forced  to  offer 
yields  of  15%  to  16%,  far  above 
the  rates  paid  by  most  emerging- 
market  boiTowers.  With  parlia- 
mentary elections  on  Mar.  29,  ana- 
lysts fear  the  government  could 
dig  itself  in  even  deeper  by  using 
Em'obond  proceeds  to  start  pay- 
ing off  more  than  $2  billion  in 
overdue  wages  and  pensions. 

Ukraine's  cuirency,  the  hiy\na, 
can't  take  much  more  of  this.  Last 
fall,  the  government  propped  it  up 
by  raising  interest  rates  and  dip- 
ping into  reserves.  But  reserves 
are  now  below  $2  billion,  and  de- 
valuation could  soon  be  added  to 
the  list  of  Ukraine's  w^oes. 

By  Carol  Matlack  in  Kiev 
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poured  into  a  network 
that's  spread  across 

corporate  headquarters, 

I.  ■  . 

four  manufacturing  facilities 

and  200  global  sales  offices. 
But  without  the  right  storage 
system  in  place,  the  taste  it 
leaves  in  your  mouth  is  less 
than  desirable.  Call  StorageTek® 
i        at  1-800-STORTEK  or  visit  us  on 

i 

the  Web.  Because  when  information 
||         is  a  critical  ingredient  in  your 


business,  you  should  consider 
partnering  with  a  company  that 
wiir  ensure  it's  managed  smoothly. 
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StoragcSfek 

Where  the  world's  information  goes. 


News:  Analysis  &  Commentary 


The  Model  Ts 
of  the  Digital  Age 
will  help  wire 
the  world .  But 
will  they  bring 
prosperity  to 
computer  makers? 

For  yeai-s,  Gerald  Busenitz  i-efused 
to  buy  a  pei*sonal  computer.  The 
49-year-old  owTier  of  an  1,800- 
acre  fami  in  Xe\\ton,  Kan.,  told 
his  disappointed  son  that  he 
would  just  have  to  keep  doing  Ms  home- 
work on  a  PC  at  school — the  family 
cotildn't  justify  S2.000  for  a  macliine  he 
didn't  even  Iciiow  how  to  use.  "If  I  buy 
a  tractor,  I  can  make  the  faiTn  more 
profitable."  he  told  his  wife.  Margie. 
"But  a  PC?  I  just  couldn't  see  it." 

He  can  now.  On  Mar.  2,  the  Busen- 
itzes  took  the  plunge,  biinging  home  a 
Compaq  Pi'esario — for  S999  including  a 
monitor  "I  think  the  price  has  gotten  to 
be  about  right — plus,  we  had  a  good 
yeai',"  says  Busenitz. 

That's  just  what  executives  at  Com- 
paq Computer  Coi-p.  had  hoped  would 
happen  last  spring,  when  they  re- 
designed Compaq's  low-end  home  pc^ 
;md  cut  price  tag's  to  below  Si. 000.  Oth- 


er PC  makers  quickly  followed,  and  by 
yeai-end,  sub-S  1,000  pes  accoimted  for 
301  of  all  computers  sold  tlirough  U.S. 
computer  and  electi-onics  stores.  A  tim-d 
of  those  sales  were  to  people  who  had 
ne\'er  before  pmxhased  a  PC. 
UBIQUITOUS.  In  shoit  order,  the  flood  of 
new  buyers  nudged  the  penetration  of 
PCS  to  431  of  U.  S.  homes — ^up  from  the 
401  range  where  it  had  been  stalled 
for  thi-ee  years,  according  to  iDcLiiik. 
From  .Januaiy,  1997.  to  Januaiy,  199S, 
the  average  selUng  price  of  a  home  PC 
dropp^ed  301,  to  .51.169.  By  Chiistmas. 


199S,  analysts  expect  top  PC  makers  ; 
offer  S600  macliines — setting  the  stage 
for  PCS  to  find  theu*  way  into  601  of 
U.  S.  homes  by  2002.  according  to  pro- 
jections by  Foirester  Reseai'ch  Inc. 

If  those  ntmibers  prove  accurate,  the 
h  'me-PC  business  is  in  for  at  least  sev- 
ei*al  more  yeai-s  of  steady  gro'wtli — fi"om 
12  million  imits  a  yeai'  now  to  17.5  mil- 
lion bv  2002,  figures  FoiTester.  And 


.e:y  v.iy.  be-  in  for  another  a 
prui'uuna  ciiange  at  the  hands  of  tech-  :■ 
nolog}-.  ^^'hy■?  Because  the  PC  will  noi 
'.  '  _  ■  :  '  r  simply  a  staple  of  white-collar  : 
.i,-c:.-Ais,  but  a  neaidy  ubiquitous  tool  3 
for  most  Americans — like  the  telephone  5 
or  the  automobile.  Even  now,  the  news 
cheap  PCS  are  biinging  blue-coUai-  fami-  ; 
Kes  into  the  Digital  Age.  According  to  a  ; 
sm'\'ev  bv  FoiTestei;  the  median  income 


The  median  income  of  people  intendin 
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DIGITAL  HARVEST:  The 

Btiseiiitzes,  Karisas 
farmers,  finally  took 
the  plunge:  a  $999  PC 


of  people  intending  to 
buy  such  PCs  is  $27,000, 
vs.  $50,000  for  cuiTent 
PC  owners.  That  means 
that  the  electronic 
realms  where  home-PC 
owners  roam  will  be 
opened  to  millions  more 
citizens — to  shop,  to 
chat,  and  to  explore. 

The  new  online  mass- 
es are  apt  to  bring  huge 
changes  to  the  Web — 
and  perhaps  new  riches 
for  people  doing  business 
there.  Indeed,  investors 
are  already  bidding  up 
shares  of  companies  such 
as  Yahoo!  Inc.  and  Ex- 
cite Inc.  on  the  assump- 
tion that  the  millions  of 
consumers  snapping  up 
cheap  PCS  will  bring 
more  traffic  to  those 
Web  sites — driving  up 
ad  rates  and  generating 
many  more  transactions. 
Electronic  commerce 
could  quickly  change 
from  a  bonanza  for  the 
few — such  as  Amazon, 
com — to  a  huge  business 
for  all  sorts  of  online 
merchants. 

But  the  amval  of  the 
new  mass-market  com- 
puter heralds  painful 
changes  for  companies 
that  make  PCs.  While 
the  number  of  pes  sold 
through  U.  S.  stores 
grew  54%  for  January 
over  last  January,  rev- 
enues grew  a  measly 
10%,  says  Computer  In- 
telligence. 

There's  a  parallel 
1  in  the  coi-porate  computer  mai-- 
he  cash  cow  that  enabled  compa- 
ich  as  Compaq  to  compete  so  haixl 
le  PCS.  Watching  prices  contract  in 
PCS,  machines  not  vastly  different 
vhat  they  use,  corporations  have 
ded  price  cuts,  too.  In  1998,  prices 
kinds  of  corporate  hai-dwai-e,  from 
vers  to  notebooks,  ai-e  expected  to 
much  as  20%'.  James  D.  Poyner 
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Jr.,  an  analyst  at  Oppenheimer  Secuii- 
ties,  estimates  that  profit  margins  on 
corporate  PCs  vrill  drop  to  the  low  teens, 
close  to  the  single-digit  mai'gins  on  some 
home  PCS.  When  the  year  is  over,  pre- 
dicts International  Data  Corp.,  computer 
makers  around  the  world  will  have 
shipped  13.4%  more  PCs.  But  thanks  to 
price  cuts,  their  revenues  will  be  up 
only  4.4%. 

PRICE  WAR.  That  means  a  profit  pinch 
ahead  and  the  casualties  are  already 
mounting.  On  Mar.  6,  Compaq  an- 
nounced that  its  first-quarter  sales  had 
fallen  short  of  its  optimistic  forecast. 
Revenue,  it  warns,  will  likely  be  flat 
with  last  year's  final 
quarter,  at  about  $7.25 
billion,  and  profits  are 
likely  to  drop  25%  for 
the  year— to  $1.4  bil- 
lion. On  Mar.  4,  Intel 
Corp.  stunned  in- 
vestors by  announcing 
that  first-quarter  sales 
would  fall  10%  below 
the  fouith  quaiter's,  its 
worst  quarterly  rev- 
enue drop  in  a  decade. 
And  Intel  is  expected 
to  post  its  first  year- 
over-year  profit  decline 
since  1989.  Analysts 
think  it  will  earn  $5.9 
bilhon,  down  15%  from 
1997's  record  $6.5  bil- 
lion. One  factor  affect- 
ing the  chip  giant:  the 
inroads  made  by  the 
likes  of  Advanced  Mi- 
cro Devices  Inc.,  whose 
inexpensive  Pentium 
clones  go  into  the  new 
cheap  PCs. 

As  often  happens, 
there's  a  momentary 
pause  in  final  demand 
as  buyers  await  lower 
prices.  The  PC  industry 
knows  what  to  do  now: 
stage  a  price  war 
"We've  been  at  the 
edge,  and  it  seems  we  just  jumped  over," 
says  Oppenheimer's  Poyner.  "The  ques- 
tion is  whether  the  industry  jiunps  back." 

Indeed,  this  year's  jolt  may  be  any- 
thing but  routine.  Increasingly,  PC  mak- 
ers are  bracing  for  a  fundamental 
change  in  their  industry — a  wr-enching 
shift  to  a  new,  lower--mar-gin  business 
model.  They  will,  most  likely,  come  to 
resemble  the  consumer-electronics  com- 
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panies  with  whose  products  theirs  are 
increasingly  in  competition. 

When  the  dust  clears,  the  personal 
computer  will  have  morphed  into  a  tr-ue 
mass-market  phenomenon — the  Model 
Ts  of  the  Digital  Age.  Just  as  Henry 
Ford's  car  for  the  masses  profoundly 
changed  where  and  how  Americans 
lived,  the  next  generation  of  low-priced 
computer's  will  revolutionize  the  com- 
puter industry,  the  Inter-net,  and 
lifestyles.  With  personal  computers  in 
60%  of  homes,  for  example,  the  number 
of  Americans  surfing  the  Web  could 
explode.  Assuming  it  gets  easier  to 
use,  "the  impact  could  be  as  great  as 
the  impact  of  the  TV," 
says  Paul  Saffo,  direc- 
tor of  the  Institute  of 
the  Future. 

Already,  you  can  see 
the  beginning  of  the 
r-evolution.  Cheap  PCs 
will  make  Web-sm-fing, 
electronic  learning,  and 
digital  commer-ce  so 
much  a  part  of  daily 
life  that  many  families 
wall  have  multiple  PCs. 
In  a  r-ecent  business 
WEEK/Harris  Poll  of 
1,009  people,  25%^  of 
those  who  bought  a  PC 
last  year  were  adding 
one  to  their  home. 

But  price  alone  will 
not  put  the  personal 
computer  on  a  par 
with  cars,  phones,  and 
TVS  in  the  lives  of 
Americans.  "We're  do- 
ing what  we  need  to 
do  to  move  to  60%," 
says  Microsoft  Chair- 
man William  H.  Gates 
III.  But  reaching  the 
36%  of  Americans  who 
still  say  they  see  no 
need  for  a  PC  will  i-e- 
quire  more  than  cos- 
metic changes  and  low 
prices.  "As  the  price 
dr-ops,  computer  manufactur-ers  are 
for-ced  to  get  volumes  up,"  says  Amo  A. 
Penzias,  a  Nobel  prize-winning  physi- 
cist who  is  now  chief  scientist  of  the 
Bell  Laboratories  unit  of  Lucent  Tech- 
nologies Inc.  "The  only  way  to  do  that 
is  to  make  tilings  less  intimidating.  The 
real  winners  are  people  who  can  make 
these  tilings  look  friendly." 

Computer  maker-s  and  folks  who  build 
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the  leclmolog^"  that  go  into  them  ai-e 
pacing  close  attention.  If  PC  makers 
don't  do  it.  somebody  else  wiH.  "AH  I 
want  to  do  is  send  E-mail  and  access 
W'eh  sites."  says  Robeit  Anderson,  a 
^\"est  Palm  Beach  (Fla.i  ntu'se.  who  re- 
cently passed  up  a  home  PC  and  bought 
a  S199  A\'eb-R-  setup.  He's  one  of  2-5O.O0O 
customers  for  the  senice  that  lets  you 
smf  the  Net  via  TV.  "I  don't  want  to 
wony  about  all  those  icons  and  stuff." 
he  explains. 

But  how  can  PC  makers,  whose  mai- 
gins  ai-e  shi'inking — perhaps  perma- 
nently— fimd  development  of  innovative 
products?  Tliev  can't.  Tliose  that  once 


CONSUMER  TOOL:  consumer-PC  chie 
A  rnass-market  Webb  McKinney. 
PC  must  work  as  So,  ironically,  1{ 
easily  as  a  71'  years  after  Appl< 
Computer  Inc.  se 
out  to  build  "a  computer  for  the  rest  o 
us"  with  the  easy-to-use  Mac,  it  maj 
be  up  to  Intel  and  Microsoft  to  finisl 
the  job.  These  companies  have  the  prof 
its  to  fund  reseai'ch  and  developmen 
for  the  industiy  and  ai'e  starting  to  d< 
so.  Since  1996.  Intel  has  invested  soni( 
S450  million  in  startups  pushing  th< 
edges  of  mtiltimedia.  Nideoconferencing 
and  ^^eb  content,  and  now  it  is  attack 
ing  the  constimer-PC  mai'ket  more  di 
rectly.  On  'Slar.  4,  it  announced  it  wi] 
develop  a  sepai*ate  microprocessor  fam 
ily,  called  Celeron,  aimed  at  the  low 
end  consumer  mai'ket.  Intel's  push;  U 
make  the  PC  better  at  handling  \'isua 
infomiation.  Intel,  says  ChaiiTnan  An 
drew  S.  Grove,  won't  "make  compro 


The  market  share  of  the  top  five  F 


tried  have  pulled  back.  Compaq  collab- 
orated with  Mattel  Inc.'s  Fisher-Pi-ice 
on  PC  add-ons  for  kids  and  with  Thom- 
son Consumer  Electronics  on  a  deluxe 
"H'-PC  combo.  Neither  project  bore  fiTiit. 
And  now.  with  a  new  price  wai*  begin- 
ning in  the  sub-S  1.000  market,  most 
computer  makers  ai*e  riveted  on  more 
immediate  goals.  "'^Xe  don't  want  to  go 
pioneer  new  mai'kets  when  we're  in 
shai'e-gaining  mode  for  the  next  two  to 
thi-ee  veai's."  savs  Hewlett-Packai-d  Co. 


mises  that  \\ill  make  that  [PC]  interfaa 
less  fiiendly." 

Microsoft  says  its  main  focus  thi 
yeai-  is  on  simplifving  its  softwai-e.  Tha 
stans  with  Windows  98,  due  out  u 
June.  The  plan  is  to  tightly  integi-at4 
its  Internet  Explorer  browser  with  thi 
■^Mndows  operating  system,  making  thi 
now-familiai'  browser  foi-mat  a  fimda 
mental  way  of  using  all  kinds  of  com 
puter  functions.  The  company  plans  sim 
ilar  integi"ation  for  its  Windows  N" 


A  WONDERFUL  DAY  IN  THE  CYBER-NEIGHBORHOOD 


Thi-ee  years  ago.  the  Newton  Street 
Elemental^  School  in  Newai'k. 
N.J.,  tried  an  experiment.  Using 
federal  grants,  teachers  sent  PCs  home 
with  15  students.  They  knew  the  kids 
would  pull  lots  of  information  from  the 
Intemet.  but  never  guessed  how  much 
the  children  would  soon  give  back. 

"\Mthin  months,  says  progi-am  dii"ec- 
tor  Angela  Cainso.  the  families,  and 
their  school  wei-e  linked  in  a  network 
with  neighboiing  univei"sities  and  hospi- 
tals. Chat  r  xjms  spi-ang  up  where  stu- 
dents discussed  health  issues  with  doc- 
tors. Families  caught  up  in  the  aids 
scc'iu-ge  banded  together  online.  One 
gii'l  who  witnessed  a  diive-by  slajing 
posted  a  poem  so  powei-ful  that  it  gal- 
vanized an  antigang  movement.  In  a 
wav  that  was  utteriv  new.  savs  Cai-uso. 


"we  ci-eated  a  cl(»e-kmt  community." 

Newton  Street  is  part  of  a  great 
technologv'  migi-ation,  which  plummet- 
ing PC  prices  are  sui'e  to  hasten.  As  it 
gathers  foree.  the  ten-ain  in  at  least 
some  stretches  of  cy'berspace  wiU  finally 
stait  to  look  a  lot  like  America.  In  a 
5U2-vey  of  120.000  Noith  American 
homes.  FoiTester  Reseai-ch  Inc..  based 
in  Cambridge,  ilass..  found  that  almost 
IQ^c  of  new  PC  buyers  wiU  have  in- 
c-omes  of  S-SO.OOO  or  less.  African- Ameri- 
cans and  Hispanies  who  don't  already 
own  a  PC  are  50^  more  likely  to  '  ■ 
one  in  the  coming  yeai-  than  nor  - 
tj-  Americans  who  don't.  In  a  mat.ci 
yeai*s.  pi"edicts  Forrester  analyst  Bill 
Bluestein.  "the  conc-em  about  PC  haves 
and  have-nots  will  fade  away.'' 

Eai'ly  Intemet  usei^,  most  of  them 


wealthy,  white,  ar.d  male,  vii:  pixi 
groan  about  '  f 
bies"  flooding  ;       a :t.  Ini 

they  should  applaud.  Exrpeiimenti 
as  Newton  Street's  prove  that  acc 
c-omputer  technology-  can  lift  spiii 
shatter  ■:  -r  .veen  people.  ; 

ti-ansfor::  •  -  Tr.r  technolog]. 
people  a  wmaow. '  says  Assistant 
tsry  of  Commeroe  Lany  Ii-\ing. 
oS!ce  funds  NV-va.rk  project.  ' 
Net  :?  a  plac-  v.-y.-re  you  can  star 
talk  :  :  .  .u*  neighbor." 
MORE  CRIME.  Ii"ving  has  dozens  oi 
amples.  Native  Americans  use  onl 
technologv"  to  preserv  e  their  langi 
Seriously  ill  kids  in  Mississippi  ho 
stay  in  touch  with  classmates  ove 
Net.  Shopowners  in  eastern  Kenti 
sell  crafts  online.  And  in  woridng- 
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irk  operating  system,  which  is  due 
f  early  '99.  Microsoft  also  hopes  to 
to  make  desktop  PCs  behave  more 
V  sets— easy  to  use  and  quick  to 
)n  and  off.  That  means  no  "booting 
nd  an  end  to  maddening  software 
3S.  "Can  you  imagine  if  youi-  TV 
id  when  you  tiied  to  change  chan- 
'  asks  Paul  Voois,  chairman  of 
jhone  maker  8x8  Inc. 
'ore  the  PC  is  reinvented,  though, 
dustry  may  have  to  revamp  how 
IS  business.  Ah-eady,  Wall  Street 
its  are  making  massive  downward 
ons  on  their  earnings  estimates 
ompaq,  Micron  Electronics,  IBM, 
[P.  Some  analysts  think  PC  mar- 
nay  keep  eroding  to  the  range  of 
mer  electronics.  That  means  even 
^r  pressure  on  manufacturers  to 
prices  and  build  market  share, 
vitably,  the  result  will  be  more 
;ry  consolidation.  Analyst  Vadim 
)tnikov  of  Sanford  C.  Bernstein  & 
gures  the  top  five  players  com- 
a  10%-to-13%  cost  advantage  on 
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ing  demand.  But  rivals 
and  computer  distribu- 
tors say  much  of  Com- 
paq's problem  stems  fi'om 
special  deals  that  the  PC 
leader  offered  to  get 
them  to  increase  orders. 
"LIKE  A  DOG."  Mean- 
while, IBM  may  have 
even  more  PC  products 
sitting  on  dealere'  shelves 
than  Compaq.  ID('  ana- 
lyst Jay  Bretzmann  says 
IBM  has  an  eyebrow-rais- 
ing 40  weeks'  worth  of 
PC  servers  in  the  reseller  channel.  Com- 
paq has  16  weeks'  worth,  and  hp  some 
10  weeks' — both  closer  to  typical  levels 
for  these  products.  Wall  Street  expects 
bloated  PC  inventories  to  cut  into  first- 
quaiter  eaiTiings,  wliich  IBM  has  ah-eady 
signaled  could  fall  10%  below  last  year 
IBM  declines  to  comment. 

The  result:  Compaq  and  IBM  vdll  cleai- 
out  inventories  by  slashing  prices.  That's 
going  to  put  even  more  heat  on  sec- 


SELLING  MORE  NOW, 
BUT  ENJOYING  IT  LESS 


REVENUE 


SEPT.  '97 
, PERCENT 


JAN.  '98 


DATA:  COMPUTER  INTELLIGENCE 


customers  to  trade  up  to 
more  powerful — and 
profitable — models  any- 
time soon:  There's  no 
new  software  to  overtax 
today's  inexpensive  but 
speedy  Pentium  ma- 
chines. Existing  PCs  will 
nui  Windows  98  just  fine, 
and  Microsoft's  industrial- 
strength  Windows  NT  5.0 
won't  be  out  until  1999. 
"An  18-month-old  PC  may 
seem  like  a  dog,  but 
that's  still  a  pretty  nifty 
machine,"  says  U  S  West  Chief  Infor- 
mation Officer  David  R.  Laube.  "It  can 
certainly  think  a  lot  faster  than  I  can 
tyi^e." 

That  means  computer  makers  must 
adjust  costs  now  or  wither.  The  No.  1 
cost-efficiency  mantra  is  death  to  in- 
ventory: by  letting  resellers  assemble 
computers  as  orders  come  in  from  cus- 
tomers, PC  makers  can  limit  the  amount 
of  inventory  in  stock  and  get  it  sold 


rs  will  rise  from  34%  in  '96  to  an  estimated  46%  in  '98 


!omponents  over  smaller  rivals. 

five — Compaq,  Packard-Bell,  hp, 
and  IBM — will  increase  their  corn- 
market  share  from  34%  of  PC 
in  1996  to  an  estimated  46%  in 
he  says,  elbowing  out  ast  Re- 
1,  Acer,  and  Apple, 
int  on  a  continuing  drive  for  mar- 
hare  among  the  leaders.  Never 
that  a  failed  market-share  grab 
Compaq's  first-quailer  woes.  Offi- 
the  company  blames  disappoint- 


ond-tier  players,  already  feeling  the 
pinch  of  the  new  bargain-hungry  PC 
buyers.  Toshiba  and  ast  left  the  home- 
PC  business  last  year  Even  IBM,  which 
lost  $300  million  on  its  consumer  PCs  in 
'97,  is  growing  weaiy.  "We're  not  par- 
ticularly interested  in  chasing  a  lot  of 
volume  in  businesses  where  we  can't 
make  money,"  says  IBM  ceo  Louis  V. 
Gerstner  Jr  "We'll  be  in  the  consumer- 
pc  space,  but  we'll  be  there  selectively." 
There's  not  much  hope  for  getting 


faster,  before  prices  fall.  Yet  while  Com- 
paq and  IBM  intend  to  use  such  tactics, 
they'll  still  be  far  behind  direct-sales 
juggernaut  Dell  Computer  Corp.  The 
build-to-order  king,  whose  costs  are 
roughly  nine  percentage  points  less  than 
rivals,  continues  to  roll  along.  Michael 
Kwatinetz  of  DMG  Technology  Group  ex- 
pects Dell  to  post  a  50%  jump  in  profits, 
to  .$294  million,  on  a  49%  rise  in  sales 
this  quarter. 

That  leaves  PC  makers  looking  for 


Alto,  Calif.,  in  Silicon  Valley, 
;  kids  produce  a  chat-style 
t"  for  America  Online, 
at  migi-ation  won't  be  cost- 
ds  in  cyberspace  spell  worse 


THAT'S  PHAT! 


People  in  all 
•  flife- 

.  ler-city 
schoolkids  to 
AIDS  patients- 
are  buying  PCs, 
going  online, 
and  forming 
new  digital 
communities 


traffic  jams  at  popular  Web  sites.  With- 
in a  year,  expect  to  see  tiei'ed  sei-vice 
on  the  Net:  Folks  who  pay  higher  ac- 
cess fees  can  cruise  the  fast  lanes,  but 
not  the  disadvantaged. 


In  addition,  even  at  $20  a  month,  ac- 
cess fees  will  be  a  banier  for  some, 
says  Mercedes  Soto,  30,  who  runs  a 
program  that  promotes  PC  use  at  pub- 
lic-housing communities  in  Hartford, 
Conn.  She  also  wonders  who  is  going  to 
train  all  of  America's  new  PC  users. 
Then,  there's  quality  of  life:  A  larger 
online  community  means  more  crimi- 
nals, more  noise,  and  more  confusion. 

But  Soto  is  optimistic  that  technology 
will  be  a  force  for  good.  Not  long  ago, 
she  watched  an  8-year-old  at  a  pi'oject 
teach  his  parents  how  to  get  online.  She 
came  away  less  worried  about  training. 
A  sense  of  community  may  also  be  the 
antidote  to  ci-ime,  says  John  Gage,  top 
science  officer  at  Sun  Microsystems  Inc. 
"The  Internet  should  be  like  the  best  of 
cities.  The  sti-eets  are  safe  when  a  lot  of 
people  are  looking  out  their  windows." 
With  cheap  computers,  more  people  will 
share  the  view. 

By  Neil  Gross  in  New  York 
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new  ways  to  make  profits.  One  route  is 
to  broaden  the  line  card  with  new 
products.  The  company  that  has 
cleaned  up  this  way  is  hp,  which  has 
built  a  massive  business  selling  PC 
pnnters  and  the  ink  and  paper  that  go 
with  them.  It's  unlikely  that  other  PC 
makers  can  match  hp's  printer  busi- 
ness, but,  argues  Poyner,  they  need  to 
try  to  squeeze  profits  from  non-PC 


sales — things  such  as  digital  photo 
printers,  videoconferencing  gear,  and 
hi-fi  speakers. 

Eventually,  PC  rhakers  may  have  to 
think  a  lot  bolder.  "The  railroads 
thought  they  were  in  the  railroad  busi- 
ness— until  cars,  buses,  and  trains 
showed  them  they  were  in  the  trans- 
portation business,"  says  Antonio  Perez, 
head  of  hp's  printer  business.  "The  PC 


industry  has  a  chance  to  remain  the 
center  of  the  home-computing  univeree." 
But  only  if  PC  makers  realize  that  as 
much  as  they've  changed  the  world  so 
far,  they  now  have  to  change  them- 
selves— and  ultimately,  the  machine  that 
,got  them  here. 

By  Peter  Burrows  in  Palo  Alto,  Calif., 
with  Gary  McWilliarns  in  Hoiistwi,  and 
Robert  D.  Hof  in  San  Mateo,  Calif.  j 
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AMERICANS  ARE  GEHING  HOOKED  ON  THE  HOME  PC 


The  PC  juggernaut  rolls  on — into  home 
offices  and  family  rooms  everywhere.  Of 
Americans  who  intend  to  buy  a  home  com- 
puter in  the  next  year,  nearly  two-thirds  would 
be  doing  so  for  the  first  time,  accordmg  to  a 
recent  business  WEEK/Harris  Poll.  Even  better 
for  PC  makers,  respondents  expect  to  spend 


an  average  of  $1,500  on  the  basic  machine — 
$2,400  with  monitor,  software,  and  accessories. 
Only  20%,  in  fact,  expect  the  bill  to  be  under 
$1,000.  Still  the  cheap  PCs  definitely  have  their 
appeal — especially  as  a  machine  for  the  kids  and 
a  tool  to  go  online  and  do  a  little  personal  finan- 
cial management. 


HOME 
SWEET 
_  HOME , 


AN  UNTAPPED  MARKET 

Do  you  personally  use  a  computer  at  home,  work,  or  another 
location? 

USE 

Home  41%. 

Work  44%. 


DO  NOT 
USE 

. .  59% 
. .  56% 


USE 


DO  NOT 
USE 


Another 

location  24%  ....  76% 


THE  TWO-PC  HOME 

If  you  use  a  computer  at  home,  have  you  bought  a  computer  in 
the  past  year? 

Yes,  have  bought  a  computer  38% 

No,  have  not  bought  a  computer  62% 

THE  PRICE  IS  RIGHT 

If  so,  how  much  did  you  pay? 

^  AVERAGE 

Excluding  monitor,  software,  and  accessories  $1,547 

Including  monitor,  software,  and  accessories  $2,300 

IS  IT  YOUR  FIRST? 

Did  the  new  computer... 

Represent  the  first  computer  in  your  home?  34% 

Replace  an  existing  home  computer?  41% 

Add  to  an  existing  home  computer?  25% 

THE  COMPUTER'S  WINNING  WAYS 

How  satisfied  are  you  with  your  most  recently  purchased 
computer? 

Very  satisfied  73%    Not  at  all  satisfied   0% 

Somewhat  satisfied  23%   Don't  know  1% 

Not  very  satisfied  3% 

IS  THERE  A  PC  IN  YOUR  FUTURE? 

[AH  respondents]  Do  you  intend  to  purchase  a  new  home 
computer  in  the  next  year? 

Yes,  intend  to  purchase  27% 

No,  do  not  intend  to  purchase   71% 

Don't  know  2% 


A  FEW  BELLS  AND  WHISTLES 

If  so,  how  much  do  you  intend  to  spend?  average 

Excluding  monitor,  software,  and  accessories  $1,518 

Including  monitor,  software,  and  accessories  $2,399 

NEWSIES  ARE  LEGION 

Will  the  new  computer... 

Represent  the  first  computer  in  your  home?  62% 

Replace  an  existing  home  computer?  24% 

Add  to  an  existing  home  computer?  14% 

BARGAIN  HUNTERS 

If  you  have  spent  or  intend  to  spend  under  $1,000  for  your 
new  computer  (excluding  monitor  and  accessories),  why?* 

I  don't  need  a  machine  that  costs  more  than  that  41% 

I  can't  afford  to  spend  more  than  $1,000   37% 

The  new  computer  adds  to  an  existing,  mere 

expensive  computer  that  can  do  more  3% 

Don't  know  19% 

THAT'S  EDUTAINMENT 

If  you  have  spent  or  intend  to  spend  under  $1,000  for  your  new 
computer,  what  vnll  your  new  computer  be  used  for?  (multiple 
responses  allowed)* 

Kids'  education  and  entertainment  41% 

Personal  finance  management  38% 

I nternetWeb  surfing  28% 

Job-related  work  26% 

Entertainment  19% 

Electronic  mail  12% 

Other  13% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  1,009  adults  conducted  Dec.  11-15,  1997,  for  busi- 
ness WEEK  by  Louis  Harris  &  Associates  Inc.  and  the  Baruch  Col- 
lege of  Business  at  the  City  University  of  New  York. 
'Because  of  small  samples,  caution  should  be  used  In  mterpreting  answers 
to  these  questions. 
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The    First    MPU  +  Logic  +  DRAM    On   A    Single    Piece    Of  Silicon. 


Mitsubishi  Has 
Siiipped  More 
Embedded  DRAM 
Than  Mi  Other 
Suppiiers  Cembined, 


E    N    A    B    L    E  D 


"eRAM"  "  stands  for  "embedded  random 
access  memory"- Mitsubishi's  brand  name 
for  its  silicon  process  technology,  products 
and  systems  expertise  that  integrate  memory 
and  system-level  core  functions  in  the  some 
integrated  circuit  to  enable  unprecedented 
system  performance.  eRAM  encompasses 
Mitsubishi's  proven  ability  to  combine  memory 
-  especial//  DRAM  -  microprocessof:  and 
other  logic  core  funaions  in  a  single  piece  of 
silicon.  And.  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  and 
get  to  market  faster 

NeoMagic  IS  0  ifodemork  of  NeoMogfc  Corporoljon 


Mitsubishi's  HyperDPAM  '  process  technology  and  manufacturing 


capabilities  helped  a  company- NeoMagic  Corporation -to  revolution- 


ize an  industry  by  "mobilizing  multimedia".  And  it  can  do  the  same  for 


you.  We've  shipped  over  seven  million  embedded  DRAM  systems-on- 


a-chip  during  the  past  three  years*  That's  more  than  all  other  suppliers 


combined.  Our  process  technology  is  moving  to  the  0.25pm  level  and 


lower  -  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality  What  else 


would  you  expect  from  a  leader? 


'As  of  February  IS 


www.8ram.com 

40  8.7  74.3  1  8  9 
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COMMENTARY 


By  Michael  J.  Mandel 

THE  NEW  ECONOMY  STARTS  TO  HIT  HOME 


Is  the  New  Economy  making  a  big 
difference  in  the  daily  life  of  the 
average  American?  Not  according 
to  some  skeptical  economists  and  jotu'- 
nalists,  who  argue  that  new  products 
such  as  home  computers  and  online 
senices  ai-e  inconsequential. 

But  these  skeptics  ai'e  wTong. 
There's  a  fundamental  economic  prin- 
ciple that  states  consumei-s  spend 
their  time  and  money  in  the  ways 
that  give  them  the  greatest  perceived 
benefits.  To  put  it  another  way,  if  you 
want  to  know  what's  important  to 
Americans,  you  need  to  watch  what 
they  do. 

By  that  gauge,  it  would  seem  con- 
simiei-s  ai-e  voting  with  theii"  feet  and 
their  wallets  for  the  New  Economy. 
Spending  on  mainstays  of  the  New 
Economy,  such  as  computers  and  fi- 
nancial sendees,  is  up  more  than  I29c 
over  the  last  yeai*.  while  pm-chases  of 
old-economy  goods  like  cai"s  and 
clothes  ai'e  bai'ely  rising.  Moreover, 
many  Americans  ai-e  happily  changing 
their  daily  routine  to  take  advantage 
of  the  goods  and  senices  that  define 
the  New  Economy — pro\iding  another 
piece  of  evidence  that  they  see  gi-ow- 
ing  benefits  fi-om  the  technology'  on 
which  the  New  Economy  is  foimded. 

Consider  first  the  latest  shifts  in 
household  spending.  Over  the  last 
yeai',  personal  income  has  soared  by 
almost  69f,  wliile  constimer  confi- 
dence has  jumped  by  16%  to  a  new 
record.  In  the  past,  that  would  have 
sent  Americans  scuiT^ing  into  auto 
showTooms  to  buy  either  an  addition- 
al cai"  or  a  new  model  to  replace  an 
existing  vehicle.  Yet  the  latest  report 
fi-om  auto  makers,  released  Mai-.  4, 
shows  car  and  tnick  sales  down  3.6% 
for  the  fii-st  two  months  of  1998. 
COMPUTER  BOOM.  Instead,  Americans 
ai'e  choosing  to  put  the  extra  money 
in  their  paychecks  into  more  comput- 
ers. The  number  of  pei-sonal  comput- 
ers bought  at  computer  stoi-es  jumped 
by  54%  fi'om  last  Januaiy  to  tlais. 
Moreover,  despite  the  sharp  decline  in 
computer  prices,  the  actual  dollai*s  be- 
ing laid  out  by  households  on  comput- 
er gear  is  up  18%  over  1997. 

Other  sectoi*s  also  show  the  attrac- 
tion of  the  New  Economy  for  con- 
simiei-s.  Despite  a  housing  boom,  sales 
of  major  appliances  ai-e  up  bai'ely  1% 
over  the  last  year.  At  the  same  time, 


however,  household  spending  on  tele- 
phone senices  is  up  almost  9%,  as 
more  and  more  consumei-s  order  mtil- 
tiple  lines  and  join  up  for  ceUulai"  ser- 
vice. And  instead  of  spltu'ging  on  new 
clothing,  investoi*s  are  willingly  pa\ing 
brokerage  and  mutual  fimd  fees  in  or- 

CONSUMERS  OPT 
FOR  THE  NEW  ECONOMY 

INCREASE  IN  PERSONAL  SPENDING. 
JAN.  Sl-m.  98 


KEY  OLD  ECONOMY  ITEMS 


MOTOR  VEHICLES 

0.3% 


FOOD 

0.6% 


MAJOR  APPLIANCES 
1.1% 


CLOTHING 

2.3% 


AVERAGE 
0.9% 


KEY  NEW  ECONOMY  ITEMS 


HOME  TELEPHONE  SERVICES 

8.8% 


ENTERTAINMENT  &  RECREATION 
SERVICES 

12.4% 


CABLE  TV 

13.4% 


BROKERAGE  AND  OTHER 
FINANCIAL  SERVICES 

15.6% 


HOME  COMPUTERS 

18.1% 


AVERAGE 

12.5% 

DATA:  BUSINESS  WEEK.  COMMERCE  DEPT. 


der  to  ride  the  rising  stock  market. 

Indeed,  judging  by  then-  actions, 
Americans  ai-e  enthusiastically  avail- 
ing themselves  of  the  new  options  in 
financial  senices  that  technologj'  is 
pro\iding.  Homeowners  ai-e  quicker  to 
refinance,  in  part  because  automated 
mortgage  approval  progi-ams  aUow 
banks  to  gi'ant  mortgages  faster  and 
more  cheaply.  And,  \rithout  today's 
poweiful  computers,  it  would  not  be 
economical  to  offer  mutual  funds  and 
401(k)s  to  the  average  worker.  Also, 
though  consimiers  say  they  resent  the 
fees  they  now  must  pay  at  many  au- 
tomated teller  machiries,  they  keep 
using  the  atms — suggesting  that  the 
convenience  and  time-savings  have 
real  value. 

HIGH-TECH  TIMESAVERS.  Sometimes 
new  technology-  can  be  enticing 
enough  to  produce  a  veiy  rapid 
change  in  beha\ior.  For  example, 
more  than  60%  of  traffic  on  New  York 
City's  bridges  and  timnels  now  uses 
EZ-Pass,  a  small  radio  transponder 
that  allows  people  to  pay  theii'  tolls 
without  stopping.  This  level  of  accep- 
tance, coming  less  than  thi'ee  years 
after  EZ-Pass  was  introduced,  points 
up  the  big  gains:  The  resulting  time 
sa\ings  for  commutei-s — about  15  min- 
utes a  day,  or  more  than  40  houi"s  a 
yeai;  allowing  for  holidays  and  vaca- 
tions— is  worth  a  week's  wages. 

Based  on  where  constimei*s  spend 
then-  money  and  time,  even  some 
seemingly  fiivolous  tises  of  technology 
have  real  value.  One  of  the  most  pop- 
ulai'  featiu-es  of  America  Online  Inc., 
for  example,  is  its  chat  rooms,  where 
people  can  ai-gue,  flirt,  and  generally 
mouth  off.  This  may  seem  like  a  mar- 
ginal enhancement  to  then-  well-being, 
but  it's  no  more  ridiculous  than  the 
notion  of  calhng  a  fiiend  on  the  tele- 
phone just  to  talk.  \\Tiat's  more,  aol's 
11  million  customer  value  its  sei'vices 
enough  that  the  company  was  able  to 
raise  prices  by  10%  last  month,  some- 
tiling  that  cai-  companies  have  been 
imable  to  do. 

The  tiTith  is,  in  a  mai'ket  economy, 
value  is  detemiined  by  the  prefer- 
ences of  consumei*s — and  that's  the 
way  it  should  be. 


Economics  Editor  Mandel  has  two 
computers  and  three  telephone  lines 
in  his  home. 


»TBUSTERS 


AGAINST  THE  WALL. 
NOPOLIST 

Clinton's  antitrust  cops  are  getting  so  tough 


months,  WorldCom  Inc.  flgiired 
)  record  $37  billion  deal  to  buy  MCi 
ammunications  Corp.  would  sail 
the  Justice  Dept.  It  figured 
;.  Tunis  out  the  antitrast  division 
that  the  megacombo  could  own 
than  half  the  communications  lines 
ng  Internet  traffic — and  set  unfau- 
for  rivals  that  need  to  hook  on. 
is  the  first  case  that  defines  In- 
competition,"  says  William  P.  BaiT, 
il  counsel  of  gte  Coii^.,  one  rival. 
,  it's  not  the  fii'st  time  that  the 
in  trustbusters  have  staked  out 
p^"ound.  And  it  won't  be  the  last. 
Com  insists  that  its  deal  will  even- 
go  through  and  that  no  one  com- 
can  dominate  the  ultracompetitive 
let.  Still,  it's  clear  that  the  harsh 
ny  is  a  sign  of  change  in  Wash- 
1.  After  watching  idly  as  massive 
idation  rolled  tlii'ough  industry  af- 
dustry,  the  Justice  Dept.  and  the 
•al  Ti'ade  Commission  are  launch- 
new  antitmst  offensive. 
3  reason  for  the  new  scintiny:  the 
merger  mania.  In  1997,  antitiiist 
itors  reviewed  3,702  deals,  up  fi'om 
in  1991.  To  ti-ustbusters,  many  of 
test  deals  take  consolidation  just  a 
00  far — into  anticompetitive  teiri- 
'The  message  for  Coipoi'ate  Amer- 


ica is  that  if  you're  in  a  consolidating  in- 
dustry, you  want  your  merger  to  go 
thi'ough  fu"st,"  says  New  York  antitnast 
attorney  Kevin  J.  Arquit. 

Philosophy  has  as  much  to  do  with 
tliis  newfoimd  zeal  as  the  economic  land- 
scape. FTC  Chairman  Robert  Pitofsky 
and  Justice's  Joel  I.  Klein  are  big  be- 
lievers in  government's  power  to  fix 
market  glitches,  a  major  swing  from 
their  predecessor's  in  the  Bush  and  Rea- 


NEW  RULES 


"The  message  is,  if 
you're  in  a  consolidating  industry, 
you  want  your  merger  to  go 
through  first,"  says  one  expert 


gan  Administrations.  "There  was  a 
sense  in  the  mid-1980s  that  antitrust 
enforcement  should  be  minimal  because 
the  market  would  take  care  of  most 
problems,"  says  Pitofsky.  "Enforcement 
today  is  more  skeptical  that  the  market 
will  solve  these  problems.  There  are 
deals  that  will  harm  consumers." 

Of  late,  the  tioistbusters  have  been 
working  overtime  to  make  then'  point. 
On  Mar.  6,  Justice  officials  told  Lock- 


lieed  Martin  Corp.  and  Northrop 
Gnimman  Coi-p.  that  their  pr-oposed 
$11.(5  billion  merger  was  in  trouble.  On 
Mar.  3,  the  FTC  halted  plans  for  four 
major  drag  wholesalers  to  become 
two,  ai'gixing  consumer  prices  would 
rise.  Last  yeai;  the  ftc  also  blocked 
Staples  Inc.  fi'oni  acquiiiiig  Office  De- 
pot Inc.;  it  claimed  the  combination 
would  limit  competition  in  the  office- 
supply  superstore  sector. 

Regulators  aren't  just  concerned 
with   deals   between  competitors. 
They're  also  eyeing  vertical  hookups 
between  suppliers  and  major  cus- 
tomers. In  the  Lockheed-Northrop 
case,  Justice  worries  about  the  impli- 
cations of  a  maniage  between  a  fight- 
er-jet manufactiu'er  and  a  maker-  of 
r-adar-  and  electr-onic  counterTiieasur-es 
in  a  vastly  shiainken  defense  industry. 
If  the  mei'ger'  goes  tln'ough  as  pro- 
posed, Raytheon  Co.  and  itt  Cor-p., 
Nortln-op's  chief  rivals  in  the  electr'onics 
field,  fear  they  would  be  left  with  only 
one  plane  customer — Boeing  Co.  So  Jus- 
tice wants  full  divestitiu'e  of  Northr-op's 
electronics  business. 
BEYOND  MERGERS.  Since  getting  the 
electr-onics  was  a  key  r-eason  for  the 
deal,  Lockheed  will  fight  hai'd  to  keep  it 
but  will  counter  with  a  less  r'adical  spin- 
off and  other  proposals  to  preserve 
competition.  The  plan  "will  addr-ess  Jus- 
tice's   concerns,"    says  spokesman 
Charles  P.  Manor-. 

Trustbuster-s  are  also  looking  beyond 
mer-gers  to  other  allegations  of  anti- 
competitive pr-actices.  The  ftc  is  now 
investigating  wiiether  Master-Card  and 
Visa  ar-e  forcing  merchants  who  accept 
their  cr-edit  car-ds  to  use  their  less  pop- 
ular debit  car-ds  as  well,  a  pr-actice  that 
could  dampen  debit-card  competition. 
And  in  what  would  be  the  biggest 
antitr-ust  action  in 
decades.  Justice  is 
weighing  a  broadscale 
suit  against  Micr-osoft 
J  for  compelling  comput- 
er makers  to  take  both 
its  Inter-net  br-owser 
and  softwar-e. 

If  the  new  push  for 
antitr-ust  enfor-cement 
is  giving  Coi-por-ate  Amer-ica  pause,  it's 
hard  to  detect.  Deals  are  pr-oceeding  at 
the  same  stagger-ing  pace,  and  with  in- 
vestor-s  demanding  an  ever-  impr-oving 
bottom  line,  companies  still  would  r-ather- 
take  theu-  chances  with  an  aggi-essive 
Washington  than  face  disappointed  in- 
vestor-s  on  Wall  Street. 

Bij  Susan  B.  Garland,  with  Stan 
Crock  and  Catherine  Yang  Washing- 
ton, D.  C,  and  bureau  reports 
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WASHINGTON 


PRIVATIZE 

SOCIAL  SECURin? 

Soon,  the  question  may  not  be  whether,  but  how  much 


On  Apr.  7  iii  Kansas  City,  President 
Clinton  kicks  off  a  series  of  town 
meetings  to  discuss  the  plight  of 
the  Social  Security  system,  which 
some  economists  fear  could  be  tapped 
out  by  2030.  Clinton,  who  called  for  Con- 
gress to  allocate  anticipated  budget  sur- 
pluses for  a  Social  Secuinty  fix  duiiiig 
his  State  of  the  Union  address  in  Feb- 
maiy,  has  now  found  a  surjDrising  ally  in 
House  Speaker  Newt  Gingrich.  On  Mai'. 
5,  the  Speaker  lu-ged  fellow  Republicans 
to  postpone  income-tax  cuts  and  make* 


COMMENTARY 


By  Mike  McNamee 

YES:  THE  PRIVATE  MARKET  OFFERS  BEHER  RETURNS 


Whom  are  you  going  to  trust  to 
watch  over  your  retii'ement? 
The  wizai'ds  of  the  federal  gov- 
ernment— or  youi'self?  In  the  end, 
that  question  will  dominate  the  Social 
Security  debate.  And  ultimately,  given 
the  American  preference  for  the  indi- 
vidual over  the  state,  the  answer  will 
likely  involve  privatizing. 

Piivatization  can  mean  many 
things,  from  direct  government  own- 
ership of  stocks  to  wiping  out  Social 
Security.  But  the  middle-gi'oimd  fix 
that's  Ukely  to  emerge  will  look  hke 
this:  Worker's  would  set  up  accounts 
funded  by  about  1.4%'  of  the  current 
12.4%  Social  Security  payroll  tax.  An- 
other 1.5%'  in  new  payroll  taxes  from 
workers  and  employers  would  be 
added  to  the  accounts.  With  this, 
w^orkei-s  could  invest  in  stocks,  bonds, 
and  money  mai'kets. 
STOCK  ANSWER.  Today's  retii-ees  and 
55-plus  workers  would  stay  in  the  old 
system.  The  11%  of  payi'oll  still  flow- 
ing into  it  would  continue  to  fund  a 
safety  net  of  a  slightly  reduced  basic 
pension,  plus  disabDity  insurance  and 
surx'ivor  benefits. 

When  today's  twentysomethings  re- 
tu-e,  that  basic  benefit  might  pay  only 
75%  of  what  Social  Security  promises 
now.  But  those  workers  would  more 
than  recouj)  the  loss  fi"om  the  45-year 
build-up  in  theii-  private  accounts, 
which  were  tapping  into  mai'ket  ad- 
vances. While  there  is  no  doubt  a  risk, 
equities  have  for  seven  decades  deliv- 
ei'ed  ai'ound  8%  real  annual  gains,  vs. 
Social  Security's  r-etum  of  1.5%.  Un- 
der* Umited  privatization,  today's  25- 
year-old  couple  with  average  ear'nings 
would  net  10%  more  retirement  in- 
come than  today's  system  promises. 


Higher  returns  are  often  seen  as 
privatization's  main  benefit.  But  the 
r-eal  r-eason  Social  Security  needs  pri- 
vate accoimts  is  to  build  up  savings  in 
the  system.  Since  1939,  Social  Securi- 
ty has  operated  on  a  hand-to-mouth 
basis,  using  taxes  from  this  year's 
worker-s  to  pay  this  year-'s  bene- 
fits. That  won't  work  when  the 
baby  boom  retii'es:  "It's  har'd  to 
see  how  we  can  go  from  more 
than  tlrr-ee  worker-s  supporting 
each  retu"ee  to  two  workers  per 
r*etiree,"  says  Deputy  Tr-easiuy 
Secretary  Lawr-ence  H.  Summer-s. 

The  1983  refor-ms  wer-e  aimed 
at  squirreling  away  siu-pluses  into 
a  trust  slated  to  reach  $3  trilhon 
by  2019.  But  those  over-ages 
wer-en't  saved.  Instead,  the  extra 
cash  was  siphoned  off  to  cover 
gover-nment  deficit  spending.  Tliat 
shows  that  fimding  in  advance  of 
need  can  work  only  if  the  fimds 
ar-e  safely  out  of  politicians'  r-each. 
So  Social  Security,  the  only  pen- 
sion fund  in  the  worid  that  does- 
n't buy  stocks,  has  to  get  into  the 
mar-ket.  And  lurless  Americans 
want  Washington  to  owi\  a  chunk 
of  Cori3or-ate  America,  the  only 
way  left  is  private  accounts. 

Growth  optimists  say  r-adical 
changes  ar-en't  needed  because 
swelling  payr-olls  wiU  solve  the 
pr-oblem.  But  even  if  producti\ity 
gr-ows  above  the  1960s'  boom  pace  for 
the  next  75  year-s.  Social  Seciuity  ac- 
tuaries estimate  that  as  much  as  half 
of  the  Social  Security  shortfall  will  re- 
main unfimded.  Defenders  of  the  gov- 
er-nment-nm  system  point  to  stock- 
mar-ket  risks.  But  for  all  but  the 
lowest-paid  workers  who  collect  more 


than  they  put  in  by  design,  today's 
system  retur-ns  less  than  Treasuries. 

The  focus  on  pitfalls  ignores  the 
biggest  danger:  inaction.  According  to 
Social  Security  tr-ustees,  even  tradi- 
tional fixes  will  cost  workers  and  re- 
tirees the  equivalent  of  an  18%  tax 
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hike.  Voters  won't  pay  that  tab  if  they 
get  nothing  in  retur-n.  Private  ac- 
counts— blended  with  a  healthy  public 
safety  net — offer  a  tangible  gain. 
Americans  won't  accept  anjtliing  less. 

McNamee  follows  Social  Security  re- 
form from  Washiyigt.on. 
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1  Security  salvation  their  crusade 
lection  year,  too. 

hough  there  is  no  consensus  yet 
)w  to  solve  the  Social  Security 
—or  whether  a  hei'oic  rescue  is  ac- 
needed — Democrats  and  Republi- 
are  both  talking  about  some  forni 
ivatization.  Indeed,  the  politics  of 
;sue  are  coming  down  to  a  debate 
how  much  privatization  is  justi- 
•ather  than  whether  any  is  appro- 
;  at  all.  Wall  Street  interests,  not 
isingly,  are  pushing  for  the  maxi- 


mum, since  privatization  would  bring  a 
new  flood  of  money  into  mutual  funds, 
bonds,  and  other  investments. 

Under  one  compromise  scenario,  about 
21%  of  one's  annual  Social  Secuiity  tax 
payment  would  be  handed  back  to  the 
individual  for  investment  in  stocks  and 
bonds.  Like  a  401(k),  the  account  would 
be  subject  to  the  upticks  and  downturns 
of  the  markets.  But  pi-oponents  argue 
that  given  the  long-term  record  of  rising 
equity  markets,  the  potential  for 
impressive  returns  would  more  than 


make   up   for   the   additional  risk. 

BUSINESS  week's  Michael  McNamee 
and  Christopher  Fairell  take  up  the  op- 
posing sides  of  the  debate.  McNamee 
argues  that  a  system  of  partial  privati- 
zation would  be  the  best  solution.  Far- 
rell  says  the  transformation  of  Social 
Security  from  a  social  safety  net  into  a 
more  risky  investment  system  would 
violate  the  founding  principles  of  the 
program  and  unnecessarily  risk  the 
monthly  retirement  checks  that  those 
most  in  need  depend  on. 


COMMENTARY 


By  Christopher  Farrell 

NO:  WHY  LET  WALL  STREET  CAMBLE  WITH  OUR  NEST  EGG? 


■  verybody  knows  Social  Security  is 

■  a  basket  case,  right?  For  years, 
■critics  have  warned  that  insolven- 
looms  without  radical  changes. 

)re  recently,  they  have  stepped  up 
i\r  attack,  painting  it  as  a  tenible 
vestment  as  well.  Let  people  invest 


me — perhaps  even  most — of  their 
K  contributions  in  the  capital  mar- 
ts, especially  stocks,  the  naysayers 
^e.  Workers  would  eam  a  better 
turn,  and  the  economy  would  boom 
)m  increased  savings. 
But  before  you  get  ready  to  take 
ui'  Social  Secuiity  money  down  to 


the  local  Charles  Schwab  &  Co.  of- 
fice, let's  review  the  bidding.  Yes,  the 
long-term  inflation-adjusted  retm-n 
on  equities  is  around  8%,  a  figure 
that  dwarfs  the  L2%  to  1.5%  real  re- 
turns on  Social  Security. 

Yet,  it  is  an  axiom  of  economics: 
,  ,    Higher  returns  always  ai'e  at- 
I    tached  to  investments  that  pose 
greater  risks.  Equities  ai'e  not 
predestined  to  go  higher  and 
sometimes,  for  years,  they  don't. 
Thus,  returns  on  Social  Secmnty 
should  be  lower  because  it  is  es- 
sentially a  liskless  security  in  a 
taxpayer's  portfolio. 

Still,  wouldn't  workers  do 
better  if  they  could  invest  in 
govemment  bonds,  a  safe  har- 
bor with  long-teiTn  real  returns 
of  2.1%?  Problem  is.  Social  Se- 
curity has  promised  trillions  of 
dollars  to  older  workers  and  re- 
tirees under  the  cuirent  sys- 
tem. These  obligations  would 
have  to  be  met  with  increased 
taxes  during  the  transition  to 
the  new  system,  and  the  higher 
taxes  would  cut  into  the  bond- 
market  rate  of  return. 

The  Social  Security  safety  net 
also  offers  features  the  private 
sector  has  great  difficulty  match- 
ing, such  as  portable  insurance 
that  covers  the  variables  of  one's 
earnings,  length  of  life,  disability, 
inflation.  The  system  is  remark- 
ably efficient,  with  administrative  costs 
a  razor-thin  0.8%  of  benefits  paid.  "So- 
cial Security  was  not  meant  to  be  a 
get-rich  scheme  or  a  competitor  to  go- 
go  funds,"  says  Robert  Eisner,  econo- 
mist at  Noi-thwestem  University. 
But  don't  we  need  Social  Security 


and 


refoiTn  to  boost  national  savings? 
Hardly,  since  consuming  less  today 
does  not  automatically  mean  more 
economic  grow^th  tomorrow.  The 
U.  S.  economy  has  been  a  world-beat- 
er over  the  past  decade,  with  high 
rates  of  investment  in  infor-mation 
technologies,  even  though  Americans 
save  much  less  than  the  Eur-opeans 
or  Japanese.  In  a  knowledge  econo- 
my, money  follows  innovations.  In 
the  end,  as  John  Maynard  Keynes 
told  us,  economic  gr'ovrth  depends  on 
the  animal  spirits  of  capitalism. 
REPAIR  KIT.  Indeed,  what  really  mat- 
ter's is  not  savings  but  strong  produc- 
tivity gr-owth.  The  system's  prospec- 
tive tab  win  be  much  easier  to  meet  if 
rapid  pr-oductivity  gr-owth  fattens 
wor-ker  wallets  and  increases  the 
overall  tax  take,  as  it  did  these  past 
two  years  when  the  rate  approached 
the  healthy  levels  of  the  '50s  and  '60s. 

Social  Security  still  could  use  some 
repair  work.  For  instance,  econo- 
mists agree  that  developing  a  more 
accurate  measur^e  of  consumer  prices 
so  that  cost-of-living  hikes  don't  ex- 
ceed inflation  would  close  part  of  the 
system's  long-range  deficit.  Another 
change:  extend  Social  Security  to  the 
neariy  4  million  state  and  local  gov- 
emment employees,  who,  while  not 
ehgible  for  cover-age,  are  also  not 
paying  FiCA  taxes. 

Social  Secur-ity  has  long  strTick  a 
delicate  balance  between  individual 
equity  and  social  adequacy.  It  is  a 
compact  between  generations  that 
would  be  upset  by  pr-ivatization. 

Farrell,  a  baby  boomer,  believes 
Social  Security  will  be  there  when  he 
retires. 
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DETROIT 


SLIP  SLIDIN'  AWAY 
AT  GENERAL  MOTORS 

How  low  will  its  market  share  go?  A  dwindling  lead  over  Ford 


GRAND  PRIX: 
DIMMING  STAR 


Last  JuiR'  was  a  giim  time  at  Gener- 
al Motors  Corp.  The  company's 
share  of  U.  S.  light-vehicle  sales 
skidded  to  a  71-year  low  of  28.4%.  GM 
executives  were  quick  to  place  the  blame 
on  short  supplies  caused  by  strikes  at 
two  key  plants  and  the  startup  of  man- 
ufactuiing  of  neai'ly  a  dozen  new  models. 
GM  brass  promised  that  by  fall,  the 
shortages — and  the  decline — would  end. 

They  did.  But  not  for  very  long.  By 
late  1997,  gm's  market  share  bounced 
back  to  finish  the  year  at  31.1% — a  far 
cry  fi'om  the  49%  the  No.  1  auto  maker 
once  commanded,  but  enough  to  shore 
up  (;m's  assertion  that  its  three-decade 
slide  in  market  share  was  over.  Then 
came  1998.  In  Januaiy,  sales  dipped  6%-, 
and  in  Febmary  7%.,  leaving  GM  with  a 
miserable  28.6%  share.  "It  looks  disas- 
trous to  me,"  declares  Martin  J.  "Hoot" 
Mclnerney,  a  suburban  Detroit  Cadil- 
lac dealer.  "When  is  gm  going  to  realize 
the  trouble  it's  in?" 

This  time,  GM  has  mn  out  of  excuses. 
The  heralded  new  models  have  long 
since  anived  in  sufficient  numbers,  along 
with  expanded  production  of  lucrative 
large  sport-utility  vehicles.  Across  the 
U.  S.  market,  demand  remains  soUd,  and 
GM  is  enjoying  a  rare  period  of  labor 
peace.  Given  that,  some  analysts  figiu-e 
its  share  will  hover  between  27%-  and 
29%  unless  the  company  pours  on  the 
rebates.  "I'm  not  optimistic  about  theii' 
shai'e  coming  back  wdthout  a  lot  of  mon- 
ey being  spent,"  says  Fui'man  Selz  Inc. 
analyst  Maiyann  N.  Keller. 

That  leaves  GM  in  a  tough  position. 
It's  in  danger  of  losing  the  lead  to 
ai'chiival  Foi'd  Motor  Co.  for  the  first 


time  since  1931.  And  its  8,090  dealers, 
especially  at  such  shaky  divisions  as 
Oldsmobile,  badly  need  hot-selling  cars 
to  stick  with  gm.  Worse,  profits  quickly 
evaporate  when  factories  inn  below  full 
capacity  because  of 
fixed  overhead  costs, 
including  labor.  The 
company's  share  has 
been  dwindling  faster 
than  it  can  close  plants, 
and  the  constant  down- 
sizing only  exacerbates 
already  rocky  relations 
with  unions. 
FAT  PROFITS.  GM  execs, 
who  earlier  this  year 
predicted  modest  shai-e 
gains,  won't  talk  now. 
But  in  a  press  release, 
mai'keting  cliief  Ronald 
L.  Zarrella  said  that  while  sales  of  mid- 
size cars  and  minivans  were  "very  en- 
coiu-aging — there  is  no  denying  this  is 
going  to  be  a  very  tough,  very  competi- 
tive year  for  us."  Earlier,  he  told  busi- 
ness WEEK  that  the  company  is  shrink- 
ing its  operations  to  make  itself 
profitable  at  32%  to  34%-  market  share. 
He  admits  that  if  gm  misses  that  share 
target,  it  may  again  have  to  cut  ca- 
pacity. Ah'eady,  gm  has  tiimmed  first- 
half  production  by  2.5%  from  last 
year's  levels,  to  2.18  million  vehicles. 
And  G.  Richard  Wagoner  Jr.,  gm's 
president  of  North  American  op- 
erations, has  liinted  that  gm  would 
eventually  close  the  Ste.  Therese 
(Que.)  plant  that  builds  Pontiac 
Firebirds  and  Chevy  Camaros  if  it 
can't  make  those  cars  profitably. 
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DATA:  WARD'S  AUTOMOTIVE  REPORTS 


So  far,  investors  aren't  alarmed.  De- 
lighted with  gm's  record  profits  last  year 
and  enamored  of  its  current  $4  billion 
stock  buyback.  Wall  Street  has  recently 
been  pusliing  gm  shai-es  to  all-time  highs 
of  $74.25.  However,  says  Lehman  Broth- 
ers Inc.  analyst  Joseph  PlulKppi:  "If  you 
look  at  the  trees  instead  of  the  forest, 
this  stock  should  probably  be  about  60." 

So  Vv'hat  happened  to  gm's  comeback? 
For  staiters,  the  company  is  overly  con- 
centrated in  the  shrinking  small-car 
market,  where  sales  of  its  five  subcom- 
pacts  have  tumbled  30%.  Yet  even  in 
the  red-hot  large  sport-utility  seg- 
ment, the  Chevy  Suburban 
is  down  11%  and  the  gmc 
Yukon  has  dropped  13%. 

True,  as  gm's  press  re- 
lease boasts,  its  five  new 
midsize  sedans — including 
the  Chevy  Malibu  and 
Buick  Century — are  well 
above  year-ago  levels,  but  that's 
when  these  models  were  in  short 
supply.  Compared  vrith  the  more  typi- 
cal February,  1996,  these  new  models 
undersold  the  old  GM  midsize  cars  by  a 
scary  31%.  And  the  redesigned  Pontiac 
Grand  Piix,  the  first  solid  liit  among  the 
new  cars  when  it  was 
launched  in  summer, 
1996,  slipped  23%  in 
January  and  Febraary. 

The  sad  conclusion: 
gm's  new  models  are 
disappointments.  "Not 
one  is  selling  close  to 
where  it's  supposed  to 
be,"  says  Wes  Brown, 
an  auto  consultant  at 
NexTi-end  Inc.  For  in- 
stance, since  the  be- 
ginning of  the  year, 
monthly  sales  of  the 
three  new  minivans 
have  been  just  under  12,500 — a  pace 
that  wiW  fall  about  50,000  short  of  gm's 
200,000-a-year-goal,  he  notes.  Likewise, 
Malibu,  selling  about  15,500  monthly. 


PRIZM:  SLUMPING, 
AS  ITS  TOYOTA 
TWIN 
THRIVES 


GM  JUST  GAN7 
GET  TRACTION 

SHARE  OF  U.S. 
LI6HT-VEHICLE  SALES 
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tiort  of  gm's  16,000  to  18,000-unit 
.  "gm  has  a  lot  of  new  hardwai'e 
lot  of  old  bi-ands,"  says  Schroder- 
analyst  John  Casesa.  "It's  going 
3  years  of  new  products  and  new 
ting  and  promotional  spending  to 
blish  these  brands." 
■  sign  of  how  tarnished  gm's 
5  have  become:  Chevy's  sales  of 
subcompacts  fell  30%  in  February, 
;s  of  near-identical  Toyota  Corol- 
lilt  by  a  GM-Toyota  Motor  Corp. 
'enture  in  California,  rose  4%. 
options  for  a  fast  U-tum  are  un- 
':  Bigger  rebates,  subsidized  leas- 
1  low-rate  financing  squeeze  prof- 
scounting  in  general  nans  counter 
rella's  vaunted  brand-management 
^  of  tailoring  a  distinct  identity 
,ch  model  and  commanding  full 
He  says  cut-rate  deals  undennine 
image.  And  gm  has  sworn  not  to 
to  another  quick  fix  that  back- 
1  the  eai"ly  '90s — massive  but  low- 
rental-fleet  sales. 
!ENCY  MEETING.  On  Mar.  4,  it  put 
rebates  on  its  three  new  mini- 
Dealers  are  getting  $750  cash  re- 
to  sell  Suburoan  and  Yukon  suvs. 
ic/gmc  on  Mar.  1  announced  it 
subsidize  a  $299-a-month  lease 
slow-selling  Grand  Pilx.  And  the 
n  on  Mar.  10  kicked  off  its  spring 
offering  1.9%  financing  on  most 
s.  At  Chevrolet,  where  February 
les  plunged  19%,  sales  managers 
in  emergency  Saturday  meeting 
,r.  7  to  weigh  possible  remedies. 
'  year  ahead  won't  get  any  easier. 
:!es  formidable  launches  of  high- 
e  vehicles:  the  new  Pontiac  Grand 
nd  Olds  Alero  compact  cars  this 
:  and  full-size  pickup  trucks  this 
er.  GM  admits  these  startups  could 
rarily  cut  output  and  hurt  sales. 
I  good  news  is  that  analysts  ex- 
he  pickups  and  the  Grand  Am  to 
ong  sellers.  However,  if  gm  can't 
ip  sales  of  the  rest  of  its  hneup,  it 
ventually  look  back  fondly  at  Jime, 
-and  Febniary,  1998 — as  the  good 
ys  when  mai'ket  shai"e  topped  28%. 
By  Kathleen  Kerwin  in  Detroit 


DEALS 


CAN  WASTE  MANAGEMENT 
CLIMB  OUT  OF  THE  MUCK? 

It's  betting  a  merger  with  USA  Waste  can  fix  a  heap  of  problems 


Where  most  people  looked  at  piles  of 
refuse  and  saw  plain  old  garbage, 
cousins  Dean  L.  Buntrock  and  H. 
Wayne  Huizenga  smelled  fame  and  for- 
tune. Tliirty  yeai's  ago,  they  began  cob- 
bling together  some  3,000  mostly  family- 
owned  waste-hauling  businesses  to  forge 
the  national  network  of  gai'bage  hauling 
and  hazardous-waste  operations  knov\n 
as  Waste  Management  Inc. 

Today's  Waste  is  stiU  the  lai-gest  play- 
er in  the  garbage  industry.  But  other- 
wise, it  is  hardly  recognizable.  Huizenga 
left  in  1984.  Buntrock,  Waste's  long-time 
chairman,  who  had  retired  only  to  be 
i-ushed  back  into  semce  in  1997  when  his 
successor,  PMlip  B.  Rooney.  i-esigned  un- 
der investor  pressiu'e,  was  nudged  off 
the  board  at  the  end  of  that  year  by  a 
gi-oup  of  outside  directors. 

Humbled  by  severe  downtm-ns  in  its 
core  markets,  poorly  timed  and  badly 
executed  expansions,  and  self-inflicted  ac- 
counting gaffes,  once-proud  Waste's  fate 
as  an  independent  company  was  sealed 
on  Mar  11.  In  a  stunning  acknowl- 
edgement of  its  fall,  Waste  agTeed 
to  be  acquired  in  a  $13.5  billion 
transaction  by  USA  Waste  Sei-vices 
Inc.,  a  company  with  less  than  one- 
thii'd  its  $9  biUion  in  sales.  Waste, 
the  creator  of  the  modern  gai'bage 
business,  is  turning  itself  over  to  a 


management  team  led  by  usa's  acquisi- 
tion-minded chauinan,  John  E.  Dnuy,  an 
industry  veteran  who  just  joined  USA 
four-  yeai's  ago. 

It  was  the  best  news  Waste's  share- 
holders had  seen  in  years.  Its  shai'e  rose 
16.4%.,  to  29X(;.  Investors  such  as  Nell 
Minow,  a  principal  at  Lens  Fund,  were 
pailiculai'ly  pleased.  Recently,  Minow  has 
been  agitating  for  Waste  to  do  a  deal. 
Equally  happy  is  another  long  disgiTin- 
tled  holder,  Soros  Fund  Management, 
ownei'  of  62%  of  Waste.  Says  Soros  Man- 
aging Du-ector  Stanley  F.  Diiickenmiller 
of  Diouy:  "Tliis  is  the  best  (;eo  in  the  in- 
dustry." Dmckenmiller  and  Minow  ai'e 
convinced  that  Drury  will  be  able  to 
quickly  wring  at  least  $800  million  in 
costs  out  of  the  cortibined  company. 
INCONSISTENCIES.  The  deal  might  have 
been  done  montlis  ago.  Diuiy  approached 
Robert  S.  "Steve"  MiUer,  an  outside  di- 
rector and  turnaround  specialist  when 
he  was  appointed  interim  chairman  and 
CEO  on  Oct.  29.  Miller  thought  the  com- 
pany could  sm'vive  on  its  own.  But  that 
was  before  he  started  digging  into  its 
problems — and  before  liis  Feb.  24  bomb- 
shell. That  day.  Miller  announced  $3.5 
billion  in  chai'ges  to  clean  up  the  compa- 
ny's books — restating  five  years  of  earn- 
ings and  taking  massive  chai'ges  to  adjust 
for  overambitious  accounting  practi- 
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ces.  The  chai'ges  covered  eveiy- 
thing  from  oven^alued  acquisi- 
tions to  questionable  treatment 
of  landfill  assets — ^a  "sobeiing  and 
embaiTassing"  series  of  missteps, 
says  Miller,  adding:  "This  merger 
makes  it  much  easier  to  change 
the  operating  d>Tiamic  at  Waste." 

The  wiite-offs  illustrate  how 
important  such  change  will  be. 
Behind  those  numbers,  accord- 
ing to  interviews  with  more  than 
a  dozen  foiTner  senior  officials 
who  refused  to  be  quoted  by 
name,  lie  accounting  procedures 
riddled  with  inconsistencies.  Dis- 
trict officers  were  allowed  to  set 
their  own  pricing  and  deteiTnine 
the  useful  life  of  landfills  for  ac- 
counting pmposes.  For  example, 
one  fotTner  district  controller  in 
the  Southwest  says  he  never  as- 
signed scrap  values  on  tracks 
and  containers,  while  one  in  the 
Southeast  says  he  always  looked 
for  the  best  deal.  There  could  be 
different  definitions  of  a  "route 
houi'" — how  the  company  allo- 
cated costs  to  a  driver's  work — 
that  could  affect  how  a  district  priced 
contracts.  "There  was  no  consistent  op- 
erating model,"  says  a  foiTner  headquai'- 
ters  exec.  "It  was  dysfimctional." 
SO  IVIANY  DUMPS.  The  numbers  gi-ew 
even  more  flaky  when  aggi'essive  ac- 
coimtants  consolidated  results  back  in 
the  Oak  Brook  (111.)  headquarters.  Miller 
and  former  ofEcials  say  the  bean  countei's 
used  depreciation  schedules  and  asset 
valuations  that  were  even  more  opti- 
mistic than  those  set  in  the  field.  In  dis- 
trict ofiices,  for  instance,  tnicks  and  con- 
tainers were  depreciated  according  to 
industiy  standai'ds — 8  yeai-s  on  tmcks,  10 
on  containei-s.  But  at  headquartei-s,  equii> 
ment  was  depreciated  over  as  many  as 
13  years,  enabling  the  company  to  mini- 
mize annual  expenses. 
The  total  hit  to  adjust 
for  depreciation  for 
trucks  and  equipment: 
$716  million. 

There  were  major 


1  iLi^"^"^'^'''^ 

"SOBERING  AND  EMBARRASSING":  Accounting  problems 
led  CEO  Miller  to  take  So. 5  billion  in  charges 


troUer  says.  If  peirnits  were  being  sought 
for  a  given  amount  of  space  for  a  landfill, 
with  plans  for  more  later,  the  lai-ger  asset 
might  be  booked,  says  another  fornier 
official.  The  cost  just  to  fix  improper  ac- 
counting for  capitalizing  the  interest  ex- 
pense on  landfills:  $210  million. 

The  breakdown  in  accoimting  proce- 
dures appeal's  to  have  happened  as  the 
company's  gi'owth  screeched  to  a  halt  in 
the  eaiiy  '90s,  as  the  basic  business  soft- 
ened and  its  diversifications  faltered. 
Waste  was  saddled  with  a  surplus  of 
dump  space  and  faced  declining  prices. 
As  its  stock  stalled,  accjuisitions  were  no 
longer  feasible,  thereby  cutting  into 
gi'owth.  One  way  out  was  a  costly  over- 
seas push.  Another,  it  now  appeal's,  was 


THE  MESS  AT  WASTE  MANAGEMENT 

WMX  restated  earnings  for  1992-97  and  took  write-doums.  Cost:  $3.5  billion 


OVERVALUED  ASSETS... 


...AND  UNDERVALUED  LIABILITIES 


lapses,   too,   in   ac-  Mimn»i<:     n  *  4.  i 

for  landfill   -----    Reserve  for  environmental 


counting 
development,  write- 
offs for  areas  that 
were  never  gi'anted 
peiTnits,  and  enxii'on- 
mental  liabilities.  For- 


Overvalued  landfills,  other 
waste  sites  and  facilities 
Depreciated  equipment 
and  trucks  too  slowly 


to  try  to  mask  the  problems  witi 
accounting.  Says  Miller:  "Tht 
best  we  can  guess  is  we  got  of 
track  in  the  '90s,  coincident  witl 
oui'  declining  fortunes." 

But  Waste's  problems  wen 
beyond  accoimting.  As  revenu( 
growth  stalled,  the  company 
Itu'ched  fi'om  strategy  to  strate 
g\' — one  yeai'  ui'ging  regional  op 
eratives  to  boost  mai'ket  share 
the  next  to  focus  on  profitable 
accounts.  Fomer  execs  say  tha 
led  to  confusion  and  declining 
morale.  "We  w^ould  benchmarl 
against  GE  or  FedEx,  but  be 
cause  it  might  take  years  to  pu 
m  place,  w^e  didn't  have  the  for 
titude  to  stick  with  it,"  says  one 
FINGER  POINTING.  Who  is  re 
sponsible  for  Waste's  woes?  In 
vestore  and  analysts  blame  a  casi 
of  chai'actei's — Bimtrock,  Rooneji 
former  Chief  Financial  Office) 
James  E.  Koenig,  and  Waste's 
long-standing  auditors,  Arthur 
Andersen  &  Co.  Miller  has 
pledged  to  get  to  the  bottom  o 
who  "should  be  held  responsible 
among  oui-  executives  and  auditors,"  bu 
is  not  pointing  Angel's  yet.  Lens's  Minow 
has  no  qualms:  "Andersen  owes  th( 
shai'eholdei's  some  money.  They  are  then 
to  prevent  exactly  this  kind  of  sm-prise 
and  we  tu'ged  them  to  switch  auditore.' 
Rooney,  Koenig,  and  Bimtrock  declinec 
comment  on  who  was  responsible.  Citing 
fu-m  policJ^  Andei'sen  declined  to  discuss 
Waste. 

Drai-y  vows  to  get  the  new  Wast€ 
back  on  track — and  back  on  the  acquisi- 
tion trail.  "We  see  this  becoming  a  much 
bigger  business,"  he  says.  "We  can  gi'ow 
the  top  line  11%  to  15%  on  its  much 
lai'ger  base."  That's  fine — as  long  as  he 
manages  accoimting  better  than  the  old 
Waste  (lid.  Melissa  M.  White  an  analyst 
at  Piper  Jaffray  Inc. 
and  a  former  Waste 
official,  notes  that 
L"S.-\,  like  Waste  in  its 
early  days,  has  been 
run  leanly  and  in  a 
decentralized  fashion. 
One  of  the  biggest 


$1,300 


'^"^W'.^l  1°°- 1°^-  -$-2-81    risks  is  whether'they 


Losses  on  contracts 
understated 


137 


Overstated  goodwill 


754 


536    kept  too  low 


insurance  reserves 


83 


have  the  right  sys- 
tems and  controls  in 
place"  for  a  much  big- 
ger company.  If  not. 


mer  oflicials  sav  ai'eas  — .    can  this  combo  stay  at 


where  permits  were 


Overstated  value  of  invest 


Severance  costs 


the  top  of  the  heap? 


denied  would  be  kept    [".en^s     other  _cojTi pan i^ss     _  1^^^^^    underestimated  _60_       By    Richard  A. 


as  assets  a  bit  longer 
than  they  should  have 
been,  one  former  con- 
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87  Melcher  in  Chicago, 
tvith  Gary  Mc Will- 
iams in  Houston 
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>FUES 


IE  BANE  OF  BUSINESS 
BACK 

'er  &  Me's  Michael  Moore  takes  on  corporate  greed 


rith  its  sleek  marble  lobby,  modem 
art,  and  security  guai'ds,  the  tow- 
er on  Manhattan's  Upper  West 
looks  like  the  kind  of  building  from 
h  Roger  &  Me  filmmaker  Michael 
'e  usually  gets  ejected.  But  the  pro- 
lan provocateur  from  Flint,  Mich., 
Tiade  so  much  money  from  movies, 
vision,  and  a  book  that  he's  no 
er  on  the  outside  looking  in.  He 
here.  That  newfound  wealth  lends 
•onic  subtext  to  his  latest  movie,  a 
c  documentary  about  corporate 
ice  called  The  Big  One  to  be  re- 
id  on  Apr.  3. 

ot  that  Moore  has  gone  soft.  Quite 
le  conti-ary,  he  has  gone  from  mock- 
former  General  Motors  Corp. 
rman  Roger  B.  Smith  in  Roger  & 
to  lambasting  all  of  Corporate 
rica.  Still  dressing  and  taUdng  like  a 
ibby  auto  worker  with  attitude, 
re  hopscotches  the  country  slam- 
j  Pillsbury  for  accepting  "coi-porate 
are,"  Borders  bookstore  chain  for 


fighting  unionization,  Johnson  Controls 
for  moving  jobs  from  Milwaukee  to 
Mexico,  Trans  World  Airlines  for  using 
convicts  as  telephone  reservation  agents, 
and  Procter  &  Gamble  for  cutting  thou- 
sands of  jobs  while  racking  up  record 
profits.  Moore  goes  one-on-one  with 
Nike  Inc.'s  Philip  H.  Knight  about  using 
teenage  girls  in  Indonesia  to  make 
sneakers.  "One  evil  empire  down.  One 
to  go,"  he  says  near  the  end  of  the  film. 
NOBLE  SARDINE?  But  it's  not  capitalism 
that  Moore  seeks  to  extinguish,  just  the 
unbridled  gi-eed  that  often  accompanies 
it.  In  fact,  Moore  even  embraces  the 
perks  of  the  corporate  class.  In  one 
scene,  he  unapologetically  uses  a  fii-st- 
class  plane  ticket,  paid  for  by  his  tres 
coi-porate  publisher  Random  House  Inc. 
during  the  speaking  torn-  for  his  1996 
book.  Downsize  This!  Random  Threats 
from,  an  Unarmed  American.  "There's 
notWng  noble  about  sitting  like  a  sar- 
dine back  In  row  37  in  the  middle  seat," 
Moore  says  now.  In  another  scene,  he 


discovers  that  Random  House's  promo- 
tional campaign  has  catapulted  his  book 
to  The  New  York  Tirnes  best-seller  list 
and  exults,  only  half  ironically:  "Now, 
I  don't  think  corporations  are  such  a 
bad  idea!" 

But  Moore  insists  that  he  can  fly  first 
class  without  forgetting  what  it's  hke 
to  ride  on  Greyhound.  He  claims  that 
his  old  friends  from  Flint  never  tease 
him  about  his  windfall:  "They're  all  hap- 
py that  one  of  us  got  out.  One  of  the 
basic  tenets  of  the  working  class  is  you 
want  to  get  out  of  the  working  class," 
Moore  says. 

A  TIGHT  LEASH.  Remembering  his  roots, 
Moore  has  given  $500,000  in  grants  to 
charities  in  Flint  and  to  other  indepen- 
dent filmmakers.  Where  Moore  parts 
company  with  many  of  his  fellow  first- 
class  passengers  is  in  his  conviction  that 
capitahsm  needs  a  tight  moral  leash. 

One  paiticularly  tense  scene  in  the 
mostly  Ughthearted  movie  comes  when 
Moore  confronts  executives  from  Johnson 
Controls  Inc.,  which  is  shifting  manufac- 
turing to  Mexico.  Moore  tries  to  present 
Johnson's  chief  executive  officer  with  an 
oversize  check  for 
80^ — the  amount,  he 
says,  that  the  compa- 
ny will  pay  for  an 
hour  of  Mexican  la- 
SUCCesS,  Moore  bor.  Tight-Upped  com- 
Still  dresses  V^y  executives  give 
Moore  the  bum's  rush 
as  he  hands  over  one 
of  his  "Downsizer  of 
the  Yeai'"  awards. 

The  Big  One  bor- 
rows gags  from 
Domisize  This!  and  his  two-season  TV 
series,  TV  Nation.  In  a  typical  riff,  Moore 
suggests  renaming  the  U.  S.  "The  Big 
One,"  changing  the  national  symbol  from 
the  bald  eagle  to  the  bald  man,  and 
switching  the  national  anthem  to  that 
sports-ai"ena  classic.  We  Will  Rock  You. 
Another  time,  he  postulates  that  the  un- 
blinking Steve  Forbes  comes  from  an- 
other planet. 

Moore  is  more  of  populist  wise  gTiy 
than  a  leftist  theoretician.  In  fact,  he 
avoids  giving  specific  policy  prescrip- 
tions. "I'm  a  person  with  a  high  school 
education.  I'm  not  going  to  come  up 
with  the  ultimate  solution  to  these 
problems,"  he  says. 

Moore  says  that  he  made  The  Big  One 
to  comfort  those  who  have  been  left  be- 
hind by  the  New  Economy — "so  for  1^ 
hours,  theyTl  feel  some  cathartic  sense  of, 
'Here's  one  for  our  side.'"  Evil  empire 
rhetoric  notwithstanding,  Moore  turns 
out  to  be  about  as  Marxist  as  Groucho. 

By  Peter  Coy  in  New  York 


ANTISTYLE 


Despite  his 
considerable 


and  talks  like  a 
schlubby  auto 
worker  with 
attitude 
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HEADLINER:  LEE  KORINS 


DECLARATION  OF  INDEPENDENCE  IN  PHILLY 


Leopold  Korins'  personal 
stock  took  a  hit  Mai-.  9,  when 
the  Philadelphia  Stock  Ex- 
change announced  its  chair- 
man and  CEO  as  re 
signing  because  of 
a  difference  with 
the  board  over 
strategy.  Koiins, 
a  32-year  Men-ill 
Lynch  veteran 
who  ran  the  Pacif- 
ic Stock  Exchange 
fi-om  1990  to  1996,  took 
over  the  struggling  Philly 
bourse  last  August. 

Korins,  64,  ai-rived  in 
Philadelphia  at  a  diificult 
time.  In  1996,  then  Chair- 
man Vincent  Casella  re- 
signed after  it  was  revealed 
he  had  a  financial  intei-est  in 
a  company  that  had  been  se- 
lected to  install  a  new  trad- 
ing system.  Under  pressure 


from  the  Secuiities  &  Ex- 
change Commission,  the  ex- 
change then  adopted  a  sweep- 
ing governance  overhaul. 
Reforms  included  a 
more  independent 
boaixl  of  directors, 
and  sources  close 
to  the  exchange 
say  the  board 
was  frustrated 
with  Koi-ins'  prog- 
ress in  addressing 
regulatory  problems. 
Korins  couldn't  be  reached. 

There  is  talk  that  Korins' 
exit  could  lead  to  a  merger 
with  another  bourse — 
maybe  the  Chicago  Board 
Options  Exchange.  A  Philly 
bourse  board  member  says 
his  exchange  prefers  to  re- 
main independent  but  would 
consider  any  proposals. 

By  Amy  Barrett 


PG&E'S  BIGGEST 
POWER  PLAY  YET 

DEREGULATION    MAY   BE  A 

threat  on  the  home  front,  but 
PC&E  figures  that  it  can  be  a 
business  opportunity  out  of 
state.  The  San  Francisco  par- 
ent of  Pacific  Gas  &  Electric, 
which  is  pushing  to  sell  its 
services  outside  California 
in  order  to  counter  impend- 
ing electricity  deregulation 
there,  is  also  signing  agree- 
ments to  sell  its  expertise 
throughout  the  U.  S.  Its 
biggest  coup  so  far  came  on 
Mar.  10,  when  pg&e  signed  a 
$2  billion  deal  to  provide 
power  to  Ultramar  Diamond 
Shami-ock's  seven  refineries, 
its  pipelines,  and  its  net- 
work of  2,400  combination 
gas  station-convenience 
stores.  In  addition,  pg&e  will 

MIHI-GUSHEB 

With  the  world  awash  in 
crude,  major  international 
oil  companies  have  under- 
pertormed  the  market  all 
year.  After  a  strong  perfor- 
mance since  Feb.  23,  they 
took  a  hit  on  Mar.  9  after 
Saudi  Arabia  vowed  not  to 
cut  production:  The  S&P 
index  of  integrated  global 
oils  dropped  1.6%,  to  764. 
But  it's  bouncing  back.  On 
Mar.  10,  PaineWebber  oil 
analyst  Frank  Knuettel,  a 
onetime  bear,  upgraded  the 
sector,  saying  the  worst 
may  be  over.  That  spiked 
the  index  up  to  775. 
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build  a  750-megawatt  cogen- 
eration  plant  to  provide 
steam  and  electricity  for 
Ultramar's  Three  Rivers 
(Tex.)  refinery. 

HOW  MUTUAL  FUNDS 
CAN  SAVE  TREES 

QUICK  read:  the  .securities 
&  Exchange  Commission 
ruled  on  Mar.  10  that  mutual- 
fund  companies  are  allowed 
to  sell  their  wares  using  a 
three-  to  six-page  document 
called  a  profile  instead  of  a 
lengthy  fund  prospectus.  The 
commission  also  revised  its 
disclosure  requirements 
for  prospectuses,  which 
investors  will  still  receive 
after  they  invest  in  funds, 
omitting  such  information  as 
descriptions  of  a  fund's  capi- 
tal structure.  "It's  time 
investors  had  useful  infor- 
mation before  making  a  deci- 
sion instead  of  incomprehen- 
sible, dense  documents,"  says 
Kathleen  Clarke,  the  com- 
mission's assistant  director  of 
the  division  of  investment 
management. 

SATURN'S  CONTRACT 
STAYS  IN  ORBIT 

it'.s  still  a  different  kind 
of  car  company.  Union  work- 
ers at  General  Motors'  Satiu-n 
division  on  Mar.  11  voted  to 
keep  their  innovative  con- 
tract, often  deemetl  a  model  of 
union-management  coopera- 
tion. Saturn's  members  called 
the  vote  because  Saturn  sales 
are  down  20%,  which  they 
feared  threatened  their 
bonuses  and  job  security. 
After  the  vote,  union  chair- 
man Michael  Bennett  blasted 
GM  for  failing  to  commit  new 
capital  and  products  to  Sat- 
urn: "The  partnership  is  alive 
and  well  at  Saturn,"  he  says. 
"But  GM  has  yet  to  live  up  to 
its  part  of  the  bargain."  He 
warned  workers  won't  con- 
tinue their  unusual  alliance 
forever  without  greater  sup- 
port from  GM. 


A  NEW  PLAYER 
IN  SET-TOP  BOXES 

MICROSOFT   isn't  THE  ONLY 

computer  giant  in  cable  set- 
top  boxes.  On  Mar.  10,  Net- 
work Computer,  a  joint  ven- 
ture of  Oracle,  Netscape,  and 
others  announced  a  deal  to 
supply  software  and  set-top 
boxes  to  Cable  &  Wireless 
for  use  in  up  to  7  million 
homes  and  businesses  in  the 
United  Kingdom,  Australia, 
and  Hong  Kong.  Installation 
is  expected  to  start  this  year 
in  the  U.  K. — far  ahead  of 
TCl's  rollout,  according  to  NCi 
CEO  David  Roux.  "This  gives 
NCI  credibility,"  says  Cynthia 
Brumfield,  an  analyst  with 
Paul  Kagan  Associates,  a 
cable  market  research  firm. 

CILLER  S  TICKET 
TO  MORE  RICHES? 

BARRY  DILLER'S  FLEDGLING 

media  empire  continues  to 
expand.  On  Mar.  10,  his  usa 


Networks  struck  a  $386  mil- 
lion deal  to  buy  half  of  tick- 
eting agency  Ticketmaster 
Group  USA,  which  operates 
the  Home  Shopping  Net- 
work and  the  recently 
acquired  usa  and  Sci-Fi 
Networks,  is  expected  to 
use  Ticketmaster  as  part  of 
its  plan  to  create  a  TV  net- 
work based  in  part  on 
infomercial-style  programs 
that  sell  products  directly  to 
viewers.  Ticketmaster  CEO 
Fred  Rosen  will  leave  the 
venture. 

ET  CETERA.  ■■ 

■  Not  smokin':  Consolidated 
Cigar  forecast  disappointing 
earnings. 

■  Xerox  will  sell  its  Crum  & 
Forster  unit  to  Fairfax 
Financial  for  $680  million. 

■  UBS  and  SBC  said  combined 
1997  earnings  rose  60%  from 
money  management. 

■  Tobacco  companies  are 
seeking  a  mistrial  in  Min- 
nesota's suit  against  them. 
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everywhere 


To  protect  valuable  business  information  across  a  variety  of  computing  platforms/) 
7b  control,  automatically,  which  users  can  access  which  information.^ 
To  implement  a  consistent  security  solution  for  all  your  systems  and  networks/) 
To  quickly  identify  and  prevent  potential  problems,  anywhere  on  your  network.^ 


All  to  more  easily  manage  your  information  resources.  And  all  backed,  worldwide,  by  IBM. 
That's  the  power  of  Tivoli  Systems  Inc.  Visit  us  at  www.tivoli.com  or  call  1  888  TIVOLIl. 


sweats. 


Someday  I  plan  to:  Go  to  film  school.  Shop  flea  markets  in  Pari; 
Get  my  piano  tuned.  Finish  a  marathon  (in  under  six  hours). 


GET  THE  DREYFUS  MIDCAP  VALUE  FUND  FOR  YOUR  IRA  ACCOUNT. 
BECAUSE  YOUR  FUTURE  STARTS  NOW.  While  the  new  tax  law  provides 
more  opportunities  than  ever  to  help  you  pursue  your  retirement 
dreams,  one  part  of  IRA  investing  hasn't  changed:  it's  still  about 
DREYFUS  MIDCAP  VALUE  FUND  getting  the  right  fund.  That's  why 

28.00"        33.19"       you  should  consider  the  Dreyfus 

ONE  YEAR  LIFE  OF  FUND 

AVG.  ANNUAL  TOTAt  RETURNS  AS  OF  12,31.97  INCEPTION  DATE 9.29.95     Midcap  Value  Fund,  a  fund  with 

outstanding  performance  and  a  dedicated  investment  team.  If  you  have 
any  questions  about  what  type  of  IRA  is  best  for  you,  consult  your  financial 
advisor  or  call  Dreyfus.  We're  here  to  help  you  make  smart  investment 
decisions  for  today,  and  tomorrow.  DREYFUS.  RULE  YOUR  KINGDOiVI."^ 


TO  FiND  OUT  MORE,  CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794x4461 


m^yfus 


Call  for  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before 
you  invest.  Past  perlorrrianco  i:>  no  yuaranten  of  fututo'  results.  Shan?  price  and  investment  return  fluctuate  so  redemption  value  may 
he  triorc  ut  less  than  original  ccjst.  (^1998  Dreylus  Service  Corporation,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 
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IE  TOBACCO  DEAL: 

JDDENLY,  THE  CORPSE  IS  STIRRIKG 

that  they're  captives  of  a  special  interest  that  has  funneled 
millions  into  gop  campaign  coffers. 

Other  hopeful  signs:  Big  Tobacco,  launched  an  ad  cam- 
paign on  Mar.  11,  calling  for  congressional  action.  The  next 
day,  a  bipartisan  giwp  led  by  Senator  John  Chafee  (R-R.I.) 
planned  to  unveil  a  compromise  that  would  finance  the  deal 
with  a  $1.50-per-pack  hike  for  cigarettes  over  two  years. 

The  improved  odds  for  an  accord  can  be  seen  in  the  shifting 
public  pronouncements.  A  month  ago,  gop  leaders  were  blast- 
ing Clinton  for  proposing  new  social  initiatives  financed  with  il- 
lusory tobacco-deal  dough.  Now, 
House  Speaker  Newt  Gingi-ich  (R- 
Ga.)  and  Senate  Majority  Leader 
Trent  Lott  (R-Miss.)  talk  of  using 
the  money  for  tax  relief  or  enti- 
tlement refonn.  "There  is  [now]  an 
assumption  that  Congi'ess  is  going 
to  pass  comprehensive  tobacco  leg- 
islation," says  White  House  do- 
mestic policy  aide  Elena  Kagan. 

Getting  a  deal  remains  tricky, 
given  all  the  feuding  Hill  barons 
with  overlapping  jmisdictions.  Af- 
ter a  let's-reason-together  session 
called  by  McCain  on  Mar.  11,  the  senator  said  there  was 
"some  agreement  [on]  broad  parameters." 

But  even  if  the  tuif  wars  can  be  halted,  Clinton  and  Con- 
gress must  solve  two  potential  dealbreakers:  how  much  pro- 
tection to  give  Big  Tobacco  from  legal  action,  and  whether  to 
pay  billions  in  fees  to  trial  lawyers  who  represent  the  states. 
Some  public-health  gi-oups  have  vowed  to  kill  a  deal  they  find 
too  industiy-fiiendly;  trial  lawyers  have  sworn  the  same  fate 
for  a  pact  they  judge  to  be  attorney-hostile. 

Nobody  minimizes  the  obstacles  ahead.  Cautions  McCain: 
The  coalition  backing  the  agreement  is  "veiy,  very  fragile." 
Still,  the  tobacco  deal  doesn't  look  ready  for  burial  just  yet. 

By  Richard  S.  Dunham 


3all  hung  over  the  National  Governors'  Assn.  winter 
neeting  in  late  February — and  with  good  reason.  The 
^vs  thought  they  had  come  to  pronounce  last  rites  over 
365  billion  national  tobacco  settlement  and  say  goodbye 
e  fat  cuts  their  states  would  get  from  the  deal.  Indeed, 
HOI  Republicans  and  Dems  bitterly  divided,  Iowa  Gov- 
*  Terry  E.  Branstad  declared  the  1997  accord  between 

attorneys  general  and  Big  Tobacco  "dead." 
3ll,  somebody  better  call  the  undertaker,  because  the 
;e  has  sprung  back  to  life.  Fearing  a  backlash  if  they  let 
neasm-e  die.  President  Clin- 
nd  key  members  of  Congi-ess 
iboring  to  collar  the  votes  for 
:ment  this  year.  Their  goal: 
i  sure  states  and  the  feds  get 

hands  on  tiie  megabucks  a 
'CO  deal  would  generate, 
^s  of  compromise  are  crop- 
up  all  over  Capitol  Hill.  Such 
lakers  as  Senate  Commerce 
Tiittee  Chairman  John  McCain 
riz.),  House  Commerce  Com- 
!e  Chairman  and  longtime  in- 
ry  defender  Tom  Bliley  (R- 

and  anti-tobacco  Representative  Henry  Waxman 
alif.)  all  say  they're  open  to  a  bipartisan  solution.  "We 

a  weird  phenomenon  taking  place,"  notes  a  veteran 
te  staffer.  "People  are  actually  trying  to  be  statesmen." 
NOTHING."  Clinton,  needled  by  gop  leaders  for  failing  to 
i  enough  political  capital  on  a  deal,  has  launched  an  of- 
ve  of  his  own:  He's  calling  for  a  massive  industiy-funded 
laign  to  cui'b  teen  smoking  as  part  of  any  agreement, 
^publicans,  for  then-  pait,  want  to  avoid  the  "do-nothing" 

come  the  fall  elections.  At  the  same  time,  the  gop  cov- 
jbacco  cash  to  pay  for  tax  cuts  and  new  health  programs, 
by  persuading  the  industry  to  sign  off  on  a  tough,  bi- 
san  bill.  Republicans  hope  to  deflect  Democratic  charges 


CAPITAL  WRAPUP 


n  S  LOOSE  LIPS 

lenate  Majority  Leader  Trent  Lott 
Miss.)  may  pay  a  bigger  political 
:e  than  House  Speaker  Newt  Gin- 
2h  (R-Ga.)  for  shooting  from  the 
Lott  was  forced  to  back  down 
sr  he  suggested  on  Mar.  6  that 
lependent  Counsel  Kenneth  W. 
,rr  should  quickly  wind  up  his 
ibe  of  President  Clinton.  Three 

later,  amid  a  firestorm  of  Repub- 
m  criticism,  Lott  reversed  himself 
1  said  Clinton  should  stop 
onewalling." 


Gingrich,  meanwhile,  was  criticized 
by  gop  tax-cutters  for  agi-eeing  with 
Clinton  that  any  budget  surplus  should 
be  used  to  stabilize  Social  Security.  He 
now  says  he's  for  big  tax  breaks  and 
entitlement  fixes. 

RepubUcan  insiders  tend  to  give 
Gingrich  a  break:  They  say  he  often 
makes  provocative  statements  to 
stimulate  debate.  But  gop  activists 
say  Lott  is  eroding  confidence  in  his 
leadership  by  frequent  impolitic  pro- 
nouncements. Even  Gingiich  says  he 
doesn't  understand  what  his  pal  Trent 
was  thinking. 


SPENDING  THE  SURPLUS 

►  How  will  Congress  spend  the  grow- 
ing budget  surplus?  The  first  chunk  of 
extra  change  could  actually  go  to  the 
Pentagon.  The  military  may  get  $2 
bilHon  to  cover  U.  S.  troop  deploy- 
ment in  the  Persian  Gulf  and  the  con- 
tinued cost  of  keeping  troops  in 
Bosnia.  In  the  past,  unexpected  over- 
seas missions  came  out  of  procure- 
ment. But  Congress  seems  likely  to 
agree  to  use  strong  tax  receipts  to 
cover  the  tab  for  keeping  Saddam 
Hussein  in  check  and  Bosnia  quiet. 
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SOUTH  KOREA 


THE  CRISIS 
AT  SAMSUNG 

Will  the  giant  make  needed  changes? 


Samsung  Group  Chairman  Lee  Kun 
Hee  defies  easy  characteiization. 
As  South  Korean  chaebol  chair- 
men go,  he's  as  autocratic  as  any. 
Yet  last  November,  he  authored  a  book. 
Look  Aromid  the  World  and  Think,  that 
urges  Koreans  to  shape  their  own  des- 
tinies during  times  of  upheaval.  He 
spends  weeks  at  his  palatial  home  map- 
ping out  his  gi'and  strategies.  Then  sud- 
denly he's  obsessing  about  details,  brow- 
beating managers  over  squeaky  wasliing 
machines,  or  test-driving  a  prototyjje  of 
Samsung's  new  SM5  sedan. 

The  chairman — no  one  at  Samsung 
ever  calls  him  Mr.  Lee — has  used  these 
tactics  to  reach  a  level  of  influence  that 
no  U.  S.  chief  executive  could  ever 
match.  Koreans  shop  at  Samsung  de- 
partment stores,  operate  Samsung  PCs, 
stroll  through  Samsung  art  galleries, 
chat  on  Samsung  mobile  phones,  have 
operations  at  Samsung  hospitals,  and 
live  in  houses  built  by  Samsung  con- 
struction equipment.  Many  of  the  com- 
panies selling  these  products  and  ser- 
vices barely  break  even,  yet  Lee  has 
added  steadily  to  this  sprawl,  thanks  to 
abundant  loans  from  foreign  and  local 
banks  that  have  regarded  Samsung  as 
the  bluest  of  Korean  blue  chips.  And 


inside  the  gi'oup,  Samsung  Electronics, 
the  world's  dominant  memoiy  chip  mak- 
er, has  banki'olled  other  Samsung  busi- 
nesses, even  guaranteeing  $4.5  billion 
of  their  debt. 

Yet  not  even  a  dynamo  like  Lee  can 
reverse  the  effects  of  the  Asian  crisis 
and  a  slump  in  the  global  chip  business. 
Both  events  have  conspired  to  deprive 
Samsung  of  what  it  needs  most — ready 
cash  to  prop  up  profitless  companies, 
service  billions  in  debt,  and  embark  on 
imperial  adventures  like  the  new  auto 
business.  As  a  result,  Lee  faces  a 
choice — change  Samsung  radically,  or 
risk  fatally  weakening  his  gi'oup,  espe- 
cially the  core  chipmaking  business. 
How  he  and  his  lieutenants  tackle  this 
task  could  well  set  the  tone  for  all  of 
Korea  Inc.'s  restmcturing. 
"TOUGH  LESSON."  Lee  would  not  speak 
vrith  BUSINESS  WEEK,  but  five  of  his  se- 
nior executives  did.  What  emerges  from 
these  interviews  is  a  willingness  to 
change  that  no  one  thought  possible 
just  a  year  ago.  Still,  no  bold  plan  has 
emerged  to  reinvent  Samsung.  That, 
say  analysts,  would  involve  laying  off 
20%  of  the  workfoi-ce  of  230,000,  and 
selling  off  autos,  petrochemicals,  aero- 
space, and  other  laggards  to  focus  on 


SAMSUNG  IS  AN  EMPIRE... 


COMPANY 


SALES  PERCENT  BUSINESS 
BILLIONS  OF  TOTAL 


memory  chips,  liquid-crystal  displays 
(LCDs),  telecom  equipment,  and  finan- 
cial sei"vices. 

For  now,  executives  ai"e  still  adjusting 
to  the  idea  that  the  heady  days  of 
breakneck  expansion  are  over.  'We  are 
realizing  that  financial  resoui'ces  ai*e  very 
scarce,"  says  Hwang  Young  Key,  senior 
managing  director  and  a  member  of 
Lee's  powerful  executive  staff.  "Tliis  is  a 
vei-y  tough  lesson  for  us."  Group  earn- 
ings, which  plummeted  80%,  to  $67  mil- 
lion on  sales  of  $93  billion  in  1996,  may 
even  fall  into  a  loss  when  Samsimg  re- 

...HURTING  IN  CHIPS 


SAMSUNG  CORPORATION  $29 

32% 

IVade,  retail,  apparel,  other 

SAMSUNG  ELECTRONICS  19 

20 

Memory  chips,  PCs,  phones 

SAMSUNG  LIFE  17 

19 

Life  insurance 

SAMSUNG  FIRE  &  MARINE  4 

4 

Commercial  insurance 

SAMSUNG  DISPLAY  DEVICES  4 

4 

Liquid-crystal  displays 

SAMSUNG  HEAVY  INDUSTRIES  4 

4 

Ships,  construction  equipment 

OTHER  16 

17 

Chemicals,  aerospace,  other 

DATA:  BUSINESS  WEEK,  COMPANY  REPORTS,  MERRILL  LYNCH  i  CO, 

•96  '97 

A  BILLIONS  Of  DOLLARS  '  

DATA  MERRILL  LYNCH  &  CO 


-  EST  ■ 
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?  its  1997  results  in  late  March, 
e  major  problem  is  debt — oceans 
ceans  of  it,  $2SA  billion  owed  to  do- 
c  and  overseas  banks.  That's  267% 
nity,  and  it's  getting  hugely  expen- 
to  service  now  that  local  interest 
have  skyrocketed  and  banks  are 
ig  at  making  more  loans.  Execu- 
are  now  obsessing  about  ways  to 
k  debt  to  about  150%  of  equity.  In 
valued  at  some  $600  million,  Swe- 
Volvo  has  agi'eed  to  buy  the  con- 
tion-equipment  business,  and  U.  S.- 
1  Clark  Material  Handling  Co.  will 
•b  its  foi'klift  division.  Samsung  is 
ig  global  investments  by  30%,  sell- 
ame  $300  milKon  in  real  estate  and 
■  assets,  and  shelving  projects  such 
planned  102-story  skyscraper  in 
I.  Petrochemicals  may  go. 
.  WIND.  Meanwhile,  to  inspire  the 
IS,  senior  managers  have  taken  a 
pay  cut.  Lee  is  donating  $70  million 
his  $2  billion  fortime  and  most  of 
6  million  salary  to  company  cof- 
At  headquarters,  the  thermostat 
t  so  low  that  execs  wear  thennal 
rwear. 

le  big  problem  is  that  the  keystone 
:e's  empire — Samsung  Electronics — 
w  in  a  dangerously  exposed  posi- 


ALL  DRESSED  UP 


tion.  When  the  price  of  16- 
megabit  chips  collapsed  in 

1996,  it  dragged  down  the  Samsung  MotOI'S  is 
unit's  profits  93%  to  $194  ^oUij^g       j^g  fl^St  car, 
million,  vs.  $2.8  bilhon  in  .     ,    ,  ,11.. 
1995.  Last  year  probably  J ^St  when  the  bottom 

wasn't  much  better.  Lee  has  fallen  OUt  of  the 

wants  to  diversify  into  high-  Korean  auto  market 

er-margin  microprocessors, 
apphcation-specific  chips,  and  other  log- 
ic chips  used  in  eveiything  fi'om  dish- 
washers to  car-navigation  systems. 

Such  a  move  up  the  food  chain  re- 
quires scads  of  cash.  But  Samsung  Elec- 
tronics is  already  laboring  under  $6  bil- 
hon in  dollai-denominated  debt,  which  is 
much  hai'dei'  to  pay  off  with  depreciated 
won.  "Samsung  Electronics  is  still  king," 
says  Daewoo  Seciuities  Co.  analyst  Jeon 
Byeong  Seo.  "But  it's  a  king  without 
much  money."  Small  wonder  that  Sam- 
sung has  started  talks  with  Intel  Corp. 
about  a  cash  infusion.  Both  sides  are 
keeping  mum.  But  the  betting  is  that 
Intel  vrill  pony  up  $500  milhon  for  equi- 
ty in  Samsung,  thus  ensming  a  steady 
supply  of  high-end  memory  chips  when 
demand  for  its  Pentium  II  microproces- 
sor spikes  at  yearend. 

Samsung  Electronics  probably  would 
not  be  in  such  a  fix  if  it  had  not  served 


as  the  in-house  cash  ma- 
chine. When  chips 
reaped  windfall  profits 
back  in  1994  and  1995, 
insiders  say,  profits 
iluwed  into  questionable 
{projects.  The  biggest  po- 
tential blunder  was  the 
creation  of  Samsung's 
auto  division,  which  got 
21%  of  its  paid-in  capi- 
tal from  Samsung  Elec- 
tronics. After  spending 
$1.8  billion  over  four 
years,  Samsung  Motors 
Inc.  is  rolling  out  its  fii"st 
car,  an  $8,500  sedan 
based  on  the  Nissan 
Maxima — just  when  the 
bottom  has  fallen  out  of 
the  Korean  car  market. 

The  grim  outlook 
probably  drove  Samsung 
t'xecutives  last  fall  to 
sound  out  Ford  Motor 
( '0.  about  an  alliance. 
The  speculation  is  that 
Ford  might  take  as  much 
as  a  50%'  stake  in  Sam- 
sung Motors  but  would 
insist  on  taking  the  helm. 
But  no  outside  auto  com- 
pany has  ever  succeeded 
in  calling  the  shots  in  a 
joint  ventui'e  with  a  Ko- 
rean company. 

Nor  has  any  chaebol 
ever  succeeded  in  achiev- 
ing a  dramatic  restruc- 
turing.   Lee  certainly 
gi'asps  the  magnitude  of 
the  problems.  The  burn- 
ing question  is  whether 
he's  able  to  abandon  the 
old  ways  of  doing  business.  When  Lee 
was  a  student  at  Tokyo's  prestigious 
Waseda  University  in  the  mid-'60s,  he 
became  enamored  with  Japan's  keiretsu, 
close-knit  webs  of  companies  cemented 
by  equity  ties,  investments,  and  other 
business  relationships.  Lee  now  wants 
to  change  his  coiporate  cultiu'e — for  sev- 
eral years  he  has  been  exhorting  his 
troops  to  "change  everything  but  your 
wife  and  cliildren."  But  most  of  the  top- 
down  management  practices  remain. 

Should  Lee  manage  to  remake  Sam- 
sung, he  can  make  his  mark  as  the 
chau'man  that  took  this  proud  company 
to  the  next  step  and  led  the  way  in  re- 
forming Korea's  economy.  But  to  do 
that,  Lee  will  have  to  repudiate  decades 
of  corporate  practice — and  doubtless 
reinvent  a  part  of  himself  as  well. 

By  Moon  Ihlwan 
and  Brian  Brermier  in  Seoul 
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COIVIiViENTARY 

By  Michael  Shari 


FOR  SUHARTO.  A  MOST  DANGEROUS  GAME 


The  rumblings  from  Jakarta  are 
getting  ominous.  For  months, 
President  Suharto  has  glibly 
agreed  to  reform  his  economy  ac- 
cording to  the  stem  dictates  of  the 
International  Monetary  Fund — then 
proceeded  to  stall  on  any  moves  that 
would  weaken  liis  gi-ip  on  the  econo- 
my. But  in  recent  days,  Suharto's 
lieutenants  have  fired  up  the 
rhetoric.  Now,  they  say,  their  belea- 
guered leader  may  flat-out  refuse  to 
abide  by  the  imp's 
draconian  edicts — and 
forgo  its  $43  billion 
bailout  package.  Says 
Din  Syamsudin,  a  top 
government  adviser: 
"I'm  afraid  there's  a 
communications  break- 
down  between  us  and 
the  IMF.  Our  people 
vAW  say,  'Go  to  Hell 
with  your  aid.' " 

Why  would  Suharto 
risk  triggering  a  new 
Asian  crisis  and  ruin- 
ing his  country's  econ- 
omy? It's  possible  the 
Indonesian  President 
may  be  threatening  to 
walk  away  fr-om  a  deal 
to  force  the  imf  to  moderate  its 
terms.  Indeed,  IMF  Deputy  Director 
Stanley  Fischer  on  Mar  10  did  say 
the  IMF  would  be  "flexible"  with  the 
Indonesians.  But  the  IMF,  despite  the 
nice  talk,  is  refusing  to  cut  any  more 
checks  until  Suharto  implements  at 
least  a  few  reforms. 
ON  THE  BRINK.  This  game  of  brink- 
manship is  getting  dangerous.  Suharto 
would  certainly  like  the  IMF  to  cave 
and  hand  over  the  aid  without  any 
preconditions.  But  the  nationalist 
rhetoric  indicates  Indonesia  is  contem- 
plating some  pretty  scary  measures  to 
try  to  swim  without  the  IMF's  lifeboat. 
They  include  shutting  Indonesia's 
economy  off  from  the  rest  of  the  re- 
gion and  creating  an  Islamic  banking 
system  with  no  interest  chai-ges.  "In- 
donesia would  enter  a  shell,  breaking 
ties  with  the  rest  of  the  world  and 
moving  into  a  closed  economy  status," 
says  Rajeev  Malik,  senior  economist 
at  Jardine  Fleming  in  Singapore. 
In  this  scenario,  Suharto  may  try  a 


variation  on  his  currency  board  idea, 
fixing  the  loipiah  to  an  exchange  rate 
of  5,000  to  the  dollar — roughly  twice 
its  current  value.  To  make  that  rate 
stick,  Suharto  would  have  to  impose 
capital  controls.  That  in  turn  would 
create  a  thriving  black  market  in 
greenbacks  and  put  the  rupiah  on  a 
par  with  the  inconvertible  Burmese 
kyat  or  the  old  Soviet  ruble.  To  get 
credit  flowing  inside  the  economy, 
Parliament  Member  Fadel  Muham- 


mad says  Suharto  would 
allow  the  injection  of  fresh 
capital  into  two  small  Is- 
lamic banks  and  maybe  al- 
low the  creation  of  a  third 
Islamic  bank. 

Suharto  could  also  use 
his  extraordinary  powers 
to  renege  on  regional  free- 
trade  agreements  and  start  dumping 
Indonesia's  abundant  reserves  of  oil, 
timber,  and  precious  metals  on  world 
mai'kets  to  baiter  for  food  or  earn 
hard  currency.  Of  course,  the  country 
would  have  to  default  on  its  $140  mil- 
lion foreign  debt,  now  that  usable  for- 
eign cmrency  resei-ves  have  fallen 
below  $10  billion.  A  formal  default 
would  scare  off  international  lenders 
for  years  to  come. 

The  result  could  be  the  ultimate 
collapse  of  Indonesia's  economy, 
which  would  cause  regional  instabih- 
ty  as  people  riot  and  thousands  of 
refugees  stream  out  of  the  country 
into  neighboring  states  such  as  Sin- 


gapore. Vast  recurring  forest  ftres 
and  a  severe  drought  have  also 
wrecked  the  rice  harvest  this  year, 
making  Indonesia  no  longer  self-suffi 
cient  in  food.  The  nation  now  import 
its  two  most  important  staples,  rice 
and  flour  for  noodles.  If  things  got 
too  bad,  the  loyalty  of  the  middle 
class  and  the  army  could  wear  thin 
enough  to  ignite  civil  unrest  and  a 
possible  coup.  Already,  demonstra- 
tions are  spreading.  "It  won't  take 
long  for  my  staff  to 
join  in,"  says  one  bank 
executive.  "The  middle 
class  is  angry  enough 
at  Suharto  to  put  a 
hatchet  through  his 
head." 

Beyond  fears  of 
refugees  and  defaults 
is  what  Henry  Kis- 
singer termed  the 
modem  "domino  ef- 
fect." He's  not  talking 
about  the  old  threat  of 
communist  hegemony 
but  the  possibility  that 
countries  such  as  In- 
donesia could  fall 
away  from  the  U.  S. 
fold  of  free-market 
capitalism  and  open 
trade.  That  would  cost 
the  IMF  plenty  in  cred- 
ibility and  perhaps 
lead  South  Korea  and 
Thailand  to  renegoti- 
ate their  own  bailout 
packages. 

Suharto's  maverick 
maneuvering  may  force  Washington 
and  its  Asian  allies  to  rein  in  the  IMF. 
He  knows  that  if  the  financial  crisis 
turns  into  a  security  crisis,  his  old  al- 
hes  in  the  State  Dept.  and  the  Penta- 
gon could  prevail  over  the  U.  S.  Trea- 
sury Dept.  and  the  imf.  The  Asians 
are  getting  alaiTned,  too.  In  recent 
days,  Singapore  and  Japan  have  ex- 
plored the  idea  of  extending  their  own 
aid  to  Indonesia  to  prevent  a  regional 
cataclysm.  It's  Suhaito  vs.  the  world. 
And  the  world  fears  the  old  man  may 
not  be  bluffing. 

Shari  is  business  week's  Singapore 
bureau  manager. 


WHAT  IF... 

Suharto  may  think  he 
has  nothing  to  lose  by 
shunning  the  IMF, 
but  the  move  would 
devastate  his  country 
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International  Business 


EUROPE 


STARTUPS 
TO  THE  RESCUE 

Throughout  the  Continent,  small  companies  are  where  the  action  is 


COOKING  UP  JOBS 


Leupuldo  Fernandez  Pujals  has  a 
tempting  recipe  for  a  continent 
that  craves  jobs.  A  decade  ago, 
as  more  Spanish  women  began  en- 
tering the  workforce,  the  Cuban-Amer- 
ican marketer  sensed  Spain's  growing 
appetite  for  fast  food.  So  he  invested 
$80,000  to  start  a  pizza-dehvery  service 
in  Madrid.  Now,  TelePizza  boasts  $260 
miUion  in  sales  and  employs  6,000  work- 
ers. Since  going  public  on  the  Spanish 
Bolsa  in  late  1996,  TelePizza's  shares 
have  soared  from  14  to  123,  and  its 
market  cap  now  tops  $1.3  billion.  Says 
Pujals,  a  50-year-old  Vietnam  war  vet- 
eran: "More  and  more  people  ai'e  asking 
me:  'What's  our  secret?' " 

No  wonder.  At  a  time  when  Europe's 
industrial  giants  continue  to  shed  work- 
ers, a  raft  of  small,  dynamic  companies 
such  as  Pujals'  are  emerging.  They  are 
creating  jobs  and  spurring  econonnic  re- 
generation— despite  obstacles  such  as 
heavy  taxes  and  red  tape  that  have  dis- 
coui'aged  the  Continent's  entrepreneurs. 
Indeed,  Eui"ope's  hot  growth  companies 


ai"e  shovring  a  remarkable  ability  to  take 
advantage  of  the  Continent's  growing 
trend  toward  deregulation,  its  nascent 
secondary  stock  markets,  and  the  spread 
of  the  Internet,  which  puts  companies  in 
instant  touch  vrith  new  customers.  Says 
Juan  Roure,  a  professor  at  iese  Busi- 
ness School  in  Barcelona:  "These  are 
the  companies  that  are  most  effectively 
creating  value  and  jobs.  They  ai"e  chang- 


Spain's  TelePizza 
increased  its  payroll 
by  62%  annually  from 
1991-96.  Its  stock  has 
soared  from  14  to  123 
since  the  '96  IPO 

500  association,  a  non- 
profit group  linked  to  the 
European  Foundation  of 
Entrepreneurship  Re- 
search, identified  500 
small  and  midsize  compa- 
nies whose  sales — and 
employment  ranks — are 
soaring.  Conducted  by  IP 
Strategies,  an  indepen- 
dent consultant,  the  study 
found  that  both  service 
companies  and  small-scale 
manufacturers  are  pro- 
viding the  entry-level 
jobs  needed  to  combat 
Europe's  11%  jobless  rate.  Moreover, 
they  aren't  just  clustered  around  tech 
zones  such  as  Munich  but  are  dotted 
across  the  Continent. 

Mostly  privately  owned,  the  500  com- 
panies identified  by  the  study  increased 
their  employment  by  a  total  of  183,000 
jobs — on  average  16%  annually  from 
1991  to  1996.  At  the  same  time,  accord- 
ing to  the  study,  290  of  Eiu'ope's  biggest 


These  companies  are  showing  a  remarkable 
ability  to  take  advantage  of  deregulation, 
secondary  stock  markets,  and  the  Internet 


ing  the  rules  of  how  to  compete  in  their 
markets." 

Smaller  growth  companies  have  gone 
largely  unnoticed  among  Europe's  po- 
litical elite  until  recently.  But  their  con- 
tinued success  is  vital  if  the  Continent  is 
to  reduce  the  ranks  of  its  19  million  un- 
employed. A  new  study  by  Europe's 


companies  by  market  capitalization 
slashed  payrolls  by  4%,  or  moi'e  than 
500,000  jobs.  The  lesson,  says  the 
study's  organizers,  is  that  Europe  must 
foster  a  climate  that  will  encourage 
thousands  more  entrepreneurial  compa- 
nies to  flourish.  Says  Bert  W.  M. 
Twaalfhoven,  co-founder  of  Europe's  500: 
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THE  HOOT  Theory 


My  big  sister  always  did 
things  a  little  differently, 
even  for  a  big  sister 
Oh  sure,  she  excelled  at  most 
of  the  big  sister  annoyances. 
(I  remain  convinced  that  she 
habitually  earned  good  grades 
in  school  just  to  make  me  look 
guilty  by  comparison.) 

Then  there  v/as  the  time  we 
used  a  piece  of  chalk  on  the 
sidewalk  to  play  tic-tac-toe.  My 
record  was  0- 1 4-2  before  I  retired 
to  the  house  in  tears. 

But  what  really  stands  out  is 
when  we  were  kids  and  she  got  a 
new  bicycle.  She  removed  the 
white  basket  with  the  little  pink 
plastic  flowers  and  both  fenders 
even  before  her  first  trip  around 
the  block.  The  local  gang  had  set 
up  a  slaloming/racing  course,  and 
she  wanted  to  compete,  in  both 
speed  and  style.  It  was  immediately 
after  her  first  victory  that  girls 
were  forever  banned  from  com- 
peting in  future  races.  (That  didn't 


stop  me  from  borrowing  her  bike 
and  winning  a  few  races  of  my  own.) 

So  it  wasn't  a  real  surprise 
when,  at  a  family  gathering,  my 
brother-in-law  showed  up  behind 
the  wheel  of  a  new  Catera,  only 
directing  all  inquiries  to  my  sister. 
"It's  hers;  she  bought  it."  Figures. 


Me  and  my  brethren  grilled  her 
relentlessly. Traction  control?  Speed- 
sensitive  steering?  ABS?  (Yes,  yes, 
yes.)  What  kinda  horsepower? 
("24-valve  V6  with  200  h.p.") 
Apparently  she  knows  her  stuff. 

She  proceeded  to  regale  her 
audience  with  a  discussion  of 
sodium-filled  exhaust  valves  and 
how  it  provides  Catera  with  more 
horses.  Male  pride  had  us  all  nodding 


knowingly;  we  could  all  privately 
consult  one  of  the  car  magazines 
for  an  explanation  later 

Even  a  simple  inquiry  about 
Catera's  inside  prompted  a  lengthy 
response.  Something  about  the 
driver's  seat  "hip  points"  being 
raised  for  the  optimum  driving 
position.  I  guess  I  should  have 
taken  notes. 

What's  it  like  on  the  road?  ("A 
hoot.")  Maybe  not  the  most 
descriptive  of  words,  but  there 
was  a  decided  twinkle  in  her  eye 
that  said  volumes. 

What  I  needed  was  a  chance  to 
investigate  this  "hoot"  theory  a  little 
more  closely.The  forgotten  dinner 
rolls  provided  the  perfect  oppor- 
tunity to  volunteer  for  a  store  run. 

"I  think  your  car  is  blocking 
mine,"  I  slyly  told  my  sister"No  it's 
not,"  she  said,  as  she  tossed  me 
the  keys.  (She  still  can  be  annoying.) 

But  as  far  as  Catera  being  a 
"hoot"  to  drive?  Well,  she  was 
right  about  that. 
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"Philips  and  Siemens  aren't  creating 
new  jobs  in  Europe.  It's  a  whole  group 
of  hidden  performers." 

The  No.  1  job  creator  in  the  study  is 
Pujals'  TelePizza.  It  increased  its  payroll 
by  62%  annually  from  1991  to  1996,  cre- 
ating 5,787  jobs  over  five  years  as  its 
sales  jumped  1,364%  (table).  And  it's 
not  only  low-skilled  jobs  that  are  sprout- 
ing among  Europe's  flourishing  small 
and  midsize  players.  Technology  com- 
panies have  also  been  among  the  leatUng 
job  creators  in  Europe.  France's  Gem- 
plus — a  maker  of  plastic  cards  contain- 
ing an  embedded  microprocessor  and 
memory  chip  used  in  phone  booths  and 
bank  cards — saw  its  sales  leap  48%,  to 
$569  million,  last  year  alone  as  it  hired 
1,092  new  staffers.  Now,  the  company 
may  go  public.  Although  there  are  dis- 
advantages to  starting  a  company  in 
France,  concedes  CEO  Daniel  LeGal, 
Gemplus  owes  its  success  to  'Tseing  in  a 
market  growing  25%  to  30%  a  year." 

The  sui'ge  in  jobs  at  tech  companies 
is  expected  to  accelerate  as  Internet 
use  continues  to  spread.  "Growth  in  the 


Internet  has  helped  fuel  our  business," 
observes  Christopher  Horn,  ceo  of  Ire- 
land's lONA  Technologies  PLC,  which  sells 
products  that  help  diverse  software 
packages  work  together.  Founded  in 
1991,  lONA  now  employs  470  people. 
Sales  more  than  doubled  last  year,  to 
$48  million  in  1997,  and  some  analysts 
see  revenues  hitting  $85  million  this 
year.  Last  year,  iona  went  public  on 
NASDAQ  through  an  initial  public  offering 
that  valued  the  company  at  $360  million. 
OPENINGS.  In  industries  such  as  aviation 
and  telecommunications,  meanwhile, 
small  growth  companies  are  taking  ad- 
vantage of  market  openings  in  the  Eu- 
ropean Union.  Regional  airlines  such  as 
Britain's  Cityflyer  Express  Ltd.  are  tak- 
ing off  now  that  Europe  is  allowing  fixU- 
fledged  competition  in  air  travel  across 
the  Continent.  In  telecom,  Finland's  El- 
coteq  Network  has  benefited  from  the 
boom  in  mobile  phones.  Once  a  strug- 
gling flat-panel-display  maker,  Elcoteq 
now  supplies  mobile  phones  to  Nokia 
Corp.  and  L.  M.  Ericsson.  Last  year, 
they  accounted  for  70%  of  Elcoteq's  $303 


million  in  revenues.  The  company  em- 
ploys 1,800  people,  up  from  170  in  1991. 

Many  European  growth  companies 
are  scoring  simply  by  answering  con- 
sumers' demands  for  better  service. 
Four  years  ago,  Euro-Med  opened  a  ho- 
tel, fitness  center,  beauty  spa,  and  med- 
ical clinic  near  Niiremberg  aimed  at  Eu- 
ropeans who  want  first-class  health 
facilities  at  prices  not  much  higher  than 
those  of  conventional  hospitals.  Euro- 
Med  plans  to  double  its  staff  of  doctors 
to  100  by  2000,  says  President  and  co- 
founder  WoLf-Michael  Wunsche. 

Such  success  stories  offer  a  glimmer 
of  hope  for  the  Continent.  It  will  take 
lower  taxes  and  more  relaxed  work 
rules  to  really  create  an  environment 
where  entrepreneurs  thrive  and  unem- 
ployment dwindles.  But  Europe  may 
be  finally  waking  up  to  the  fact  that 
small  companies  are  key  to  growth  and 
prosperity. 

By  Julia  Flynn,  with  Heidi  Dawley, 
in  Lo7idon,  Stephen  Baker  in  Madrid, 
Gail  Edmondson  in  Paris,  and  bureau 
reparts 


Hot  Growth  Across  the  Continent 


Booming  sales  at  small  and  midsize 
companies  are  fueling  job  creation^ 


COMPANY  NAME 

COUNTRY 

FIVE-YEAR 
SALES  INCREASE* 

DESCRIPTION 

SALES  ** 

MILLIONS  OF  $ 

NET  JOBS* 
CREATED 

ITE  GROUP  BRITAIN 

13,567% 

International  exhibition  organizer 

30.2 

153 

FIRM  SECURITY  GROUP  BRITAIN 

8,679 

Security-services  provider 

25.8 

765 

SOFTWARE  WAREHOUSE  BRITAIN 

7,714 

Hardware  and  software  supplier 

23.0 

204 

EURO-MED  GERMANY 

6,567 

Medical  services  and  research 

20.2 

166 

PACO  RETAIL  BRITAIN 

5,457 

Clothing  retailer 

21.6 

234 

BUSINESS  OBJECTS  FRANCE 

4,659 

Software  development  and  sales 

65.9 

527 

COFIMAN  SPAIN 

3,681 

Hardware  and  software  wholesaler 

38.6 

68 

POUNDLAND  BRITAIN 

3,404 

Housewares  retailer 

83.5 

998 

COSTCUTTER  SUPERMARKETS  BRITAIN 

3,143 

Grocery  retailer  and  franchiser 

220.9 

267 

IKM  GROUP  NORWAY 

2,849 

Engineering,  inspection,  chemical  cleaning 

35.8 

386 

DX  COMMUNICATIONS  BRITAIN 

2,678 

Communication-equipment  supplier 

36.9 

150 

ADVANCE  RISC  MACHINES  BRITAIN 

2,219 

Chip  designer 

24.6 

143 

TELES  GERMANY 

2,100 

Supplier  of  ISDN/PC  technology 

33.4 

255 

MERCERON  MDG  MCCR  FRANCE 

1,951 

Manufacturer  of  road  tankers 

27.9 

91 

BERGER  BAU  GERMANY 

1,847 

Construction  of  ready-made  houses 

35.6 

184 

LINTEC  COMPUTER  GERMANY 

1,762 

Hardware  and  software  wholesaler 

73.5 

162 

ALTEC  INFORMATION  SYSTEMS  GREECE 

1,413 

Personal-computer  assembly  and  distribution 

53.5 

135 

TELEPIZZA  SPAIN 

1,364 

Pizza  baking  and  delivery 

163.6 

5,787 

AFINSA  BIENES  TANGIBLES  SPAIN 

1,348 

Antique  art-object  wholesaler 

83.9 

163 

CAVES  DE  LANDIRAS  FRANCE 

1,239 

Wine  producer  and  trader 

63.2 

135 

FAUI.OS  ADVERTISING  BRITAIN 

1,239 

Advertising  agency 

35.5 

72 

ELCOTEQ  NETWORK  FINLAND 

1,200 

Electronic-manufacturing  services 

166.0 

1,718 

ELEMASTER  TECHNOLOGIE  ITALY 

1,183 

Design  and  production  of  electronic  devices 

21.6 

80 

CASADAMIANI  ITALY 

1,119 

Jewelry  producer  and  distributor 

78.7 

82 

LERNOUT  AND  HAUSPIE  SPEECH  BELGIUM 

1,068 

Voice-recognition  technology 

20.8 

66 

M991-1996      "1996           t=  sales  over  20  million  $ 

DATA:  IP  STRATEGIES;  EUROPE'S  500  1997  HONORARY  LISTING;  BUSINESS  WEEK 
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THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


You  Need  Them 

Fast 

You  Need  Them 

Right 

You  Need 

TM 

CFO  Vision 


When  you're  under  pressure  to  make  critical 
business  decisions,  CFO  Vision  software  delivers 
tlie  timely  and  accurate  information  you  need. 

CFO  Vision  is  ttie  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  proftability,  the  potential 
impact  of  a  reorganization,  or  l<ey  performance 
indicators— in  any  currency 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (OLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  100. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas.com/vision 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Mal<ing 


,  ;V       '        E-mail:  bw@sas.com       www.sas.com/vision       919.677.8200  ' 

In  Canada  1.800.363.8397 

SAS  IS  a  registered  trademark,  and  CFO  Vision  a  trademark,  ol  SAS  Institute  Inc      Copyright  1997  by  SAS  Institute  Inc 


nd  Mis  \\m  at  a  speed  of  7G0  mph. 

-  p  at  a  speed  of  671.000,000  mph. 
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Your  pulse  races.  Your  gut  quivers.  That  little  vein  in  your 
forehead  is  throbbing.  Senses— meet  Toshiba  DVD.       . :  . 

PLEASE.  NO  TALKING  DURING  THE  SHOW 

At  Toshiba,  we  have  the  technology  that  fits  up  to  133  ^ 

minutes  of  heart-pounding  video  and  audio, 

normally  reserved  for  the  finest  cineplexes,  ^ 
for  use  at  home  on  a  disc  the  size  of  a  CD.  . 
Picture  quality  that's  three  times  better  than 
VHS  and  audio  recorded  in  full  Dolb/  .Digital 
Surround  Sound  on  six  discrete  channels. 
And  our  models  can  even  play  your  favorite 

compact  discs.  ■     S"  (same  as  CD) 

NO  WAITING.  NO  FADING.  NO  BENOVATING 

Because  the  discs  are  read  by  laser,  there  is  never  any  need  to 
rewind  a  DVD.  And,  there's  no  chance  of  your  favorite  DVD 
deteriorating  with  every  play  like  a  VHS  taP^-.  Finally,  you  won  t 
have  to  build  an  addition  to  your  home  to  hold  your  DVDs.  The 
packages  are  as  streamlined  and  efficient  as  the 
discs  themselves. 

TALL,  SHORT.  OR  FRENCH— 
WE'RE  READY  FOR  ANYTHING 

>^  '  Many  DVD  movies  will  come  with  some  of  the  most 

incredible  options  only  Hollywood  and  Toshiba  could  dream  of 
including  the  ability  to  change  the  format  of  the  movie  to  W 
anv  television  you  play  it  through,  from  regular  size  to 
widescreen;  language  tracks  of  up  to  eight  different 
languages  ranging  from  English  to  French;  subtitles  in  up  to 
32  different  languages;  the  ability  to  vievy  the  same  scene  of 
a  movie  from  any  of  up  to  nine  remote-controlled  angles;  or 
a      multiple  endings  to  the  same  movie.  If  the  feature  is  on  the 
f       disc,  Toshiba  DVD  players  are  ready  for  it. 

YEAH.  SO? 

We  believe  your  senses  will  thank  you  for  this  complete  and 
total  assault.  As  soon  as  they're  out  of  traction. 


TostilbaDVIl 


nternational  Outlook 


TED  BY  JOHN  TEMPLEMAN 


RITAIN:  EACH  REFORM 
HDENS  THE  GAP  WITH  EUROPE 


Iutside  10  Downing  Street,  a  London  bobby  snaps  a  pic- 
ture of  his  visiting  family  in  the  fabled  doorway  of 
British  Prime  Minister  Tony  Blair's  official  residence, 
ide,  past  18th  century  portraits  in  the  hallway,  an  air  of 
n  reigns  as  Blair  pushes  ahead  with  his  quiet  revolution. 
Llone  among  Eui'ope's  major  countnes,  Britain  is  making  a 
ous  effort  to  tackle  the  twin  ills  of  unemployment  and  lack 
lompetitiveness.  Increasingly,  Blair  seems  to  be  the  only 
ler  who  knows  what  he  wants  and  how  to  get  it.  Chan- 
or  Helmut  Kohl,  for  instance,  has  failed  to  enact  long- 
mised  tax  and  welfare  reforms  that 
Id  reenergize  GeiTnany.  And  in  France, 
me  Minister  Lionel  Jospin's  Sociahst 
ty  is  adding  labor  rules,  such  as  cut- 
y  the  workweek  to  35  hours,  which 
den  the  economy. 

n  the  British  budget  to  be  unveiled 
Mar.  17,  Blair  and  his  Chancellor  of 

Exchequer  Gordon  Brown  will  likely 
s  steps  that  open  yet  a  wider  gap  with 
rope.  They  plan  to  take  another  crack 
•eforming  the  welfare  state.  Last  year, 
ir  announced  a  $5.7  billion  progi-am  to 

unemployed  young  people  to  work, 
w,  possible  moves  include  tax  credits 
low  income  families.  Brown  may  even  halve  the  lowest  in- 
le  tax  rate  to  10%. 

FREPRENEURS'  CHAMPION.  While  Labour  Party  rhetoiic 
^sses  helping  the  poor,  Blair  is  fascinated  by  the  entre- 
neurial  vei-ve  that  has  created  so  many  high-paid,  high- 
h  jobs  in  the  U.  S.  So  he  is  looking  for  ways  to  super- 
rge  Britain's  entrepreneurial  spirit.  Moves  under  study 
ude  special  tax  treatment  for  risky  investments;  bi'eaks  on 
ae-added  tax  to  small  business;  and  capital-gains  incentives 
investors  to  hold  investments  for  the  long  teirn. 
ndividually,  none  of  the  measures  will  amount  to  huge 
;ks  this  year.  Chancellor  Brown's  main  priority  is  to  keep 


BLAIR:  Preaching  a  lonely  gospel 


spending  down  and  policy  credible  so  that  the  markets  wiU  cut 
British  interest  rates — now  around  6%  for  10-yeai-  bonds.  The 
thinking  at  Downing  Street  is  that  the  best  way  to  help  en- 
trepreneurs is  to  provide  them  with  a  stable  macroeconomic 
policy  "and  let  them  get  on  with  it,"  says  a  Blaii'  aide. 

In  many  respects  Britain  is  now  the  country  best  pre- 
pared for  the  rigors  of  European  Monetary  Union — even 
though  it  won't  join  in  the  first  wave.  Britain's  tax  and  labor 
regimes  are  far  more  competitive  than  those  of  France  and 
Germany — one  reason  it  has  attracted  so  much  foreign  in- 
vestment in  recent  years. 

Blair  wants  emu  to  succeed  because 
otherwise,  he  fears,  economic  chaos  on 
the  Continent  could  batter  Britain.  He 
has  used  Britain's  ciuTent  sLx-month  pres- 
idency of  the  European  Union  to  preach 
the  reform  gospel.  "Labor  market  adapt- 
ability and  flexibility  will  be  necessaiy  for 
the  euro  to  succeed,"  he  said  recently.  "If 
there  are  uncompetitive  practices,  they 
will  be  exposed." 

Other  EU  members  have  agreed  to 
study  ways  to  get  people  off  welfare.  But 
just  how  much  of  Blair's  message  they 
absorb  is  another  matter.  Continental 
politicians,  says  Michael  Hughes,  an  economist  at  Barclays 
Capital  in  London,  are  more  likely  to  listen  "to  people  ram- 
paging on  the  streets  of  Paris." 

Blau  is  playing  for  the  long  tenn.  His  main  goal,  for  now, 
is  to  stop  France  and  others  fi'om  using  the  emu  to  force 
Britain  to  raise  its  taxes  and  increase  i-egulation  to  match 
Continental  regimes.  He  has  allies  among  reform  govern- 
ments taking  root  in  smaller  countries  such  as  Holland  and 
Denmark.  Eventually,  more  competitive  environments  in 
those  countries — as  well  as  Britain — may  force  France  and 


Germany  to  face  global  reality. 


.  GLOBAL  WRAPUP 


CANDAL  IN  SOUTH  AFRICA? 

South  Africa's  Public  Protector  is 
robing  whether  Deputy  President 
habo  Mbeki  and  Health  Minister 
kosazana  Zuma  acted  unethically  by 
rging  that  research  resume  on  an 
iti-AiDS  drug,  Virodene.  The  opposi- 
on  Democi'atic  Party  claims  Pretoria- 
ased  Cryopreservation  Technologies 
ffered  the  ruling  African  National 
ongress  a  6%  stake  in  a  unit  that 
'ould  hold  patents  on  the  drug. 
An  investigator  at  the  Public  Pro- 
ictor's  office  says  a  company  docu- 


ment shows  a  proposal  to  give  shares 
was  discussed  internally.  But  a  compa- 
ny official  says  no  shai'es  were  ever  of- 
fered to,  nor  was  the  idea  discussed 
with,  the  ANC.  Mbeki,  Zuma,  and  the 
ANC  all  deny  any  wrongdoing,  saying 
they  tried  to  speed  testing  of  the 
di-ug,  banned  by  the  Medicines  Control 
Council  because  it  contains  a  toxic  in- 
dustrial solvent,  to  help  aids  sufferers. 

CGE'S  BIG  MEDIA  AMBITIONS 

►  Don't  count  France  out  in  the  battle 
for  global  media,  communications,  and 
Internet  customers.  On  Mar.  9, 


By  Stanley  Reed  in  Lmidon 


f^rance's  $27  billion  water  utility 
Compagnie  Generale  des  Eaux  bid  to 
acquire  French  media  giant  Havas  for 
$6.5  billion.  The  move  gives  cge  a 
34%  stake  in  European  pay-TV  leader 
Canal  Plus  and  a  huge  print-media 
empire  at  Havas. 

With  $8  billion  in  media-based  sales, 
says  Chief  Executive  Jean-Marie 
Messier,  the  enlarged  cge  will  rank 
No.  11  globally  behind  the  likes  of 
Time  Warner,  Disney,  and  News  Corp. 
Messier  figures  that  gives  cge  an  en- 
try ticket  to  challenge  the  giants — and 
give  them  a  run  for  their  money. 
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or  Hoechst  Life  Sciences  means  focusing  on  the  fields  of  health  and  nutrition  where  biotechnology  holds  the  key  to  innovation, 
loechst  Marion  Roussel.  our  pharmaceutical  company,  ,s  developmg  highly  effective  drugs  in  the  fight  agamst  currently  incurable 
iseases.  Our  agribusiness,  Hoechst  Schering  AgrEvo,  is  ensurmg  nutrition  for  the  world's  growing  population  through  integrated 
rop  production. 


Life  Sciences  r 

future  for  l^SI- 

Hoechst  mean 
in  Life  Science: 


iiiiniiiiiiiiiiiiilifr'iMrtiftT 

Hoechst  IS  an  mternational  group  of  companies  spearheading  mnovafon  m  Life  Sciences,  including  .ioechst  Marion  Roussel  the 


The  Future  in  Life  Sciences  Hoechst 


To  viewers  watching  the  ad  for  the 
new  Volkswagen  Beetle,  it  is  like 
squinting  into  the  past.  A  vague  im- 
age begins  as  a  small  circle  set 
against  a  stai'k  white  backgi-ound.  As 
the  picture  sharpens,  the  circle  be- 
comes a  flower — ^vdth  seven  dafibdil-yellow  New  Bee- 
:les  as  its  petals.  The  cute-as-a-Bug  cars  drive  away, 
ind  a  zippy  black  Beetle  cai'eens  into  view  and  sldds 
;o  a  stop.  The  tag  line:  "Less  flower.  More  power." 

Welcome  back  to  the  '60s — except  this  time,  the 
(•evolution  will  be  televised  by  Madison  Avenue. 
Volkswagen's  Flower  Power  commercial  is  only  the 
fu'st  in  a  baiTage  of  ads  about  to  hit  the  airwaves  as 
the  Gemian  auto  maker  launches  a  new  and  im- 
proved version  of  the  venerable  Beetle  to  America 
after  a  20-year  absence.  Volkswagen's  strategy  is 
simple:  It  plans  to  sell  its  back-to-the-future  car  by  wr-apping 
it  in  the  symbols  of  the  not-too-distant  past. 

Volkswagen  is  not  the  only  marketer  mining  the  wann 
associations  of  boomer  youth  and  the  Age  of  Aquarius  to  sell 
consumer  goods.  These  days,  nostalgia  marketing  is  every- 
where, from  almost  forgotten  brands  such  as  Bumna  Shave  to 
jingles  that  borrow  from  classic  rock.  Pepsi  uses  the  Rolling 


The  original 
Bug  was 
short  on 
comforts 
but  felt 
groovy 


Stones'  Braum  Sugar,  while  James  BroMm's  /  Feel 
Good  helps  sell  Senokot  Laxatives.  Hollywood  is 
awash  with  remakes  of  movies  and  TV  shows 
plucked  from  an  earlier  era  (page  64).  Even  retired 
slogans  and  mascots  ai"e  being  resurrected.  Maxv/ell 
House  has  dusted  off  "Good  to  the  last  drop,"  while 
Charlie  the  Tuna  is  swimming  his  way  through 
Starkist  tuna  ads  once  again. 

Consumers  can't  seem  to  get  enough  of  these 
airbrushed  memories.  Middle-aged  boomere  obsessed 
with  their  youth  and  movin'  down  the  highway  to- 
ward retirement  clamor  for  retro  roadsters  such 
as  the  Porsche  Boxster  Walt  Disney  Co.  developed 
an  entire  town.  Celebration,  Fla.,  on  the  notion 
that  Americans  are  pining  for  the  look  and  feel  of 
1940s  neighborhoods.  Baseball  fans  step  back  in 
time  by  piling  into  Cleveland's  Jacobs  Field  and 
Oriole  Park  at  Camden  Yards — new  ballparks  designed  to 
look  like  they've  been  around  since  the  turn  of  the  century. 
Meanwhile,  kids  have  reclaimed  mom  and  dad's  bell  bottoms 
and  platfomn  shoes  and  brought  back  Diane  Von  Fursten- 
berg's  wrap  dress. 

No  one,  though,  has  as  much  riding  on  the  nostalgia  wave 
as  Volkswagen.  Its  U.  S.  mai'ket  shai"e  having  withered  to  less 
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1%,  vw  is  wagering  $560  million  that  its 
ky  little  car  can  revive  its  fortunes.  It's  a 
calculated  bet.  The  new,  postmodern  Beetle 
3een  reinvented  with  a  message  that  slyly 
ges  end-of-the-millennium  angst  with  a  hai'ken- 
ack  to  the  Summer  of  Love.  The  new  version, 
1  is  about  to  hit  the  showi'ooms,  comes  with  all 
nodern  featui'es  car  buyers  demand,  such  as 
air  bags  and  power  outlets  for  cell  phones. 
,hat's  not  why  vw  expects  folks  to  buy  it.  With 
liliar  bubble  shape  that  still  makes  people  smile 
skitters  by,  the  new  Beetle  offers  a  pull  that  is 
y  emotional.  "If  you  sold  your  soul  in  the  '80s," 
ks  one  ad,  "here's  your  chance  to  buy  it  back." 
SS  RELIEF?  Why  the  intense  yearning  to  tui-n 
the  clock?  The  faster  we  hui'dle  toward  the 
tinium,  it  seems,  the  more  we're  reaching  des- 
ely  backwai'ds  toward  the  halcyon  days  of  mid-century, 
of  postwar  prosperity  and  quaint  notions  of  revolution 
nowadays  seem  astonishing  in  their  innocence  and  ideal- 
[n  their  place  have  come  growing  anxiety  about  aging  and 
r  of  hanging  on  in  today's  increasingly  stressful  society, 
nericans  are  overwhelmed,  social  experts  say,  by  the 
htaking  onrush  of  the  Information  Age,  viath  its  high- 


NOW 


The  '98 
Beetle 
wraps  new 
tech  in  an 
evocative 
package 


speed  modems,  cell  phones,  and  pagers.  While  we 
hail  the  benefits  of  the  wired  '90s,  at  the  same  time 
I  we  are  buffeted  by  the  rapid  pace  of  change.  "We 
are  creating  a  new  culture,  and  we  don't  know 
what's  going  to  happen,"  explains  futurist  Watts 
Wacker,  co-author  of  The  500-Year  Delta.  "So  we 
need  some  wami  fuzzies  from  oui'  past." 

Just  take  a  stroll  through  the  supermarket. 
Shelves  are  now  brimming  with  packaged  goods 
that  look  as  if  they're  from  another  era.  After  Coca- 
Cola  Co.  recreated  a  plastic  version  of  its  famous 
contoui"  bottle  in  1994,  sales  gi-ew  by  double  digits  in 
some  markets,  says  Frank  P.  Bifuico,  vice-president 
for  mai'keting  of  Coca-Cola  usA.  Necco  wafers  are 
enjoying  a  comeback — sales  are  up  25%  in  the  past 
two  yeai's — thanks  in  part  to  a  packaging  redesign 
that  barkens  back  to  its  roots.  "There  has  been  a 
flurry  of  clients  coming  to  us  and  saying,  'We  want  that 
handcrafted  look,' "  says  Jack  Vogler,  partner  at  sbg  Enter- 
prise, a  San  Francisco  packaging-design  house  that  recently 
restored  the  old  packaging  of  the  Sun-Maid  raisin  girl  and 
Cracker  Jack's  Sailor  Jack  and  Bingo. 

Even  old  ads  ai'e  being  recycled  to  woo  wistful  customers. 
Sales  of  Maxwell  House  have  perked  up  since  it  began  in- 
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Sorry,  Charlie:  The  tuna 
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for  new      ,  Star^KlSf ' 
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eluding  archival  footage 
of  percolating  coffee  pots 
in  its  ads.  It's  a  startling 
departure  from  the  mod- 
ern image  Maxwell 
House  projected  in  the 
early  1990s  as  hip  up- 
starts such  as  Starbucks 
Corp.  became  all  the 
rage.  "Consumers  are  not 
in  a  real  experimental 
time  now,"  says  Richard 
S.  Helstein,  vice-presi- 
dent for  advertising  at 
Kraft  Foods  Inc.  "They 
are  looking  for  brands 
they  can  depend  on — 
brands  they  grew  up 
with." 

Successes  such  as 
these  have  advertisers 
jumping  on  the  band- 
wagon— even  when  they  don't  have  archives  to  pillage.  In 
February,  Ford  Motor  Co.  began  airing  a  commercial  com- 
memorating how  Henry  Ford  put  America  on  wheels.  The 
spot  includes  what  appears  to  be  grainy,  historic  footage  of  a 
Model  T  puttering  down  a  long-ago  Main  Street.  But  the 
sepia-toned  scene  was  actually  shot  last  year  on  a  Holly- 
wood back  lot  and  was  given  a  vintage  look  by  using  a  1920s 
hand-cranked  camera,  old  emulsion  film,  and  special  editing. 
Why  recreate  histoi-y?  Ford  is  hoping  that  consumers  will 

equate  longevity  with 
quality.  "People  really 
respond  to  it.  They 
say,  'This  is  a  compa- 
ny that  has  lasted  through  a  couple  of  world  wars,' "  says 
Bruce  Rooke,  executive  creative  du"ector  at  Ford's  agency,  J. 
Walter  Thompson  Co. 

Indeed,  social  experts  say  much  of  the  appeal  of  nostalgia 
stems  from  a  longing  for  a  return  to  simpler  times.  Despite  a 
robust  economy,  Americans  remain  an  anxiety-ridden  bunch. 
Not  all  the  riches  of  a  long  bull  market  can  make  up  for  the 
ligors  of  overbooked  working  parents  forced  to  reduce  fami- 
ly life  to  an  exercise  in  time  management.  Divorce  rates  re- 
main high,  job  security  is  down,  and  saving  enough  to  send 
the  kids  to  college  or  for  retii-ement  can  seem  oveinvhelming. 
Is  it  any  wonder  that  a  new  survey  from  Roper  Starch 
Worldwide  shows  that  55%  of  Americans  believe  the  "good 
old  days"  were  better  than  today?  That's  an  about-face  from 
attitudes  of  a  generation  ago,  when  54%  of  those  surveyed  in 
1974  told  Roper  they  believed  there  was  no  time  better  than 
the  present. 

GOLDEN  MEMORIES.    Naturally,  baby 
boomers,  ever  powei-ful  in  their  num- 
bers, are  driving  this  return  to  roots. 
The  Roper  survey  identifies  the  most 
longed-for  age  as  the  1950s,  1960s,  and 
1970s.  "The  '50s  and  '60s  were  a  time  of 
very    high    expectations    for  baby 
boomers,"  says  J.  Walker  Smith,  a  partner  with 
the  Yankelovich  Partners  consumer-research 
fii-m.  "But  life  didn't  turn  out  to  be  the  1964 
World's  Fair." 

In  fact,  life  went  on,  and  aging  is  yet  another 
force  at  the  root  of  nostalgia  mai'ketmg.  The  oldest 

Even  today's  youth 
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The  entire  chain  has  flipped  for  a  1950s 
ambience  that,  as  one  customer  says, 
"reminds  you  of  your  youth" 

of  the  boomers  are  in  their  50s  and  are  resisting  the  aginj 
process  with  the  vigor  they  once  reserved  for  protesting 
the  war.  While  they  snap  up  vitamins,  diet  pills,  and  othei 
tonics  touted  to  stop  the  clock,  mai'keters  are  counting  on  the 
appeal  of  nostalgic  products  to  salve  the  wounds  of  growing 
old.  If  nothing  else,  familial-  products  and  jingles  give  boomen 
the  chance  to  act  and  feel  young.  "Boomers  are  saying 
'Maybe  my  parents  were  old  at  50,  but  I'm  not,' "  says  Ricl 
Adler,  president  of  Senior  Network  Inc.,  a  marketing  con- 
sultant firm. 

That's  certainly  a  big  reason  why  Dennis  J.  Berger,  52 
waited  six  months  to  take  delivery  of  his  white  $65,00( 
Porsche  Boxster,  a  retro  roadster  styled  like  the  1950s  vintage 
Porsche  favored  by  movie  stars  like  James  Dean.  "It  openec 
up  a  memory  of  when  I  was  a  teenager  in  New  Jersey,' 
says  Berger,  vice-president  of  AJlied  Plastics  Co.  ir 
Jacksonville,  Fla.  "This  car  reminds  me  of  the 
'50s,  when  there  wasn't  a  care  in  the  world." 

Yet  the  nostalgia  phenomenon  is  not  simplj 
about  America  reliving  a  Golden  Age.  It  if 
also  about  reinterpr-eting  it.  We  may  look  back 
through  rose-colored  glasses,  but  few  want  tc 
five  in  the  past  for  the  sake  of  authenticity 
The  new  retro  ethos  has  a  thoroughly  moderr 

are  adopting  icon^ 
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OLD  NAVY  STORES 


Ancient  pickups  and  such  gave  "credibility 
to  the  brand,  so  that  it  didn't  feel  like 
it  was  coming  from  nowhere" 


BURMA  SHAVE 


The  old  signs 
will  soon 
reappear  on 
the  roads 


A  familiar 
contour 
gave  sales 
a  lift 


CRACKER  JACK 


SHAVING 
CREAM 


cast.  Log  Cabin  syrup 
brought  back  an  old- 
timey  label  but  sports 
a  convenient  squeeze- 
jottle.  When  Coke  redid  its  famous  hourglass  bottle,  it 
i  it  in  today's  popular  big-gulp  sizes.  And  movie  re- 
3S  come  complete  with  the  latest  in  special  effects, 
ericans  want  that  Victorian  house  with  the  wraparound 
1,  but  it  had  better  be  wired  for  all  the  latest  technology," 
Carolyn  E.  Setlow,  senior  vice-president  at  Roper, 
ich  reinterpretations  are  particularly  popular  among 
iger,  Generation-X  consumers.  While  they've  adopted 
products  and  fashions  from  the  1960s  and  1970s  as 
■  own,  they  often  update  them  with  an  ironic  twist.  And 
s  little  to  do  with  longing  for  an  era  they  never  experi- 
d.  "I  see  it  more  as  rediscovering  than  retro,"  says  20- 
■old  Matthew  Levy  of  New  York  City.  "I  don't  want  to  be 
ather.  I  want  to  rediscover  things  he  forgot  about  when 
ras  out  climbing  the  corporate  ladder"  Case  in  point: 
•s.  Both  he  and  his  dad  smoke  them.  But  Levy  says  his 
ration  has  reinvented  the  product  to  suit  its  lifestyle, 
ere  my  dad  smoked  cigars,  they  didn't  allow  women. 
)ne  my  age  would  go  for  that." 


Sailor  Jack  and 
Bingo  stand  tall 
again 


SUN-MAiO 


A  Frisco  design 
firm  restored  the 
California  girl's 
image 


The  vintage-style  stadiums 
that  have  risen  across  the 
country  embody  this  marriage 
of  past  and  present.  Camden 
Yards  and  Jacobs  Field  look  like  ballparks  from  a  bygone  era. 
Coming  to  New  York  might  be  a  recreation  of  the  old  Brook- 
lyn Dodgers'  home  turf,  Ebbets  Field.  But  this  time,  it  would 
house  the  New  York  Mets.  On  the  inside,  these  faux-his- 
toric  stadiums  are  ringed  with  the  luxury  suites  that  make 
corporate  customers  comfortable  and  owners  rich.  Even  reg- 
ular fans  are  rewarded  vdth  wider  seats  and  broad  con- 
courses dotted  with  more  concession  stands  and  restrooms 
than  real  old  ballparks  ever  had.  "People  will  go  to  see  a 
place  once  because  it's  historic,"  says  hok  Sport  Senior  Vice- 
President  Joseph  E.  Spear,  the  architect  of  Camden  Yards  and 
Jacobs  Field.  "But  they  don't  come  back  unless  they  have  a 
good  time." 

POWER  SUNROOF.  The  Beetle  comeback  is  also  based  on  a 
combination  of  romance  and  reason — wrapping  up  modem 
conveniences  in  an  old-style  package.  Built  into  the  dash- 
board is  a  bud  vase  perfect  for  a  daisy  plucked  straight 
from  the  1960s.  But  right  next  to  it  is  a  high-tech  multi- 
speaker  stereo — and  options  like  power  windows,  cruise  con- 


35 


time  before  most  of  them  were  born 
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trol,  and  a  power  sunroof  make 
it  a  very  different  car  tlian  tl 
rattly  old  Bug.  So,  too,  does  th 
sticker  price:  While  a  new  Bu>^ 
cost  just  $1,800  in  1968— $8,:]()() 
in  today's  dollars — a  typicall,\ 
equipped  new  Beetle  will  run 
about  $16,500. 

But  if  the  Beetle,  like  us,  has 
gi-owTi  up,  Volkswagen  is  hop- 
ing it  will  still  spai'k  the  same 
emotions  as  its  younger  self. 
With  its  simple  design  and  no- 
frills  engineering,  the  original 
Beetle  was  the  antithesis  of  De- 
troit's gas-guzzlers.  As  boomers 
by  the  tens  of  thousands  bought 
theii"  fii-st  cars,  it  blossomed  into 
an  unlikely  icon.  By  1968,  its 
peak  year,  vw  sold  423,000  Beetles  in  the  U.S. 
Cheap  to  own,  easy  to  fix,  and  giddy  fun  to 
drive,  the  Beetle  personified  an  era  of  rebelhon 
against  conventions.  Says  John  Wright,  a  pop- 
culture  expert  at  the  Henry  Ford  Museum  in 
Dearborn,  Mich.:  "When  people  look  at  Volkswa- 
gen, it  looks  like  youth." 

But  youth  fades,  and  by  the  late  1970s,  the 
Bug  had  faded,  too.  vw  was  never  the  same  after 
it  dropped  the  Beetle  fi-om  production  for  the  U.  S.  in  1978. 
By  1993,  says  Jens  Neumann,  a  member  of  Volkswagen's 
boai'd  of  managers,  with  less  than  1%  of  U.  S.  auto  sales,  "we 
were  just  about  to  drop  out  of  this  market." 
MYSTERY  MARKET.  Instead,  v^\'  Chairman  Ferdinand  Piech  de- 
cided to  make  an  almost  quixotic  bid  to  recaptui'e  its  former 
gloiy.  In  1993,  he  ordered  up  a  prototype  of  a  new  Beetle  in 

what  was  essentially  a 
last-ditch  effort  to 
jump-start  sales.  The 
concept  car  was 
launched  at  the  1994  auto  show  in  Detroit — and  promptly 
stole  the  show  as  cai"  shoppers  and  reporters  mobbed  the  vw 
display.  Crowds  packed  in  several  people  deep  just  to  get  a 
look  at  the  yellow  Bug.  The  wildly  enthusiastic  reaction  from 
the  public  astounded  even  vw  execs.  "We  were,  to  say  the 
least,  ovei-whelmed,"  says  Piech. 

Still,  vw  is  walking  softly  into  the  mai'ket.  It  plans  to  build 
just  100,000  Beetles  a  yeai'  at  its  plant  in  Puebla,  Mexico,  with 
half  of  those  tai'geted  for  the  U.  S.  and  Canada.  Company  ex- 
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ecs  refuse  to  be  pinned  down  on  the 
Beetle's  target  market,  saying  only  thai 
it  is  designed  for  "optimists."  Yet  it's 
clearly  aiming  wide.  While  many  of  its 
ads  sport  jokes  targeted  at  the  previous 
Beetle  generation,  others  are  aimed 
squarely  at  Gen-X. 

Early  signs  are  that 
vw  could  have  a  cross- 
generational  hit  on  its 

VI       One  oldies  ^^^f-  Dealers  across  the 

I        ,  1  •     ^-  country  have  been  mun- 

I       CnannelJUSt  dated  with  inquiries  or 

■^1   J       wasn't  enough:     the  new  Bug,  and  manj 
N\D\      After  Nick  at        now  have  long  waiting 
■     *      -vj.,  usts.  Jeff  La  Plant,  sales 

IN  Ite  came  manager  for  Volkswager 

TV  Land  of  Santa  Monica,  says  h( 

has  already  gotten  orders 
from  100  customers.  "It's  like  you  have  a  rock  stai 
here  and  everybody  wants  an  autograph,"  La  Plani 
says.  "I've  never  seen  a  car  that  had  such  a  wide 
range  of  interest,  from  16-yeai-olds  to  65-year-olds.' 

Greg  Stern,  a  47-year-old  film  producer  in  San 
ta  Monica,  is  No.  1  on  La  Plant's  list.  Describing 
the  car  as — what  else — "way  cool,"  he's  in  line 
for  a  silver  or  white  model.  "In  1967,  my  Dac 
got  me  a  vw.  I  loved  it.  I'm  sure  the  new  one  wil 
take  me  back,"  says  Stem.  "I'm  getting  the  New  Beetle  as  j 
surprise  for  my  daughter,  but  I'm  sure  I'm  going  to  be  steal 
ing  it  from  her  all  the  time." 

Like  Volkswagen,  others  have  discovered  that  a  historj'  o: 
wann  memories  is  an  exploitable  asset  these  days.  The  Nick 
elodeon  cable  channel's  Nick  at  Nite  proved  such  a  hit  recy 
cUng  sitcoms  that  it  spawned  TV  Land  and  a  host  of  other  im 
itatore.  That's  true  even  if  the  product  itself  has  been  gone  foi 
decades.  Burma  Shave  is  banking  almost  entirely  on  its  nos 
talgic  appeal  as  it  returns  to  store  shelves  after  a  30-year  ab 
sence.  The  shaving  cream's  legendaiy  rhyming  roadside  signs 
last  seen  in  1964,  wiU  return  this  summer.  And  they  may  ever 
begin  showing  up  in  the  supemiarkets  and  Wal-Marts  when 
Burma  Shave  is  now  sold,  says  brand  manager  Stev( 
Cochran.  "Those  signs  evoke  a  lot  of  nostalgia  about  dri 
ving  along  the  highway  on  vacation,"  he  says. 

At  least  Burma  Shave's  histoiy  is  real.  As  nostalgia  be 
comes  ever  more  important  as  a  .marketing  tool,  companie! 
are  increasingly  willing  to  fake  it.  Four  yeai's  ago.  Gap  Inc 
launched  the  Old  Navy  casual  clothing  chain  with  a  series  o 


Rock  On! 


In  the  battle  to  win  the  hearts  and  minds  of  aging  boomers,  more  and 
more  marketers  are  turning  to  old  rock  and  pop  hits 


BRAND 

ARTIST 

SONG 

Toyota 

Sly  and  the  Family  Stone 

Everyday  People 

AT&T 

Elton  John 

Rocket  Man 

Senokot 
Laxative 

James  Brown 

I  Feel  Good 

Pepsi 

The  Rolling  Stones 

Brown  Sugar 

Microsoft 

The  Rolling  Stones 

Start  Me  Up 

Ford 

The  Who 

I  Can't  Explain 

Intel 

Bee  Gees 

Stayin' Alive 

Levi's 

The  Partridge  Family 

I  Think  I  Love  You 

Burger  King  Squeeze 

Tempted 

MICK  JAGGER 
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NEGCO  WAFERS 


Retro 
packaging 
has  helped  send 
sales  up  25% 


imey  black-t.nd- 
!  ads  and  store 
r   that  re- 
'}  the  '50s.  — 
used  nos- 
ia  in  the 


beginning 
ve  credibili- 
I  the  brand, 
lat  it  didn't  feel 
it  was  coming  from  nowhere," 
lins  Richard  Crisman,  Old 
''s  senior  vice-president  for  mai"- 
g.  Since  then.  Old  Navy  has  modernized  its  marketing 
new  campaigns  emphasizing  value  and  fashion.  But 
r  of  the  original  decor  touches  remain — all  300  stores 
,  a  '50s  Chevy  pickup  tinick,  for  example,  and  the  New 
flagship  store  features  a  '50s-style  diner. 
lA  FLOP.  For  Old  Navy,  the  tactic  paid  off.  But  not  all  ef- 
to  manufacture  nostalgia  have  been  so  successful.  Ex- 
ves  at  fast-food  chain  Kentucky  Fried  Chicken  Corp. 
ed  that  you  can  go  too  far.  Three  years  ago,  they  decided 
irand  needed  some  advertising  help  from  founder  Colonel 
an  Sanders,  kfc's  research  showed  that 
miers  still  trusted  the  colonel.  The  prob- 
Sanders  died  in  1980,  and  kfc  could  not 
M  film  clips  of  him  that  would  work  in  a 
irn  commercial.  "Nothing  was  sound- 
'  enough,"  explained  Peter  J.  Foulds, 
;  advertising  vice-president. 
KFC  dressed  up  an  actor  in  the  colonel's 
hed  white  suit  and  broadcast  black-and- 
5  TV  commercials  that  pretended  to  show 
founder  spouting  his  special  brand  of 
ispun  wisdom.  But  the  attempt  to  recre- 
listory  didn't  wash,  and  kfc  was  roundly 
ized  for  defaming  the  dead.  After  less 
a  year,  the  ads  were  pulled.  Still,  kfc 
't  given  up  on  using  the  colonel  alto- 


CftMDEN  YARDS 


Takes  'em  back 
to  a  1900s 
ballpark-at 
least  in  spirit 


gether.  Instead,  the  company  decided 
the  best — and  safest — way  to  evoke 
his  memory  was  to  enlarge  his  image 
on  buckets  of  chicken. 

Celebrities  who  ai'e  dead,  however, 
are  hotter  than  ever  in  commercials. 
Ironically,  one  factor  behind  the  wave 
of  dead  celebs  who  have  come  back 
to  endorse  products  is  sophisticated  technology.  Computer-gen- 
erated imagery  has  made  it  appear  that  Fred  Astaire  had  a 
new  dancing  partner — Dirt  Devil  vacuum  cleaners.  Lucille 
Ball  sells  diamond  rings  for  Service  Merchandise  Co.  And  Ed 
Sullivan  is  back  from  the  beyond  to  unveil  one  more  phenom 
to  the  world:  the  Mercedes-Benz  sport-utUity.  "Who  is  Mr.  In- 
troduction-to-America  more  than  Ed  Sullivan?"  says  Mike 
Jackson,  president  of  Mercedes-Benz  of  North  America. 

If  only  reviving  a  dying  brand  were  as  easy,  a&w  Restau- 
rants Inc.,  once  famous  for  carhops  on  roller  skates,  is  at- 
tempting to  reverse  more  than  two  decades  of  dechne  by 
overhauhng  its  restaurants  in  a  1950s  rock  'n'  roll  image. 
A&w  Chairman  Sidney  Feltenstein,  a  former  Burger  King 
Corp.  marketing  executive,  hopes  the  retro  appeal  will  help 
them  stand  out  in  a  crowded  segment.  Feltenstein  says  Mc- 
Donald's Corp.  and  Burger  King  can  fight 
over  the  kids;  he's  aiming  for  adults.  So  far, 
the  makeover  appears  to  be  working:  At  one 
redone  A&w  in  Dearborn,  Mich.,  middle-age 
(liners  dominate  the  lunchtime  crowd.  "It  re- 
minds you  of  your  youth,"  says  salesman  Kirk 
Pettit,  38,  as  Beach  Boys  music  wafts  from  an 
old  Wurlitzer  jukebox.  Overall,  sales  at  the 
remodeled  stores  are  up  20%  over  1996. 
  So  is  nostalgia  iust 

Fred  Astaire 
hooks  up  with 
the  Broom  Vac 


the  latest  hype  from 
Madison  Avenue?  Or 
is  it  the  Zeitgeist  of  a 
culture?  While  it 
clearly  hits  a  chord, 
some    worry  that 


30  much  of  a  good  thing?  Ad  shops  fear  overkill 
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overkill  can't  be  far  off.  "The  grainy  black-and-white  com- 
mercials are  the  shaky  camera  of  the  late  '90s,"  scoffs  Maitin 
Horn,  Chicago-based  research  director  at  ddb  Needham 
Worldwide  Inc.  "We  in  the  ad  business  sUde  into  derivative 
behavior."  Also  dubious  is  John  K.  Grace,  executive  director 
of  Interbrand,  a  New  York-based  brand  consultancy,  who 
believes  American  cultui'e  in  the  late  '90s  lacks  distinction,  so 

young  and  old 
alike  are  clinging 
to  the  sights  and 
sounds  of  the  past 
until  something  better  comes  along.  He  compares  it  to  the 
quiet  1950s,  which  led  to  the  tumultuous  1960s:  "There  ai-e  no 
cultural  hooks  for  youth  to  grab  on  to  today,  so  they  find  com- 
fort in  what  was.  But  nostalgia  can't  be  sustained." 

But  others  say  advertisers  are  only  reflecting  Americans' 
deeper  longings  to  take  control  of  their  lives  by  reconnecting 
vrith  their  idealized  past.  "If  you  want  to  understand  values, 
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study  our  advertising,"  says  Seymour  Leventman,  a  sociolo- 
gy professor  at  Boston  College.  He  beheves  the  nostalgia 
craze  will  only  grow  as  trend-setting  baby  boomers  age. 

That's  why  the  New  Beetle  just  might  be  a  tonic  for  the 
times.  It  is  our  romantic  past,  reinvented  for  our  hectic  here- 
and-now.  "The  Beetle  is  not  just  empty  nostalgia,"  says  Ger- 
ald Celente,  publisher  of  Trends  Journal.  "It  is  a  practical  car 
that  is  also  tied  closely  to  the  emotions  of  a  generation." 

To  unleash  that  emotion,  vw's  staid  German  executives 
flew  to  Atlanta  to  stage  a  love-in  to  introduce  the  Love  Bug 
last  month  to  300  joumahsts  from  around  the  world.  Young 
women  in  tie-dyed  T-shirts  handed  out  daisies  and  peace 
medaUions  in  a  psychedelic  rock  hall,  vw's  Piech  marveled  at 
his  little  car's  endming  appeal.  "It  is  different,  and  it  makes 
you  feel  different,"  he  said.  "It's  Hke  a  magnet."  Different,  yet 
deeply  familiar — a  car  for  the  times. 

By  Keith  Naiighton  atid  Bill  Vlasic  in  Detroit,  with  bureau 
reports 


HEY,  IF  IT  WORKED  BEFORE . . . 


His  goofy  bowl-cut  hairstyle  is 
gone,  and  the  suit  is  blue 
instead  of  red.  But  six  years 
after  ending  a  35-year  TV  run,  Cap- 
tain Kangaroo  is  back — and  so  are 
Mr.  Gi-eenjeans  and  Mr.  Moose. 
Starting  last  fall,  a  recast  Captain 
welcomed  a  new  generation  of 
preschoolers  to  the  Treasure  House 

As  they  say  in  Hollywood: 
When  in  doubt,  recycle.  Al- 
though remakes  and  sequels 
have  always  played  a  big 
role  in  Tinseltovra,  never  be- 
fore have  so  many  producers 
devoted  so  much  time  to  sto- 
ry hnes  pilfered  from  the 
past.  "Just  about  every  stu- 
dio is  dredging  up  something 
from  its  Kbrary,"  says  Dean 
Devlin,  producer  of  the  up- 
coming Godzilla  movie. 
WARM  MEMORIES.  In  the 
past  three  years  alone.  Uni- 
versal has  made  big,  hve-ac- 
tion  movie  hits  out  of  The 
Flintstones  and  Casper.  Walt 
Disney  Co.  had  a  smash  in 
the  live-action  updating  of 
101  Dalmatians.  Plenty 
more  is  on  the  way,  including 
summer  films  based  on  the 
'60s  shows  Lost  in  Space  and 
The  Avengers.  Meanwhile,  TV 
remakes  of  The  Love  Boat, 
Fantasy  Island,  and  The 
Hollywood  Squares  are  in 
the  works.  This  month.  Paramount 
vdll  re-release  Grease. 

Why  the  deluge?  Larry  Jones, 
general  lii-  mager  of  Viacom  Inc.'s 
Nick  at  Nile  and  TV  Land  oldie  chan 
nels,  believes  it  "reflects  a  need  for 
people  to  get  back  to  a  time  when 


life  was  simpler."  Jones  should  know: 
The  highly  successful  diet  of  Hogan's 
Heroes  and  /  Love  Lucy  reruns  his 
channels  serve  up  has  launched  a 
host  of  copycats. 

But  warm  memories  are  just  part 
of  the  trend.  Another  prime  driver 
is  money.  The  film  and  TV  industry 
spends  milHons  each  year  developing 


TIME  TRAVEL 


The  new  Lost  in 
Space  has  big 
stars,  pricey  effects 


projects  that  never 
make  it  to  the 
screen.  A  remake 
or  sequel  is  a 
known  quantity 
that  many  in  the 
increasingly  risk-averse  industry 
assume  will  have  built-in  audience 
appeal. 

Still,  not  all  oldies  are  reborn  as 
goodies.  Last  year's  Tinseltown 
bombs  include  movies  based  on 
McHale's  Navy,  Flipper,  Sergeant 


Bilko,  and  Mr.  Magoo.  In  Februarj', 
Universal  Pictures  flopped  vnth  a  se- 
quel to  the  20-year-old  The  Blues 
Brothers  movie.  These  failed  largely 
because  they  didn't  offer  anything 
new.  "It  can't  look  so  much  like  the 
original  that  it  looks  like  it  should  be 
on  late-night  TV,"  says  Devlin, 
Indeed,  Hollywood  is  discovering 
that  remakes  require  plenty  of 
modem-day  gimmickry.  Para- 
mount Pictures  turned  Mission: 
Impossible  into  an  $189  million 
blockbuster  by  signing  Torn 
Cruise  and  loading  the  film  with 
special  effects.  The  studio's  1996 
film  of  The  Brady  Bunch  scored 
by  portraying  the  wholesome, 
bell-bottom-clad  1970s  family  as 
1990s  misfits.  "You  have  to  have 
a  unique  gimmick  or  people 
aren't  going  to  buy  your  film  no 
matter  how  familiar  they  might 
be  vrith  it,"  says  Brady  Bunch 
producer  Alan  Ladd  Jr. 

That's  why  King  Worid  Pro- 
ductions Inc.  paid  a  reported  $3 
miUion  bonus  to  get  Whoopi 
Goldberg  to  sit  in  the  center 
square  for  its  redo  of  the  game 
show  Tlie  Hollywood  Squares. 
To  turn  Generation  Xers  onto  their 
Lost  in  Space  movie,  New  Line  Cin- 
ema hired  popular  actors  such  as 
Friends'  Matt  LeBlanc. 

To  see  how  oldies  can  work  in  the 
right  setting,  just  look  at  CBS:  Cater- 
ing to  its  aging  boomer  viewers,  it 
has  boosted  Friday  ratings  by  adding 
new  versions  of  Catidid  Camera,  and 
Kids  Say  the  Damdest  Things  to  the 
hneup.  It's  tried.  It's  true.  Best  of 
all,  it  packs  the  house. 

By  Ronald  Grover  in  Los  Angeles 
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Introducing  a  new  concept  to  doing  business:  Doing  business. 


Our  best  time  saving 

software  for 
your  small  business. 

You  didn't  start  a  small  business 
o  have  your  tinne  eaten  up  organizing 


you  with  your  contacts'  names, 
addresses,  phone  numbers,  the 
last  orders  placed,  your  clients' 
style  of  stationery  and  favorite 
venue  for  a  quick  power  lunch. 


just  a  click  of  a  button,  you  can  send 
single  or  multiple  faxes  to  colleagues, 
customers  or  prospects.  No  more 
hours  printing,  wasting  time  at  the  fax 
machine  or  wrestling  with  paper  jams. 


\N e  give  you  time  to  do  more  business. 


and  performing  senseless  office 
chores.  You  need  time  to  actually 
do  more  business.  And  here  are 
the  tools  that  will  help  you. 

ACT!  now. 
ACT!'"  helps  you  make  better  use 
of  your  time  by  putting  key  pieces 
of  customer  information  in  your 
hands  at  all  times.  ACT!  provides 


WinFax  PRO. 

After  you  have  obtained  this 
information  from  ACT!  and  created  a 
brilliant  proposal,  '^^mr~' 


you  can  save 
even  more 
time  by  faxing 
directly  from 


Wi  give  you  The  lime  to  ilo  more  business. 


your  computer  with  WinFax  PRC  With 


A  great  combination. 

ACT'  and  WinFax  work  together 
seamlessly  as  your  business  grows 
and  increasing  demands  are  made 
on  your  time.  Test  them  out  now 
on  our  free  CD-ROM  in  your  own 
working  environment  for  30  days. 
Call  for  your  copy  at  1  -800-835-6222. 
ext.  9NA1 9  It's  about  time. 


SYMANTEC. 


www.symantec.conn 


CD  available  in  PC  format  only.  Symantec  and  the  Symantec  logo  are  registered  trademarks  and  ACT!  and  WinFax  PRO  are  trademarks  of  Symantec  Corporation. 
In  Canada,  call  1  -800-365-8641 .  In  Australia,  call  02-9850-1 000.  In  Europe,  call  31-71  -535-31 1 1 .  ©1 997  Symantec  Corporation.  All  rights  reserved. 


S    P    K    C:    1    A    L         ADVERTISING  SECTION 

THE  PLAYERS 


Jack  Nicklaus  won  the  first  PLAYERS  Championship 
in  1974,  by  two  strokes  over  J.C.  Snead  at  Atlanta 
Cx)iintry  Club.  Steve  Elkington,  the  1991  champion, 
dominated  last  year's  tournament  in  winning  by  seven 
strokes  over  Scott  Hoch  at  the  Tournament  Players 
C;iub  at  Sawgrass  to  |oin  Fred  C^ouples  as  a  two-time 
winner  of  the  event. 

Nicklaus,  who  followed  his  1974  victory 
with  i*LAYERS  Championship  titles  in  1976 
(Inverrary  G&CC  in  Lauderhill,  FL)  and 
197K  (Sawgrass  CC  in  Ponte  Vedra  Beach), 
ranks  the  event  among  the  most  important 
in  professional  golf. 

'THE  PLAYERS  Cdiampionship  has 
been  a  tremendous  addition  to  tourna- 
ment golf,  it  has  become  a  big-money 
event  and  is  heavily  watched  around 
the  world.  I  don't  know  whether  it 
will  ever  bee(.)me  a  ma|or,  but  if  it 
does,  I'll  be  able  to  count  three  more 
tourn.imeiits  among  my  majors," 
said  Nicklaus,  the  winner  of 
IS  professional  major  golf 
championships. 

THE  PLAYERS  annually 
attracts  the  strongest  field  in  golf. 
Last  year,  the  world's  top  50  ranked 
players  competed.  A  winner 


knows  he's 

accomplished 

something  unique  in 

the  face  of  such  competition.  J 

"THE  PLAYERS 
^1  ,  r  I  I    J      Steve  Elkington 

Championship,  even  it  1  had 

not  won  it  twice,  is  one  of  those  special 
tournaments  to  me,"  said  Couples,  the 
1984  and  1996  champion.  "The  atmos- 
phere that  week  is  special  because  it  is 
our  tournament,  and  the  best  in  the 
world  are  there  to  compete. 

"It  IS  easy  to  get  pumped  up  for  the 
week  when  you  know,  if  you  win  THE 
PLAYERS,  you  have  accomplished  some- 
thing pretty  darn  good,"  the  13-time 
PGA  TOUR  winner  added. 

"It's  our  premier  event,"  said  1993 
champion  Nick  Price.  "I  thought  so  when 
I  won,  and  it's  the  same  today.  It  is  one 
of  our  hardest  events  to  win. 

"With  the  field  and  the  course 
conditions  and  the  purse,  it  has  all  the 
ingredients  of  a  ma|or,  except  that  it 
isn't,  which  is  a  shame,"  added  Price, 
who  lists  one  British  Open  and  two 
PGA  Cdiampionships  among  his  15 
LOUR  titles. 


"  ■'  Two  strokes  over  J.C.  Snead    '  :' . 

B Colonial  CC,  Fort  Worth,  TX 

__  1975  AIGeiberger 
1  Three  strokes  over  Dave  Stockton 


'  :  Inverrary  G&CC,  Lauderhill,  FL 

1976       Jack  Nicklaus  (2) 

Three  strokes  over  J.C.  Snead 

■3  Sawgrass  CC,  Ponte  Vedra  Beach,  FL 


1977  Mark  Hayes 
Two  strokes  over  Mike  McCullough 

1978  Jack  Nicklaus  (3) 

One  stroke  over  Lou  Graham 

1979  Lanny  Wadkins 

Five  strokes  over  Tom  Watsop 


[HE  PLAYERS  Championship  is  the 
tour's  showcase  event,"  said 
TOUR  Commissioner  Tim  Finchem 
:e  its  arrival  at  the  TPC  at  Sawgrass 
82,  the  tournament  has  evolved 
Dne  of  the  golf  world's  great  events. 
:hing  the  year's  strongest  field 
1st  one  of  the  game's 
lest  courses  annually 
^s  for  an  outstanding 
ipionship.  Deane  Beman 
he  PGA  TOUR  can  be 
iably  proud  of  THE 
fERS  Championship." 
sman,  the  TOUR's 
id  Commissioner,  is 
ted  with  many  of  the 
.  for  THE  PLAYERS 
npionship,  which  was 
:d  on  a  different  course 
of  its  first  three  years 
:e  beginning  a  five-year 
It  Sawgrass  Country 
in  1977. 

I  felt  the  TOUR  needed 
manent  site  and  roots 
;where,"  said  Beman, 
served  as  Commissioner 
1974  to  1994.  "Secondly, 
the  way  to  build  THE  PLAYERS 
the  TOUR's  most  important  tourna- 
t  was  to  own  and  control  our  own 
se  and  build  a  facility  that  was  better 
what  anyone  else  had. 


THE  PLAYERS  Championship 
Television  Schedule 

Thursday.  March  26 

First  Round 
of  Competition.  ESPN 
10:00  a.m.-1;00  p  m.  EST 
3:00-6:00  p.m.  EST 

Friday.  March  27 
Second  Round 
of  Competition,  ESPN 
10:00  a.m. -1:00  p.m.  EST 
3:00-6:00  p.m.  EST 

Saturday,  March  28 

Third  Round 
of  Competition,  NBC 
2:00-6:00  p.m.  EST 

Sunday  March  29 

Final  Round 
of  Competition.  NBC 
3:00-5:30  p.m.  EST 


"I  also  feit  the  TOUR  had  benefited  so 
much  from  everybody  else's  innovations, 
and  here  was  a  chance  for  the  TOUR  to 
be  innovative,"  Beman  added. 

The  result  was  the  TPC  at  Sawgrass 
and  its  Stadium  Course,  which  was 
unveiled  to  the  world  at  the  1982 

PLAYERS  Championship. 
Winner  Jerry  Pate  baptized 
the  facility  in  unusual 
fashion,  propelling  Beman 
and  course  architect 
Pete  Dye  into  the  lake 
adjoining  the  18th  green 
before  loining  them 
himself. 

The  I99S  PLAYERS 
offers  a  S4-niillion  purse 
and  $720,000  first  prize.  But 
no  matter  who  captures 
the  top  prize  at  the  25th 
Anniversary  PLAYERS 
Championship,  the  event's 
biggest  winner  will  be 
charity 

Last  year's  PLAYERS 
Championship  generated 
a  total  of  $678,000  for 
Northeast  Florida  charities, 
raising  its  overall  total  to  almost  $8 
million.  All  told,  PGA  TOUR  tourna- 
ments have  raised  nearly  $.540  million 
for  worthy  local  causes  since  the  first 
donation  was  made  in  19  58. 


1980 


19811 


LeeTrevino 

One  stroke  over  Ben  Crenshaw 

Raymond  Floyd 

Won  playoff  over  Barry  Jaeckel  and 
Curtis  Strange 


1997 


Sawgrass,  Ponte  Vedra  Beach,  FL 
Jerry  Pate 

Two  strokes  over  Brad  Bryant  and 
Scott  Simpson 

Hal  Sutton 

One  stroke  over  Bob  Eastwood 

Fred  Couples 

One  stroke  over  Lee  Trevino 

Calvin  Peete 

Three  strokes  over  D.A.  Weibring 

John  Mahaffey  : 

One  stroke  over  Larry "jyiize 

Sandy  Lyie 

Won  playoff  over  Jeff  Sluman 

Mark  McCumber 

Four  strokes  over  Mike  Reld 

Tom  Kite 

One  stroke  over  Chip  Beck 
Jodie  Mudd 

One  stroke  over  Mark  Calcavecchia 

Steve  Elklngton 

One  stroke  over  Fuzzy  Zoeller 

Davis  Love  III 

Four  strokes  over  Ian  Baker-Finch, 
Phil  Blackmar,  Nick  Faldo  and 
Tom  Watson 

Nick  Price 

Five  strokes  over  Bernhard  Langer 
Greg  Norman 

Four  strokes  over  Fuzzy  Zoeller 
Lee  Janzen 

One  stroke  over  Bernhard  Langer 
Fred  Couples  (2) 

Four  strokes  over  Colin  Montgomerie 
and  Tommy  Tolles 

Steve  Elklngton  (2) 

Seven  strokes  over  Scott  Hoch  ' 


Sports  Business 


SOCCER 


DOES  MAJOR  LEAGUE  SOCCER 
HAVE  LEGS? 

The  new  season  could  be  crucial  as  it  struggles  for  acceptance 


Anew  TV  ad  for  Major  League  Soccer 
shows  six  players  wildly  celebrating 
goals  they  just  scored.  They  peel 
off  their  jerseys  and  stint  to  the  sound 
of  striptease  music.  Emotion  so 
overcomes  one  player  that  he 
falls  to  his  knees  to  thanli  the 
heavens. 

Unfortunately  for  MLS, 
which  kicks  off  a  new  season 
on  Mar.  15,  too  few  of  these 
moments  occui"  in  real  life.  Soc 
cer  remains  one  of  the  lowest 
scoring  and  lowest-rated  TV  sports  in 
America.  Following  in  the  footsteps  of 
previous  failed  U.  S.  soc- 
cer leagues,  mls  has 
lost  $40  million  in  its 
first  two  seasons. 
Though  it  had 
i  a  surprisingly 
strong  inaugural 
yeai;  ch*awing  3.1 


he  sound  Cup 

lof  ^^^^^^^^^^^  <-!+-+-/- 


CRYING  FOUL:  MLS 

players  have  filed  a  su  it 
demanding  salaries  in 
line  with  Europeans' 


million  fans,  MLS  attendance  had 
dropped  16%  by  the  end  of  1997 — and  it 
could  get  worse:  This  summer's  World 
Cup  wiU  draw  attention  away  from  mls 
and  possibly  exacerbate  the 
slump.  As  if  that  weren't  trou- 
bling enough,  mls  is  being 
sued  by  players  disgiuntled 
over  their  relatively  low  pay. 
It  all  begs  the  question:  Is 
pro  soccer  just  a  bad  fit  for  a 
nation  of  sports  fans  with  short 
attention  spans? 
Of  coui'se,  soccer  is  still  the  most 
populai'  sport  in  the  rest  of  the  world. 
And  "soccer  moms"  became  part  of 
the  political  lexicon  in  1996  because 
American  kids  have  em- 
braced the  game  so  en- 
thusiastically. But  profes- 
sional soccer  has  never 
taken  root  in 


the  U.S.  as 
a  major  league 
sport.  In  the  past, 
U.  S.  leagues  were  always 
financed  one  season  at  a  time. 
None  ever  secured  a  tv  deal. 
The  longest  sm-viving,  the  North 
American  Soccer  League,  ran 
from  1967  to  1985  but  was  a 
dumping  ground  for  second-tier 
European  players.  It  flourished 
only  when  Brazilian  gi'eat  Pele 
played  for  the  New  York  Cos- 
mos in  the  1970s.  More  typical 
was  the  14-season  Major  In- 
door Soccer  League,  wliich  fold- 
ed in  1992.  Only  1  of  40  teams 
that  played  in  that  league  ever 
made  a  profit. 

mls  is  trying  hard  not  to  be 
as  bush-league,  but  it's  not 
I'asy.  Just  10%  of  its  players 
liave  a  shot  at  making  a  World 
( 'up  roster  this  summer,  says 
mls  Commissioner  Douglas  G. 
Logan.  "American  soccer  is 
a  level  below  om  top  divi- 
sion," gloats  David  Endt 


of  Amsterdam's  Ajax  Football  team,  on 
of  Europe's  best.  "No  one  dreams  ( 
going  to  play  in  the  U.  S." 

If  they  did,  they  wouldn't  be  allowe 
to,  anyway.  MLS  limits  international  play 
ers  to  five  per  roster  and  may  lower  th' 
number  to  four.  That  means  more  Amei 
icans  get  a  shot  at  gaining  world-clan 
experience.  But  it  also  prohibits  top  it 
ternational  talent  from  improving  tli 
overall  quality  of  play.  Currently,  most  < 
the  international  players  mls  attract 
are  unproven  youngsters  placed  in  mai 
kets  with  high  concentrations  of  imm 
grants  fi'om  their  respective  countries. 
PAY  PIQUE.  Because  of  its  structure.  Ml, 
probably  couldn't  afford  top-tier  foreig 
players  even  if  it  wanted  them,  mls  oj; 
erates  like  a  franchise  system:  Th 
league  owns  the  teams,  caps  salaries 
and  prohibits  free  agency.  The  averag 
MLS  salaiy  is  $83,000,  and  the  minimur 
a  scant  $24,000.  "We  don't  have  supei 
stai's.  Our  players  drive  Honda  Civics, 
brags  Brian  I.  O'Donovan,  general  mar 
ager  of  the  New  England  Revolution. 
Appai-ently,  that's  not  good  enoiig 
for  MLS  players:  They  have  filer! 
federal  antitrust  class  action  again^ 
the  league  that  is  scheduled  to  go  t 
trial  this  fall.  They  want  to  be  pai 
more  in  line  with  European-leagii 
players,  who  command  betwee 
^$300,000  and  several  milhon  (id 
lars  per  season.  "I'm  shockc 
they're  suing,  as  opposed  to  to 
lectively  bargaining,"  says  Alan  , 
Rothenberg,  the  founder  and  chainna 
of  MLS.  He  would  prefer  to  see  the  pla^ 
ers  form  a  union.  But  if  they  did  tha 
they  would  forfeit  their  right  to  sue  <> 
antitrast  gi'ounds,  says  John  Ken;  t'> 
ecutive  director  of  the  mls  Playei-; 
Assn.  "The  players  just  want  a  fi  f 
market  with  the  ability  to  negotiate- 
anything  but  this  scam." 

Even  the  backbone  of  the  league- 
the  gi-owing  U.  S.  Hispanic  market — i 
proving  um-eliable.  Hispanic  attendant 
dropped  10%  last  yeai-.  To  reignite  ths 
mai'ket,  the  league  has  hired  Dieste  ( 


EMPTIER  STANDS 


Major  League  Soccer  is  having  | 
trouble  hanging  on  to  fans  ' 

 k 

BIGGEST  DROPS  i 
AVERAGE       LOS  ANGELES  N.Y7NJ. 
YEAR  AHENOANCE*  GALAXY  METROSTARS  [t^ 

1996  17,416    462,655  382,360  f 

1997  14,616    330,010  270,388' 

^Average  attendance  at  160  regular-season  games 
played  by  the  10-team  league 

DATA  MAJOR  LEAGUE  SOCCER 
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Well  not  everything.  It's  just  $18,995: 
The  1998  Chrysler  Cirrus. 

There  are  cars  that  are  built  to  appeal  to  your  passionate  side— and  to  your  practical  side.  The  1998  Chrysler  Cirrus. 
For  the  passionate  side:  ■  fully  independent  suspension  ■  multi-valve  V6  engine  ■  speed-sensitive  steering  ■  air  condi- 
tioning with  rear-seat  vents  ■  premium  six-speaker  sound  system  ■  power  windows,  mirrors  and  door  locks  ■  cab- 
forward  design  with  room  for  you  and  four  friends -and,  at  no  extra  charge,  a  new,  luxurious,  glove-soft  leather-trimmed 
interior  ■  and  eight-way  power  driver's  seat.  Now  for  the  practical 
side.The  new  1998  Chrysler  Cirrus  LXi,  with  all  this,is  just  $18,995: 
Now  that's  unexpected.  Call  1.800.CHRYSLER  for  details. 


IP  after  $  1.000  cash  back  includes  destination  Excludes  tax  www  chryslercars  com 


Partners,  a  Dallas-based  ad  agency  that 
specializes  in  Hispanic  marketing.  But  in 
the  meantime,  MLS  has  reduced  the 
number  of  Sunday  games  this  season 
by  almost  25%.  That  could  prove  to  be  a 
blunder  with  Hispanics,  for  whom  soccer 
is  a  Sunday  ritual,  mls  also  miscalculat- 
ed that  Hispanics  would  purchase  sea- 
son tickets.  "We  now  know  they're  more 
spontaneous  and  aren't  as  likely  to  buy 
a  package,"  admits  Logan,  a  former 
Mexico  City  concert  promoter. 
SUMMER  SWEAT.  This  summer's  World 
Cup,  which  will  be  held  in  France  from 
June  10  to  July  12,  could  "buiy  us"  for  a 
month,  admits  Rothenberg.  But  MLS  is 
playing  through.  While  the  eyes  of  the 
world  follow  their  favorite  national 
teams — playing  a  level  of  soccer  above 
that  of  the  mls — the  U.  S.  league  will 
stick  with  a  slightly  reduced  schedule. 

Despite  those  possible  negatives,  the 
league  says  it's  on  course  to  sell  more 
season  tickets  this  year  than  it  did  in 
'96,  its  fii'st  and  best  year.  It  expects 
expansion  teams  in  Miami  and  Chica- 
go— where  there  are  lai'ge  Hispanic  con- 
tingents— to  give  slumping  league  at- 
tendance a  boost.  And  it's  crossing  its 
fingers  that  the  major-market  New 
York/New  Jersey  MetroStars  won't  fin- 
ish in  the  basement  of  the  Eastern  Con- 
ference standings  again  this  year. 

Besides  securing  $80  million  in  spon- 
sorship money  over  a  five-year  period, 
miss's  major  coup  to  date  is  a  giiai-anteed 
$5  million  TV  deal  with  abc  and  espn 
that  will  beam  47  of  its  210  games  into 
U.  S.  homes.  That's  still  small  change 
compared  with  abc's  $25  milhon  deal  to 
broadcast  all  64  World  Cup  games  to 
the  States  this  summer.  But  it's  better 
than  making  zilch  on  a  TV  deal,  which 
MLS  did  the  past  two  seasons. 

To  become  the  fifth  major  sports 
league  in  this  country,  as  mls  fashions 
itself,  league  officials  know  they  must 
secui-e  higher-paying  TV  deals.  They  also 
must  make  more  than  a  measly  $2  mil- 
lion off  licensing,  which  was  all  they 
mustered  last  year.  As  it  stands,  mls 
relies  primarily  on  ticket  sales — a  for- 
mula that  killed  other  soccer  leagues. 
"We've  got  a  good  baseline  of  support, 
but  it  might  take  another  10  years  for 
this  to  work,"  says  Rothenberg. 

MLS  Commissioner  Logan  is  prepar- 
ing for  a  $20  million  loss  in  '98.  Fortu- 
nately for  him,  though,  $20  mil  here 
and  there  doesn't  seem  to  deter  the 
league's  backers,  who  include  billion- 
aii-es  John  Kluge,  Philip  F.  Anschutz, 
and  Robert  K.  Kraft.  In  recent  meet- 
ings, backers  have  reportedly  assured 
Logan  that  "nothing's  terminal."  But  a 
legitini;tte  major  league  must  survive 
the  nation's  fickle  remote  control,  where 
history  is  just  a  click  away. 

By  Brad  \\'<)lverton  in  Atlanta 


Media 


THE  INTERNET 


NEW-MEDIA 

MELTDOWN 

How  a  big  online  newspaper  venture  bit  the  dust 


It  was  created  with  a  name  most  of 
its  owners  dishked,  with  a  logo  one 
partner  "hated,"  in  a  city  eveiybody 
rejected,  with  a  mission  nobody  un- 
derstood. So  it  was  fitting  that  when 
New  Century  Network  was  kicked  off 
last  April  by  nine  media  giants  teaming 
up  to  conquer  electi-onic  competition, 
even  the  laimch  parly  bombed. 

In  a  ballroom  at  the  Newspaper  As- 
sociation of  America  convention  in  Chica- 
go, a  thousand  bottles  of  champagne 
emblazoned  with  "New  Century  Net- 
work: The  Collective  Intelligence  of 
America's  Newspapers"  awaited  the 
hordes  expected  to  come  to  toast  the 
watershed  new-media  joint  venture. 
Wlien  fewer  than  100  people  showed  up, 
Cliief  Executive  Lee  de  Boer  made  an 
abbreviated  speech  befor'e  reti-eating. 
"They  built  a  business  and  nobody 
came,"  says  David  Morgan,  pr-esident  of 
the  online  ad  agency  Real  Media  Inc. 

The  reception  was  the  fir-st  public  hu- 
miliation for  New  Century  Network, 
but  only  one  in  a  series  of  blunder's  that 
culminated  in  the  company's  abrupt 
shutdown  on  Mar.  10.  Created  in  1995  to 
unite  newspapers  against  Microsoft 
Corp.  and  other  competitors  girding  to 
woo  electronically  advertisers  and  read- 
ers. New  Century  Network  came  to 
embody  everything  that  could  go  wr-ong 
when  old-line  newspaper's  converge  with 
new  media.  "Newspapers  ar-e  reacting  in 


-SSI 


very  traditional  ways  to 
a  very  untraditional  mar- 
ketplace," says  Peter  M. 
Winter,  president  of  Cox 
Interactive  Media,  who 
was  New  Century  Net- 
wor'k's  original  chief  exec- 
utive. "And  they're  being 
super-ceded  fast." 

Star-ted  with  $1  milMon 
each  from  Knight-Ridder, 
Tr-ibune,  Times  Mirror, 
Advance  Publications,  Cox 
Enterpr'ises,  Gannett, 
Hear'st,  Washington  Post, 
and  New  York  Times, 
New  Century  seemed  an 
entrepreneurial  dream. 
The  Internet  had  just 
opened  to  the  world,  creating  vast  nev 
competition  for  readers — and  for  the  ad 
vertiser-s  that  pump  $40  billion  into  news 
papers.  But  it  also  gave  newspapers 
chance  to  captiu-e  national  accounts  tha 
favored  the  one-stop-shopping  conve 
nience  of  TV  and  national  magazines. 
CUMBERSOME.  And  New  Century  ha< 
something  even  William  H.  Gates  II 
coveted:  the  content  of  newspaper! 
throughout  the  country.  Affihates  coul( 
use  Mar-di  Gr-as  stories  from  the  Net 
Orleans  Times  Picayune  or  Hollywoo( 
news  fr-om  the  Los  Angeles  Times.  Sep 
arate  subject-or-iented  Web  sites  woul( 
pool  stor-ies  on  everything  from  healtl 


NEW  CENTURY:  A  HOUSE  DIVIDED 


Nine  media  companies  created  New  Ceiitury  Network  to  link  140  newspapers 
ofiline.  But  the  venture  was  paralyzed  by  constant  clashes.  Some  results: 

'  ►  Took  18  months  to  find  a  chief  executive 


Works 


te-  Killed  a  plan  to  go  public 

►  Failed  to  run  lucrative  classifieds 


>■  Created  a  news  Web  site  that  competed 
with  large  papers 

►  Failed  to  promote  site 

►  Generated  little  traffic  and  ad  revenue 
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lo  spoils.  And  advertisers  could 
anners  on  one  site  or  100  with  the 
of  a  button. 

t  the  media  companies  had  wildly 
philosophies  about  how  news- 
s  should  make  the  electronic  leap 
vhat  role  the  new  venture  should 
"You  had  private  companies  and 
?  companies  and  companies  that 

risk-averse  and  those  that  were 
Dlerant,"  says  Hany  Chandler,  head 
w  media  for  Los  Angeles  Times. 

had  big-city  papers  and  small 
s.  We  shared  a  need.  But  it  was 
•ating  trying  to  come  together." 
lile  the  wii'ed  world  moved  at  warp 
1,  New  Century  spent  18  months 
I  a  permanent  CEO  and  two  years 
ing  an  electronic  dooi-way  to  140 
Dapers.  By  the  time  it  became  wired 
une,  not  only  was  Microsoft  ahead 
its  Sidewalk.com  online  city  guides, 
"^ew  Century's  ovm  paitners  also 
aunched  competing  ventures.  "This 

is  really  racing,"  says  Al  Sikes, 
former  Federal  Communications 
nissioner  who  is  president  of  Heai'st 
Media.  "Organizations  of  a  number 
■equals  can't  tui'n  on  a  dime." 
ke  nine  parents  with  a  new  baby, 

couldn't  even  choose  a  name. 
3  wanted  news.  Others  wanted 
ifieds.  Tribune  Co.  was  so  exas- 


MAN  BITES  BOARD 


Partners 
battled  so  bitterly  that  they  wound 
up  pursuing  their  goals  on  their 
own,  outside  the  new  business 


perated,  it  joined  America  Online  Inc. 
in  a  classified  service,  becoming  a  New 
Century  pariah. 

The  most  divisive  issue  was  a  pro- 
posal by  Winter  to  bring  in  as  a  partner 
Kleiner  Perkins  Caufield  &  Byers,  a 
San  Francisco  venture  capitalist,  that 
could  also  take  the  venture  public.  The 
vote  was  split  between  those  compa- 
nies dominated  by  newspapers  and 
those  more  multimedia-oriented.  Cox, 
Tribune,  and  Hearst  favored  the  idea. 
Gannett  was  neutral.  Knight-Ridder, 
Washington  Post,  New  York  Times,  and 
Times  Mirror  ai'gued  that  New  Century 
should  push  all  its  profits  out  to  affili- 
ates. The  debate  di-agged  on  for  months, 
ending  on  a  sweltering  summer  day  in 
1996  in  a  hotel  room  a  half-mile  from 
Knight-Ridder's  Miami  Herald.  The 
proposal  was  defeated  5  to  4.  "The  fall- 
out from  that  plagued  New  Century 
going  forward,"  says  Bob  Ingle,  presi- 


dent of  Knight-Ridder  New  Media. 

In  Jime,  New  Century  hired  de  Boer, 
44,  a  former  Home  Box  Office  executive 
who  had  been  innning  his  own  media 
consulting  fiiTn.  He  pulled  together  top- 
rate  executives  and  veteran  journalists. 
But,  by  all  accounts,  he  was  a  poor  com- 
municator. When  board  members  flew 
to  New  York,  where  they  wearily  lo- 
cated New  Century  for  de  Boer's  con- 
venience, they  got  no  updates,  no  ma- 
terials. "We  turned  the  business  over 
to  him  to  concentrate  on  ours,"  recalls 
Ingle.  "We  should  have  given  him  more 
guidance." 

COLD  BUTTON.  But  they  were  busy  do- 
ing other  things.  Knight-Ridder  was 
creating  Real  Cities  to  link  32  newspa- 
per Web  sites  and  run  classifieds  for 
jobs,  cars,  and  real  estate.  Tribune, 
Times  Mirror,  and  Washington  Post 
were  building  an  online  advertising  net- 
work called  Classified  Ventui-es.  Tribime 
also  poui-ed  $20  million  into  aol's  Digital 
City  online  guides.  Cox  was  developing 
AutoConnect  classified  service  and  is 
now  in  discussions  with  Microsoft  to 
Hnk  vdth  Sidewalk.com,  say  industry 
sources.  Winter  says  simply:  "We're 
talking  to  a  lot  of  people." 

The  board  was  paying  little  attention 
when  de  Boer  hatched  his  fii-st  major 
plan:  NewsWorks. 
Run     by  former 
Sports  Illustrated 
Managing  Editor 
John    Papanek,  it 
posted  stories  daily 
and  linked  to  140 
sites.  But  small  pa- 
pers said  they  were 
neglected,  and  big 
ones  feared  it  would 
steal  eyeballs.  "We  didn't  need  it,  and  it 
was  competitive,"  says  the  Los  Angeles 
Times'  Chandler  So  many  papei-s  buined 
the  NewsWorks  button  on  their  home 
pages,  leaving  the  site  wath  httle  traffic 
and  few  advertisers.  Last  yeai;  advertis- 
ers spent  $500  milhon  on  the  Internet — 
only  $1  milUon  of  it  at  New  Centuiy. 

The  partners  ultimately  invested 
more  than  $25  million  in  the  virtual  ven- 
ture. But  late  last  year.  New  York 
Times  refused  to  pay  another  penny. 
Papanek  left  to  launch  espn  Magazine 
and  de  Boer  began  a  fruitless  search 
for  a  high-tech  partner.  In  February, 
they  shut  down  NewsWorks  and  laid 
off  half  of  its  70  employees.  De  Boer 
asked  for  funding  to  reshape  New  Cen- 
tuiy into  an  advertising  shop.  The  board 
decided  instead  to  pull  the  plug,  coming 
to  a  remarkably  quick  agreement — for 
the  first  and  final  time. 

By  I.  Jeanne  Dugan  in  New  York 
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Government 


TRADE 


THE  THREE 
MARKETEERS 

Can  these  trade  warriors  rescue  Clinton's  initiatives? 


Richard  W.  Fisher  outperformed 
the  market  two-to-one  when  he 
managed  a  $170  million  hedge 
fund  in  Dallas.  His  forte:  finding 
failing  companies  and  then  helping  to 
turn  them  around.  "I'm  a  distress  guy, 
going  into  situations  others  view  as 
hopeless,"  he  explains. 

Nowadays  Fisher's  business  cards 
read  Deputy  U.  S.  Trade  Representa- 
tive— and  the  parallels  couldn't  be  more 
striking.  Once  again,  he's  trying  to  re- 
verse the  fortunes  of  a  troubled  enter- 
prise: the  Clinton  trade  agenda.  Fisher, 
48,  is  one  of  "the  Caiter  Kids" — three 
Washington  veterans  of  the  1970s  on  a 
mission  to  salvage  trade  policy,  under- 
water since  the  death  of  fast-track  trade 
legislation  last  fall.  The  othei-s  are  David 
Aai'on,  58,  new  Commerce  Under  Sec- 
retar>'  for  international  trade,  and  Stu- 
art E.  Eizenstat,  55,  Under  Secretary'  of 
State  for  economics,  business,  and  agri- 
cultural affau's. 

With  U.  S.  trade-liberalization  initia- 


tives floundering  in  Asia,  Europe,  and 
South  America,  the  new  team  has  no 
lack  of  challenges  (table).  On  Capitol 
Hill,  the  Administration  must  work  to 
reassemble  a  50-year  congi-essional  con- 
sensus for  free  trade  that  disintegi-ated 
with  Clinton's  failure  to  win  fast-track 
negotiating  authority.  So  when  the  three 
aren't  flying  off  to  world  capitals,  they 
will  be  wearing  out  the  chairs  in  con- 
gressional hearing  rooms,  explaining 
why  the  U.  S.,  now  so  dependent  on  ex- 
ports, must  push  for  freer  markets  at 
home  and  abroad. 

"CRITICAL  MASS."  Foreign  leaders  will 
be  an  even  tougher  sell.  But  the  Carter 
Kids  have  a  strategy:  Persuade  a  "crit- 
ical mass"  of  countries  to  voluntarily 
liberalize  in  one  mai'ket  sector — as  was 
done  in  1996  and  1997  with  multilateral 
agreements  on  information  technology 
and  financial  services.  Talks  are  now 
aimed  at  environmental  services,  chem- 
icals, medical  equipment,  fish,  toys,  and 
jewelry,  among  others.  And  many  deals 

CARTER  KIDS' 


can  be  cut  without  congressional  ap 
proval  since  they  won't  affect  U.  S.  law 

Groups  of  nations  will  also  be  enliste( 
to  pressure  recalcitrant  governments  t' 
free  up  their  markets.  That's  the  cun-en 
game  plan  being  used  against  Japar 
which  is  under  joint  attack  by  Europt 
Canada,  and  the  U.  S.  to  open  its  door 
wider  and  stimulate  its  economy.  "Lead 
ership  today  means  rallying  others  t 
our  cause,"  says  Eizenstat. 

The  first  big  test  of  the  team's  pi  i\\ 
ers  of  persuasion  comes  on  Apr.  1 
when  Clinton  travels  to  Santiago,  Chiit 
to  begin  talks  on  the  Free  Trade  Ai  e 
in  the  Americas  (ft.\a),  his  plan  fni- 
tariff-free  zone  embracing  the  entir 
Westem  Hemisphere.  Latin  American 
see  Congress'  fast-track  vote  as  a  re\n\ 
diation  of  further  tirade  deals.  "The  lead 
ership  in  South  America  is  deeply 
appointed — devastated,  really,  over  th 
loss  of  fast  track,"  says  Richard  E.  Feii; 
berg,  a  University  of  California  at  Sa 
Diego  expert  on  Latin  America. 

Fafliu-e  of  the  ftaa  would  be  a  wi 
for  Brazil:  South  America's  largest  econ 
omy  feai's  a  fi'ee-trade  area  dominate^ 
by  the  U.  S.  and  has  urged  a  go-#lo\ 
approach.  With  no  ftaa,  Brazil  coul( 
negotiate  smaller,  South  American  fi-et 
trade  zones  that  exclude  the  U.  S.  Tli 
Carter  Kids'  plan:  Convince  the  Lati 
Americans  in  preUminaiy  talks  in  Cost 
Rica  on  Mar.  18-20  that  Clinton  will  wi 
fast  track  in  time  for  ftaa  approval  h 
2005.  If  they  fail,  Clinton's  Santiago  tri 
may  prove  to  be  the  biggest  trade  eir 
barrassment  of  his  tenure. 


RIOHARD  FISHER 

1 '  pun  U.S. 
Trade  Representative 


DAVID  AARON 

Under  Secretaiy  of  Commerce 
for  International  Trade 


STUART  EIZENSTAT 

Under  Secretaiy  of  State  for  Economic, 
Business,  and  Agricultural  Affairs 
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5  clock  is  also  ticking  on  China, 
desperately  wants  Washington  to 

ve  its  membership  in  the  World 
Organization.  The  U.  S.  business 
thinks  that  dropping  opposition 

ina's  membership  will  induce  Bei- 

0  buy  American.  And  China's  cor- 
e  supporters  are  weary  of  the 

1  battle  in  Congi'ess  for  Most  Fa- 
Nation  trading  status.  But  be- 
llowing WTO  membership,  the  Ad- 
tration  wants  a  promise  from 
ig  to  lower  barriers  to  imports, 
;s  subsidies  to  favored  industries, 
ismantle  state-owned  enterprises, 

employ  100  million  workers. 

invitation  to  join  the  wro  would 
ntee  Clinton  a  wann  welcome  in 
g  if ,  as  tentatively  planned,  he  trav- 
lere  this  fall.  The  Administration 
rants  to  rewai'd  China  for  not  de- 
ig  its  currency.  Devualation  would 
:n  the  Asian  financial  crisis  while 
ng  the  U.  S.  trade  deficit.  That  puts 
rade  trio  and  their  bosses,  U.  S. 

Representative  Chai'lene  Bai-shef- 
id  Commerce  Secretary  William  M. 
,  on  the  hot  seat.  They  will  have  to 
31e  the  best  possible  terms  from 
g  fii-st.  Yes,  admits  Aaron,  Chinese 
Js  "have  shovm  a  great  deal  of  re- 


AN  AGENDA  IN  TAHERS 


FAST  TRACK  Failure  to  secure  "fast- 
track"  trade  legislation  from  Congress 
means  that  Clinton  will  be  heading  to 
Chile  in  April  to  kick  off  negotiations 
for  an  all-hemisphere  free-trade  deal 
with  a  weakened  hand. 


CHINA  Washington  has  been  negoti- 
ating with  China  over  the  terms  of 
its  entry  into  the  World  Trade  Orga- 
nization. But  Beijing  is  resisting 
opening  its  markets  to  imports  and 
it  wants  a  delay  in  ending  subsidies 
to  millions  of  state-supported  busi- 
ness enterprises.  Clinton  will  be  vis- 
iting Chma  in  late  1998. 

JAPAN  Administration  efforts  to 
pressure  Japan  into  stimulating  its 

sponsibility  in  not  devaluing,  and  they 
deserve  credit  for  it . . .  but  we  are  not 
going  to  suddenly  cave  in." 

Rescuing  Clinton's  trade  agenda  will 
require  more  than  persistence  in  Con- 
gi-ess  and  diplomacy  abroad,  however. 
The  members  of  the  new  trade  troika 
vWE  also  have  to  keep  their  often-wairing 


economy  so  it  can  buy  more  imports 
from  the  U.S.  and  from  struggling 
Asian  nations  are  stalled.  Tokyo  is 
also  refusing  to  open  its  markets 
further  and  to  help  U.S.  car  compa- 
nies sell  in  Japan. 

IMF  The  White  House  wants  $18 
billion  in  additional  funding  from 
Congress  for  the  IMF.  But  Congress 
is  skeptical  because  of  the  mixed 
success  of  the  IMF  bailout  in  Asia. 

INVESTMENT  Negotiations  in  Paris 
to  unite  the  28  countries  of  the 
OECD  in  a  treaty  covering  $315  bil- 
lion in  annual  foreign  investment 
flows  have  broken  down. 

DATA:  BUSINESS  WEEK 

bureaucracies  in  check.  The  thi*ee  agen- 
cies "have  always  viewed  each  other  with 
some  suspicion,  but  since  the  thi-ee  of  us 
know  each  other  so  well,  that  shouldn't 
be  a  problem,"  says  Aaron.  Maybe  not, 
but  the  Caiter  Kids  are  about  to  test 
the  depth  of  their  fi-iendship. 

By  Paul  Magnusson  in  Washington 
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Finance 


BANKING 


FAST  EDDIE'S 
FUTURE  BANK 

How  Crutchfield  is  racing  to  revolutionize  First  Union 


In  1951.  Katherine  S.  Crutchfield  took 
her  son.  Eddie,  to  the  First  Nation- 
al Bank  of  Albemarle,  in  the  town  of 
Albemarle.  N.C.,  pop.  11.800.  Es- 
caping from  the  sticky  heat  of  the 
Tarheel  summer,  the  10-yeai*-old  loved 
the  feel  of  the  cold  marble  floor  on  his 
bai'e  feet.  His  mother,  a  teacher  who 
had  studied  economics  at  The  Women's 
College  of  North  Carolina  in  Greens- 
boro, whispered  in  his  ear:  "You  might 
want  to  think  about  banking  as  a  ca- 
reer." Young  Edward  E.  Crutchfield  .Jr 
quickly  assessed  the  prospects.  A  gray- 
headed  man  he  recognized.  Hazel  I\Ior- 
row,  carefully  counted  currency,  standing 
erect  behind  a  desk,  separated  from  the 
people  of  Albemarle  by  thick,  black  steel 
bars.  Through  a  chest-high  hole  in  his 
cage.  Morrow  doled  out  cash,  circulating 
it  to  the  free  ci\alians. 

His  mother's  vision  horrified  the 
young  Crutchfield.  "It  was  tantamount 
to  sajing  you  might  as  well  think  about 
a  career  in  jail — spend  your  Ufe  behind 
bars."  Crutchfield  recalls. 

Crutchfield  did  become  a  banker,  but 
in  his  33-year  career  at  First  Union 
Cor]3.  he  has  knocked  dowTi  the  bai*s  of 
banking  with  a  vengeance.  Beginning 
in  the  mid-1980s,  he  took  Charlotte's 
third-largest  bank  on  an  acquisition 
spree — more  than  70  deals  in  10  years — 
that  ti-ansfonned  it  into  the  sixth-largest 
bank  in  the  U.  S.,  with  .$206  billion  in  as- 
sets. Along  the  way,  he  tested  conven- 
tional banking  customs  and  regulation. 
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Now.  with  his  initial  banking  acquisi- 
tion goals  mostly  accomplished.  Cnitch- 
fleld  is  focusing  on  the  biggest  bar- 
breaker  yet:  a  top-to-bottom  redesign 
of  the  entire  retaO  operation  of  one  of 
the  country-'s  largest  banks.  Crutchfield 
calls  his  concept  Future  Bank.  It's  a 
mix  of  all  the  elements  he  beheves  wiD 
be  necessary  for  banks  to  sur\ive  on- 
slaughts from  brokerage  firms  and 
mutual-fund  houses  and  from  industry' 
consohdation  and  technology-.  He  is  de- 
veloping an  aggressive,  sales-oriented 
culture  at  First  Union,  unleashing  a 
commission-only  sales  force  to  cold-caU 
middle-market  customers.  He's  buUding 
First  Union's  presence  in  product  lines 
such  as  mutual  funds  and  insui'ance. 
"FUNDAMENTAL  CHANGE."  He's  also 
reaching  customers  thi-ough  an  array  of 
new  channels:  eventhing  from  Internet 
banking  to  minibranches  to  a  new  call 
center  two-thirds  the  size  of  the  Penta- 
gon. On  Mai'.  4.  he  snapped  up  The  Mon- 
ey Store  Inc..  a  huge  and  highly  prof- 
itable consumer  credit  company  and 
among  the  sa\"\iest  players  in  the  sub- 
piime  market,  for  $2.1  billion.  0^•el■Tlight. 
the  deal  turned  Fii'st  Union  into  the  na- 
tion's lai-gest  home-equity  and  small-busi- 
ness lender  and  No.  3  in  student-loans. 

To  capitalize  on  these  channels, 
Cmtchfield  has  built  one  of  the  indus- 
try's largest  data  warehouses.  He  is 
mining  the  raw  data  to  custom-fit  sales 
pitches  to  indi\idual  customers.  To  make 
sure  it  all  comes  together,  he  has  put 


First  Union  on  an  expedited  timetabh 
demanding  that  the  Future  Bank  coi 
cept  roU  out  from  its  Atlanta  test  mai 
ket  into  companjTside  implementatio 
by  the  end  of  1998.  "Tliis  is  massive 
says  John  R.  Georgius.  First  Union 
president  and  Ci-utchfield's  closest  stra 
egy  adviser  "This  is  a  huge,  fundamei 
tal  change  to  what  we  do." 

Analysts  applaud  Crutchfield's  amb 
tions.  though  some  are  skeptical  tlu 
he  will  see  a  big  payoff  soon.  The  bank 
stock  has  soared  ISl**  since  Januar 
199.5.  Fii-st  Union's  return  on  assets  an 


...ASSETS  ARE  BALLOONING  RETURNS  OUTSTRIP  PEERS 


RETURN  ON  ASSETS  VS.  INDEX 
OF  BANKS  OVER  $25  BILLION 


JAN. '96 
,  DOLLARS 


FEB-  '98        JAN.  '96 

A  BILLIONS  OF  DOLLARS 


FEB. '98 


JAN,  '96 
▲  PERCENT 


FEB. '98 
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■  have  outstripped  the  Keefe, 
tte  &  Woods  index  of  50  major 

Assets  have  climbed  fi'om  $159.6 

in  1994  to  $205.7  billion  in  1997. 
ifield  is  rewai'ded  handsomely.  His 
ive-laden  compensation  package 
1  $19.5  million  last  year. 
Qe  banks  like  Citicorp  and  Nor- 
Corp.  have  experimented  with 
1  redesigns,  and  others  like  Na- 
ank  Corp.  and  Huntington  Banc- 
;  Inc.  have  made  significant  in- 
ents  in  data  wai'ehouses,  none  has 
ated  as  many  pieces,  and  none 
;  on  a  systemwide  rollout.  Cratch- 
buying  spree,  combined  with  his 
s  Bank  investment,  contributed  to 

rise  in  net  income  last  yeai'.  He 
:s  per-share  income  to  climb  14% 
ly  for  the  next  two  yeai"s.  "Tlieyre 
lere  they  need  to  be,"  says  MeiTill 

&  Co.  analyst  Sandra  J.  Flaimi- 
lut,  she  adds,  "they're  fuither  along 
ith  than  almost  any  other  bank." 
;ott  D.  Nelson,  research  dii'ector 
irtner  Group  Inc.  in  Stamford, 
,  says:  "Fii'st  Union  is  doing  the 
consistent  job  across  the  whole 
Tim  of  new  banking  systems." 


The  focus  on  an 
internal  revolution  is 
a  big  change  for  a 
man  who  has  spent 
most  of  his  career 
turning  heads  with 
his  insatiable  ap- 
petite for  buying 
banks.  At  one  point, 
he  was  scooping  up 
a  bank  a  month,  of- 
ten paying  eye-pop- 
ping prices — amply 
justifying  his  sobri- 
quet "Fast  Eddie." 
Cratchfield  desciibed  the  style  he  used 
in  talks  with  Signet  Banking  ceo  Mal- 
colm S.  McDonald,  which  First  Union 
bought  for  $3.3  biUion:  "I  had  a  stack  of 
$1  billion  bills  and  just  laid  them  out  for 
him  one  by  one  until  he  said  yes." 

Unlike  rival  Hugh  L.  McCoU  Jr.,  ceo 
of  NationsBank,  whose  deals  have  taken 
Mm  as  far  afield  as  California,  Missoui^, 
and  Texas,  Cratclifield  has  built  his  pow- 
erful franchise  exclusively  along  the 
Eastern  Seaboard — the  golden  crescent 
of  U.  S.  banking,  the  primarily  coastal 
states  running  from  Connecticut  to 


EDWARD  E.  CRUTCHFIELD 

BORN  1941  in  Detroit;  raised  in 
Albemarle,  N.C. 

EDUCATION  Attended  Davidson  College 
on  a  football  scholarship.  MBA  from 
Wharton  School,  1965. 

WORK  EXPERIENCE  Joined  First  Union 
in  1965;  president  in  73,  CEO  in  '84. 

ACHIEVEMENTS  Acquisition  spree  led  to 
nickname  "Fast  Eddie."  Acquired  more 
than  70  banks  in  10  years,  and  built 
First  Union  into  nation's  sixth-largest. 


PERSONAL  An  avid  fly  fisherman;  on 
Mar.  6,  inked  $2.1  billion  purchase  of 
the  Money  Store  while  on  fishing  trip  in 
New  Zealand.  Dislikes  small  talk.  Techno- 
logical Luddite — he  doesn't  have  an  of- 
fice PC — but  his  bank  is  a  tech  leader. 

DATA:  BUSINESS  WEEK 


Last  summer, 


Florida.  Among  the  last  pieces  of  this 
mosaic  was  Philadelphia-based  Core 
States  Financial  Corp,,  which  First 
Union  bought  in  November  for  $16.5 
billion,  histoiy's  largest  bank  merger. 
FOLKSY  VENEER.  Cratchfield  has  mas- 
tered the  Southern  ait  of  concealing  his 
competitive  blood  lust  behind  a  veneer 
of  folksy  witticisms.  He  regales  people 
vrith  deal  stories  as  if  boasting  about 
the  big  ones  he  bagged  on  his  latest 
fly-fishing  forays  to  Montana  or  New 
Zealand.  But  in  more  reflective  mo- 
ments, he  confesses  that  his  most  im- 
portant deal  decision  was  listening  to 
Georgius  in  1985  when  he  suggested 
putting  eveiy  acquii'ed  bank  on  a  single, 
unified  computer  system  that  would  op- 
erate throughout  the  First  Union  ft-an- 
chise.  That  strategic  call  helped  make 
Cratchfield's  acquisition  rampage  possi- 
ble, and  now  allows  his  rapid  transfor- 
mation of  Fu'st  Union's  retail  strategy. 

Having  a  single  system  has  enabled 
Crutchfield  to  outbid  competitors  on 
deals  because  it  helps  him  integi'ate  ac- 
quired banks  into 
First  Union  in  just 
nine  months — easily 
twice  as  fast  as  any 
competitor.  It  has 
limited  First  Union's 
Year  2000  costs  to 
just  $55  million,  com- 
pared with  Citicorp's 
industry  record  $600 
million  estimate.  And 
with  the  system's 
backbone  becoming 
such  a  cracial  part  of 
the  redesign  of  retail 
practices,  the  single 
system  is  proving  its 
worth  again. 

Crutchfield  is  an 
unlikely  man  to  lead 
a  systems-intensive 
transfomiation  of  one 
of  the  nation's  big- 
gest banks.  By  na- 
ture, he's  more  Lud- 
dite than  leading-edge.  Any  department 
at  First  Union  wishing  to  install  voice 
mail  still  must  win  his  personal  ap- 
proval. His  home  computer  is  rarely 
used;  and  there's  no  PC  in  his  spacious 
office.  Wliile  he  gradgingly  invests  in 
the  bank's  push  into  Internet  banking, 
he  confides  to  associates  that  he  doubts 
any  bank  will  make  real  money  from 
the  Internet  anytime  soon. 

Cratchfield  has  always  hved  life  in 
his  own  style.  A  high  school  football 
star,  he  and  a  friend  once  sent  two 
Maiines  to  the  hospital  after  a  fight  at  a 
di^ve-in  movie.  He  turned  down  a  schol- 
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arship  offer  from  the  University  of 
North  CaroHna  and  instead  went  to 
Davidson  College  near  Charlotte  for  its 
academic  challenges.  His  mother's  en- 
treaties paid  off,  and  rather  than  be- 
coming a  lawyer  and  judge  like  his  fa- 
ther, he  matriculated  at  the  University 
of  Pennsylvania's  Wliarton  School. 

As  graduation  approached,  Cmtch- 
field  interviewed  at  each  of  Charlotte's 
three  big  banks — NationsBank's  prede- 
cessor. North  Carolina  National  Bank, 
Wachovia,  and  First  Union.  Secretly 
coveting  the  top  job  at  whatever  bank 
he  chose,  the  23-yeai-old  asked  to  spend 
an  extra  day  at  each  bank,  so  he  could 
prowl  the  halls  and  furtively  size  up 
the  people  he  would  be  competing  with. 
He  decided  First  Union  had  the  most 
deadwood,  and  he  took  that  job.  His 
$7,200  initial  salaiy  was  both  the  lowest 
of  his  offers  and  the  smallest  wage  of 
anyone  in  his  Wliarton  gi'aduating  class. 
IMPECCABLE  TIMING.  His  instincts  and 
timing  pi'oved  impeccable.  Tlie  man  who 
hii'ed  him,  Clifford  Cameron,  was  on  his 
way  to  seizing  control  of  the  bank.  Al- 
most fi'om  the  start,  Cameron  began 
gi-ooming  Cioitchfield  as  his  successor. 
To  improve  Crutchfield's  management 
style,  Cameron  assigned  him  to  revamp 
the  personnel  department  after  notic- 
ing a  shortcoming:  Cintchfield  was  hell 
on  people.  "He  couldn't  understand  why 
people  couldn't  get  things  done,"  Cam- 
eron recalls.  Cintchfield  could  also  nev- 
er understand  why  anyone  would  want 
to  leave  First  Union  and  profanely 
chewed  out  people  with  talent  who  re- 
signed. He  saw  no  value  to  outside  ac- 
tivities, such  as  charity  functions.  Still, 
he  shaped  up,  and  was  astounded  when 
Cameron  named  him  president  of  First 
Union  Bank  at  just  32. 

The  job  he  is  taking  on  now — re- 
designing First  Union's  retail  opera- 
tions— is  no  less  daimting.  The  gen- 
esis of  Futui'e  Bank  was  foiu'  years 
ago,  at  a  meeting  of  First  Union's 
top  executives  at  the  Greenbrier 
resort  in  White  Sulphur  Springs, 
W.  Va.  Cintchfield  and  Georgius  said 
they  were  tii-ed  of  seeing  brokerage 
firms  and  mutual-fund  companies 
snare  the  bulk  of  their  customers' 
assets.  "We're  delivering  the  same 
products  we  delivered  30  to  40 
years  ago,  with  the  same  old-fash- 
ioned delivery  system,"  Georgiu- 
recallb  .-;;-iying.  "We  have  to  chant' < 
or  we'll  just  continue  to  lose  sharf 

Now,  Futui'e  Bank  is  rolling  ui, 

GOOD  CALL:  President  John 
Georgius  suggested  in  19H5  the 
hank  U7iify  its  computer  system 


HARD  SELL:  Sales  from 
huge  centers  like  this  one 
near  Charlotte  are  key 

across  the  entire  First 
Union  system.  To  make 
Futui'e  Bank  work,  Cratch- 
field  and  Georgius  assem- 
bled a  number  of  parts 
that  were  missing  from 
First  Union's  portfolio  foiu' 
years  ago.  In  1985,  they  in- 
troduced the  capital  man- 
agement account,  dubbed 
CAP.  It  gives  customers  an 
attractive  return  on  their 
funds  by  unifying  broker- 
age and  banking  activity 
and  sweeping  free  cash 
into  a  bank  certificate  of 
deposit  or  mutual  fund, 
similar  to  Merrill  Lynch's 
cash  management  account. 
Crutchfield  paid  $143  mil- 
lion to  buy  the  Evergreen 
mutual  funds,  giving  First 
Union  a  foothold  in  the 
fast-growing  fund  business. 
He  recinited  a  star  of  the 
credit-card  industry.  Jack 
M.  Antonini,  to  mine  the 
bank's  database  of  customer  infomia- 
tion  for  profitable  new  marketing 
schemes.  And  in  1997,  First  Union  com- 
pleted constraction  of  its  center  for  cus- 
tomer-service calls  outside  Charlotte. 
At  Crutchfield's  insistence,  the  160-acre 
site  is  nearly  triple  the  size  of  the  plot 
Georgius  fii-st  proposed,  allowing  room 
for  major  expansion. 

Tlie  oveniding  notion  of  Futui-e  Bank 
is  to  integrate  the  back-office  improve- 
ments such  as  the  call  center,  cap  ac- 
count, fund  offerings,  and  sophisticated 
marketing  into  the  action  end  of  the 
bank:  the  branch.  Cratchfield  arranged 


the  branches  so  that  custoniei-s  enteiir 
the  building  ai"e  met  by  gi'eeters,  whot 
job  is  to  find  theii"  needs  and,  if  possii  il 
direct  them  away  from  tellers  and  leiu 
ing  officers  and  towai'd  automated  U-W 
machines  (atms),  or  connect  them  I 
telephone  to  the  call  center-.  Intei'ce]jti( 
by  a  gi'eeter  saves  money:  ATMs  hand 
transactions  for  27?  apiece,  whUe  tellei 
are  slower  and  more  costly,  at  $1.2-5 
transaction.  Each  branch  receives  se' 
eral  hundred  names  eveiy  day  from 
computerized  system  that  identifies  tl 
most  attractive  prospects  and  sugg<'s 
what  products  to  sell  them. 

To  boost  sales,  Crutchfield  change 
the  compensation  structure,  puttir 
eveiyone  in  the  bi-anches,  fi^om  tellers  i 
branch  managers,  on  an  incentive  sy 
tem  based  heavily  on  sales  increase 
He  created  job  descriptions  and  invitt 
all  employees  to  select  the  job  tlu 
were  most  suited  for.  First  Union  i-i 
cmited  heavily  outside  the  industry,  i 
attract  former  stockbrokers  and  tni 
sumer-product  salespeople  with  ni(.i 
knowledge  of  selling  than  of  old-sty 
banking.  "There  wiU  be  a  fail-  number 
people  who  decide  they  do  not  want  i 
sell,"  Georgius  told  First  Union  niai 
agers  at  a  recent  Future  Bank  orient 
tion  session.  "If  they  don't  want  to  sc 
they  need  to  go  find  something  tlu 
feel  comfortable  doing,  but  oui-  compai 
has  got  to  move  on."  The  rollout  move 
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FUTURE  BANK 

Crutchfield  is  trying  to 
lutionize  retail  banking 

LL,  SELL  Hiring  nonbankers, 
ig  incentive-based  compensa- 
redefining  jobs  is  part  of  a 
evelop  a  "sales  culture." 

PHONES  A  huge  new  call 
:side  Charlotte  enables  First 
nake  12,000  sales  calls  and 
',000  service  calls  each  day. 

-D  MARKETING  Mining 
huge  data  warehouse.  First 
its  to  customize  its  marketing 
ers  on  a  one-on-one  basis. 

REDESIGNS  Greeters  at  the 
customers  to  ATMs  or  tele- 
id  away  from  labor-intensive 
ees  bankers  to  make  loans. 

>4  THE  BASE  Crutchfield  paid 
Dn  for  the  Money  Store,  a  con- 
ance  firm,  to  broaden  his  prod- 
igs  and  his  customer  base. 

DATA:  BUSINESS  WEEK 

?t  that  Crutchfield  and  Georgius 
people  to  bid  on  new  jobs  before 
ompensation  structure  was  com- 
— and  got  plenty  of  takers,  thanks 
?  promise  of  incentive-based  pay. 
TRY  HAM.  The  new  plan  will  shift 
incentives  to  salespeople,  not  their 
gers,  and  will  reduce  payouts  to 
peifonners  while  boosting  bonuses 
p  performers.  It  boosts  incentives 
%  of  total  compensation  for  all 
sales  staff  over  the  next  two 
,.  An  employee  who  produces 
)0  in  monthly  revenue  for  the  bank 
1  receive  $2,850  in  monthly  incen- 
aay,  up  from  $236  under  the  old 
while  one  who  produces  just 
30  would  see  incentive  pay  drop 
$326  to  nothing.  "When  I  came 
they  gave  you  a  countiy  ham  and 
itcake  at  Chiistmas  if  you  had  a 
year,"  Crutchfield  told  a  group  of 
xecutives  meeting  to  approve  the 
"Now,  we're  paying  them  out  in 
on  the  baiTelhead." 
key  to  Future  Bank  is  people  like 
ira  Binko-O'Connor.  She  has  an  of- 
it  a  First  Union  branch  in  Cobb 
ty,  Ga.,  but  her  real  work  space  is 
\ccura  Integra.  Working  from  a 
)ook  computer,  she  scans  names 
>repai"es  presentations  as  she  drives 
fices  and  homes  around  Atlanta, 
books  appointments  on  her  cell 
3.  Banks  always  have  used  calling 


officers  to  visit  silk-stocking  clients.  But 
Binko-O'Connor's  quarry  is  fuither  down 
the  economic  scale:  people  with  about 
$75,000  in  annual  income  whom  she  can 
persuade  to  consohdate  all  then-  financial 
affairs  at  First  Union.  "We're  looking 
for  people  who  are  going  to  be  afflu- 
ent rather  than  people  who  are  afflu- 
ent," she  says.  Wlien  she  can,  she  turns 
new  customers  over  to  a  service  repre- 
sentative who  does  actual  banking  tasks, 
freeing  her  to  hunt  for  new  money. 

Binko-O'Connor  draws  no  salary  and 
is  paid  purely  on  commission,  with  no 
limit  to  the  amount  she  can  earn.  In 
one  morning,  she  visits  a  lawyer  whom 
she  has  known  a  long  time  to  intr'oduce 
his  new  service  representative  and  to 
prod  him  for  referrals  to  some  new 
prospects.  Between  appointments,  she 
scans  a  list  of  plastic  sm-geons  in  an  of- 
fice building  where  she  plans  some  cold- 
calling  visits.  She  meets  with  a  health- 
care executive  who  is  a  longtime  client, 
and  in  talking  shop  discovers  that  his 
business  could  use  help  from  First 
Union's  equipment-leasing  unit.  Binko- 
O'Connor's  eyes  sparkle  with  the 
prospect:  She  gets  a  take  for  12 
months  on  any  new  business  she 
brings  to  the  bank. 

Deal-closing  initiative  like 
Binko-O'Connor's  is  just  what 
Cnitchfield  expects  from  the  Fu- 
tui'e  Bank,  and  he  has  designed  it 
into  the  systems  at  the  call  cen- 
ters, too.'  By  the  end  of  1999, 
Crutchfield  wants  40%  of  First 
Union's  product  sales  to  come 
from  the  call  centers,  up  from 
only  30%  today  in  the  Atlanta 
experiment.  The  center  bombai-ds 


persuade  a  customer  to  move  a  $300,000 
CD  fr-om  Barnett  Bank  to  First  Union. 
"You  know  they're  being  taken  over  by 
NationsBank,"  he  says.  "If  you're  not 
satisfied,  which  I  don't  think  you  will 
be,  with  what  they're  tiying  to  put  you 
in,  then  I'm  sure  we'll  be  able  to  do 
better  for  you  here." 

Competitors  and  analysts  are  eyeing 
the  Future  Bank  rally  with  a  mix  of 
curiosity  and  skepticism.  John  L.  Bren- 
nan,  head  of  channel  strategy  and  de- 
velopment at  NationsBank,  notes  that 
the  nation's  third-largest  bank  won't 
easOy  be  tiwnped  by  its  crosstown  rival. 
NationsBank  is  getting  good  results 
from  its  supermarket  branches,  an  out- 
let Fu-st  Union  has  ignored,  and  is  con- 
verting them  into  full-service  operations. 
It's  ahead  of  First  Union  in  P('  banking. 
And  it's  introducing  a  money  manage- 
ment account  to  match  up  with  First 
Union's  cap.  "We  really  don't  see  any 
activity  that  would  come  from  our  com- 
petitor to  do  anything  that  would  cause 
our  customers  to  move  from  Nations- 
Bank to  anywhei'c  else,"  says  Brennan. 


The  $2.1  billion  Money  Store  deal  turned  First 
Union  into  the  nation's  largest  home-equity, 
student-loan,  and  small-business  lender 


MONEY  STORE  SPOKESMAN  JIM  PALMER 

the  senses  with  exhortations  to  sell.  A 
baimer  on  the  wall  reads  "Keep  Florida 
Green" — a  reference  to  First  Union's 
coi-])orate  color  and  the  tag  line  for  the 
bank's  effort  to  thwart  NationsBank's 
efforts  to  dominate  Florida  following  its 
acquisition  of  Barnett  Banks  Inc.  last 
yeai*.  Photocopied  certificates  recognizing 
outstanding  sales  and  sei-vice  efforts  pa- 
per walls  and  cubicles.  Ceiling  video 
displays  show  how  many  calls  are  an- 
swered, average  hang-up  rate,  and  in- 
coming volume.  At  one  phone,  sales  rep- 
resentative Doug  Freas  is  trying  to 


Crutchfield  acknowledges  rivals,  but 
he  doesn't  worry  much  about  them.  He 
plans,  to  spend  half  liis  time  this  yeaf  in 
employee  meetings,  fielding  questions 
in  a  town-hall  foimat,  and  introducing 
them  to  the  new  First  Union  sales  cul- 
tui'e.  And  he's  accelerating  his  Future 
Bank  campaign.  He  may  not  wind  up 
precisely  where  he  thinks  he  will.  But 
with  the  headstart  he's  got  on  modern- 
izing the  face  of  retail  banking,  Fast 
Eddie  is  likely  to  get  there  before  any- 
one else. 

By  David  Greising  in  Charlotte,  N.  C. 
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COIVilVIENTARY 

By  Dean  Foust 

STUDENT  LOANS  DON'T  NEED  CLINTON'S  TINKERING 


Over  the  next  few  weeks,  millions 
of  high  school  senioi's  will  find 
good  news  waiting  in  theii"  mail- 
boxes, as  colleges  begin  sending  out 
acceptance  letters  to  next  year's  eager 
cr'op  of  fi'eshmen.  But  if  the  Clinton 
Administi-ation  continues  to  play  poli- 
tics with  the  government's  student 
loan  progTam,  some  of  those  same 
students  could  be  in  for  a  rude  shock 
when  they  arrive  on  campus  next 
fall — and  discover  ther-e's  not 
enough  financial  aid  to  cover  their 
tuition  costs. 

This  unpleasant  sui^prise 
could  be  the  result  of  the  Ad- 
mmistration's  hardball  tactics 
with  the  5,000  or  so  banks  that 
make  $25  billion  in  student 
loans  each  year  at  Uncle  Sam's 
behest.  At  issue  is  a  change,  ef- 
fective July  1,  in  the  arcane  for- 
mula that  detemiines  the  interest 
rate  banks  can  chai'ge.  The  old  formu- 
la guarantees  the  banks  3.1  percent- 
age points  above  the  I'ecent  avei'age 
for  91-day  Treasmy  bills.  The  new 
foiTTiula  will  pay  banks  one  point  over 
the  rate  for  10-year  Ti-easui^ies. 
BIG  DROP.  But  the  unexpected  drop 
in  long-teiTTi  rates  has  created  a  po- 
tentially major  problem:  Lenders  com- 
plain that  the  plunge  in  what  they 
earn — fi'om  well  above  8%,  now  to  7% 
or  less — could  r-ender  much  of  their 
student  lending  marginally  profitable. 
"They're  expecting  banks  to  make 
these  loans  at  40%-50%  less  than  they 
can  lend  elsewhere,"  complains  J.  Paul 
Cai'ey,  executive  vice-president  for 
mai'keting  at  Student  Loan  Marketing 
Assn.  "I  don't  think  banks  are  going 
to  put  out  $25  billion  as  a  loss  leadei' 
each  year." 
So  "far.  White 

House  officials  are   

showing  little  sympa- 
thy to  the  banks' 
plight — prefening  to 
I)lay  up  the  potential 
savings  to  students: 
Vice  President  Gore 
boasts  that  the  new 
foiTnula  would  save 
the  average  graduate 
mth  $12,000  in  loans, 
roughly  $650  over  10 
years.  If  the  Admtnis 


tration's  lowball  offer  is  simply  a  ploy 
to  deteiTnine  how  much  of  a  cut  banks 
will  accept,  that's  fine.  But  it's  possible 
that,  despite  its  claims  to  the  con- 
trary, the  Wliite  House  has  an  ulteri- 
or motive:  To  cut  I'ates  so  low  that 
many  banks  will  simply  exit  student 
lending,  leaving  schools  vnth  no  choice 
but  to  steer  some  students  into  the 
Education  Dept.'s  foui-year-old  direct- 


Washington's 
hardball  tactics 
with  banks  may 
end  up  hurting 
the  poorest 
students 


lending  program — wliich 
they  have  been  loath  to  do. 

Despite  the  Administration's 
bold  predictions  that  it  would  by  now 
be  making  the  bulk  of  all  student 
loans,  its  share  of  all  new  loans  is  at 
32% — a  fai-  ciy  fi'om  the  40%  it  briefly 
claimed  two  years  ago.  And  those 
vaunted  savings  the  Administration 
promised  once  the  banks  were  cut 
out?  Siu'e,  accounting 

  gimmiclay  makes  direct 

lending  look  to  be  less  ex- 
pensive, "but  when  you 
include  the  administrative 
costs,  the  progi'ams  are 
comparable,"  notes  an  of- 
ficial at  the  Congi'essional 
Budget  Office. 

If  its  goal  is  to  drive 
out  the  banks,  the  Admin- 
istration should  be  careful 
what  it  wishes  for  If  too 
many  banks  flee  the  pro- 


gi'am  this  summer,  thousands  of 
would-be  scholars  could  find  them- 
selves scrambling  to  secui-e  a  student 
loan  this  fall.  That's  because,  as  banks 
privately  warn,  they'll  cheiry-pick  the 
most  profitable  loans — the  $50,000 
debts  of  gi'aduates  of  Harvai'd  Uni- 
versity and  other  eUte  schools — while 
shunning  unprofitable  $5,000  loans, 
wliich  largely  go  to  students  at  trade 
schools  and  community  cf)lleges.  Jerry 
Steele,  executive  vice-president  of  a 
California  state-run  student  aid 
program,  fi-ets  that  banks  will 
pull  out  of  schools  "that  ai'e 
liigher  risk  because  of  their  de- 
fault rate  or  eliminate  institu- 
tions with  whom  they  do  not 
have  an  ongoing  relationship." 
HOLDING  THE  BAG?  Over  the  long 
teirn,  the  government's  soiry 
record  of  managing  lending  programs 
doesn't  leave  even  Democratic  law- 
makers confident  that  the  Education 
Dept.  will  be  up  to  the  task  of  collect- 
ing oil  the  billions  in  direct  loans 
when  they  come  due.  The  Education 
Dept.,  indeed,  will  likely  be  stuck  with 
the  lowest  quality  loans.  "The  Fed- 
eral  Housing  Administration, 
Veterans  Administration — our 
experiences  with  lai'ge-scale 
government  lending  hasn't  always 
been  good,"  notes  Representative 
^aul  E.  Kanjorski  (D-Pa.). 
"Bankers  are  closer  to  the  mar- 
ket and  better  able  to  prevent 
fi-aud  and  abuse  from  creeping  into 
the  system." 

In  promoting  the  direct-lending 
progi'am,  Clinton  officials  have  repeat- 
edly vilified  bankers  for  reaping  lush 
profits  at  the  expense  of  student  bor- 
rowers. But  time  has  shown  that  the 
student  loan  program  works  pretty 
well  just  as  it  is.  If  bankers  are  enjoy- 
ing windfall  profits,  it's  largely  due  to 
efficiencies  in  marketing  and  collecting 
student  loans.  But  it  may  be  time  for 
banks  to  shai-e  some  of  those  savings 
with  taxpayers — by  accepting  a  quar- 
ter or  half-point  interest  rate  cut.  And 
perhaps  it's  time  for  the  inveterate 
tinkei-ers  at  the  White  House  to  resist 
the  m'ge  to  fix  sometliing  that  isn't 
broken. 

Fonst  cover's  fi^iance  fmni  Washington. 
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IJ  N  D  K  R  S  T  A  N  D  I  N  r  H  E      NEW      TAX  LAWS 


Congress  has  made  it  more 


attractive  than  ever 


TO  invest  in  an  IRA.  Schwab  has 


made  it  less  confusing 


'The  first  iiivcsliiit'nt  /  niiikc  cvcix  vt'ar  is  ihc  '^2,000  I  /'iii  in  iiiv  lRi\."  —  Ciutilcs  Schwab 


New  lax  legislation  offers  investors  some  ol  the  greatest  retirement  benefits  since  Social  Security  was  introduced 
iver  60  years  ago.  Traditional  IRAs  have  become  more  flexible,  and  the  new  Roth  IRA,  available  now  for  tax  year 
998,  makes  it  possible  to  invest  on  a  tax-free  basis.  Confused-'  You  needn't  worry:  Charles  Schwab  is  here  to  help 
irovide  the  answers  you  need  to  move  confidently  ahead. 


ROTH  IRA 


TRADITIONAL  IRA 

Here  are  a  few  simple  questions  to 
determine  which  ira  is  better  for  you. 

I  uam  less  than  S  1  lO.iXX)  ismgle) 
or  $1 60,000  (mamcd'i  a  )Lar" ' 

If  you  ANSVi^RED  "YeS,"  you  QUALIR-  FOR 
A  ROFH  AND  PROBABLY  SHOULD  CONSIDER 
TAKING  ADVANTAGE  OF  IT  IF  YOU  EARN  MORE, 
A  TRADITIONAL  IRA  CAN  HELP  YOU  AUGMENT 
YOUR  RETIREMENT  SAVINGS  OVER  TIME. 

Do  I  want  my  earnmgs  lo  be 
available  to  me  on  a  la\-lree 
basis  when  1  wnthdraw  themi' 
The  Roth  IRA  lets  you  do  vhat  when 

YOU  reach  RETIREMENT  In  FACT,  LINDER 
CERTAIN  CIRCUMSTANCES  IT  LETS  YOU  WITHDRW 
TAX-  AND  PENALTY-FREE  BEFORE  YOU  RETIRE. 

What  about  tax  year  1997? 
Only  the  traditional  IRA  gives  you 

TAX  BENEFUS  THIS  1TAR.  BUT  YOUR  ROTH 
CONTRIBUTIONS  CAN  BEGIN  NOW  FOR  1998. 


THE  BENEFITS  OF  HAVING 
A  SCHWAB  IRA 

♦  The  Guidance  of  Trained  Professionals 

Registered  representatives  m  our  offices 
nationwide  are  available  to  help  you  make 
asset  allocalRin  decisions. 

♦  A  Wealth  of  Investment  Research 

Schwab  oilers  a  rich  array  ol  research  and 
data  including  one  oi  the  mdustiy's  best 
Web  sites,  www.schwab.com 

♦  Pricing  You  Can  Live  With^ 

When  you  open  a  Schwab  IR^A,  there  are  no 
account  set-up  fees.  When  the  value  of 
your  IRA  accounts  reaches  $10,000 
or  more,  annual  tees  are  eliminated,  too. 


SCHWAB!    ♦  Answers  to  Your  Questions 

f\  I     Schwab  can  simplily  the  process  ol  selecting 


NO 
ANNUAt 
FEE 


ANSWERS 


the  right  IRA.  Y'lsit  one  oi  our  270  branches 
or  call  our  toll-free  number. 


CALL  TODAY  FOR  YOUR  FREE 
II?A.  ANSWERS  KIT  FROM  SCHWAB 

Your  kit  Lomcs  vvuli  virtually  evcrNthing  you  need  to  nialvc 
inlclligeni  ileiMon^  ituhidinya  Sehvvab  IRA  applu ;ilion  lorm 

1-800-790-3804 


Eligibility  phases  out  between  $Q5,000  and  $1 10,000  (single)  and  $150,000  and  $160,000  (married).  'Your  combined  IRA  balances  must  be 
1 10,000  by  September  15,  1998,  to  qualify  Sel-up  and  maintenance  fees  for  certain  IRA  assets  sucli  as  limited  partnerships  and  promissory  notes 
till  apply  ©1998  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0398-1390) 


'or  immediate  help,  visit  the  IRA  A.NALYZER  at  ww.schwab.com  ChsrlCSScfaWdb 
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TAKEOVER  BATTLES 


HEAVYWEIGHT  WRESTLING 
OVER  A  FLYWEIGHT  INSURER 

That  thump  may  be  Hank  Greenberg  tossing  Henry  Silverman 

W 


Iaurice  "Hank"  Greenberg,  the 
tough-minded  CEO  of  American  In- 
ternational Group,  the  world's 
largest  insurance  company,  usually  gets 
what  he  wants.  But  then,  so  does  Henry 
R.  Silverman,  the  fast-moving  CEO  of 
Cendant  Coi-p.  The  two  seasoned  deal- 
makere  liave  been  enmeshed  for  weeks  in 
a  bidding  war  over  American  Bankers 
Insiu'ance  Group,  a  Uttle-known  but  al- 
liuing  Miami-based  credit  insui-ei-.  Right 
now,  the  bids  ai-e  matched.  But  aig  is 
the  favored  bidder.  Ai'bs  say  that  Sil- 
verman will  have 
to  significantly  up 
the  ante  to  win 
the  pilze. 

For  one  tiling,  it 
has  the  backing  of 
American  Bankei-s, 
who  approaciieil 
Air,.  It's  a  much 
better-known  play- 
er: Cendant  was 
created  only  last 
December,  a  com- 
bination of  HFS 
Inc.,  a  travel  and  real  estate  giant,  and 
c:uc  International  Inc.,  a  du*ect  mai'keter 
of  discount  buying  clubs.  And  the  fit  is 
better:  ak;  has  the  broad  intemational 
presence  Ainerican  Bankers  covets. 

SilveiTnan  could  still  win.  "This  will 
all  be  decided  on  who  can  make  a  higher 
offer,"  he  says.  "If  we  have  to  bump  [oiu' 
offer  up],  we  have  to  do  it  by  the  end  of 
March" — when  shar*eholders  vrill  vote  on 
the  ak;  offer 

WARY  INVESTORS.How  much  higher  is 
the  question.  Despite  Silvennan's  stun- 
ning track  record  in  ci'eating  shai'eholder 
value  ft'om  a  melange  of  brand  names 
from  Avis  to  Century  21,  some  of  Amer- 
ican Bankers'  investoi-s,  and  its  top  man- 
agement, are  waiy  of  the  new  company. 
"The  board  couldn't  take  a  position  on 
Cendant  because  the  company  was  only 
six  weeks  old,"  says  American  Bankei's 
CKo  Cf-rald  N.  Gaston.  "It's  like  looking 
in  a  cni)  i.od  saying,  'This  guy's  going  to 
be  a  great  t  >otball  player.'  He  might  be, 
but  you  (i  ii  know."  Says  one  institu- 
tional invest  li  "Bumping  it  up  a  little  is 
not  going  lo  .  ni.  I  personally  believe 


AIG  can  better  manage  the  future  of 
American  Banker's  than  Cendant.  I  think 
it's  a  better  fit  with  aig." 

To  match  Cendant's  bid,  AIG  was 
forced  to  pay  $58  a  share,  or  $2.7  bil- 
lion. Some  arbs  and  analysts  say  Cen- 
dant woiJd  have  to  vome  back  with  $(iO  a 


THE  PRIZE 


Gerald  Gaston's  American 
Bankers,  which  makes 
big  bucks  insuring  loan 
payments 


shai'e  to  overcome  bias  m  favor  of  AIG. 
Others  say  a  counteroffer  could  go  as 
high  as  $64,  depending  on  how  badly  Sil- 
verman wants  American  Bankers.  "At 
58,  it's  ah-eady  past  the  value  of  Ameri- 
can Bankers  on  its  own — we're  now 
talking  the  belief  of  both  aig  and  Cen- 
dant that  they  will  add  additional  value 


to  the  merger,"  says  one  arbitrage! 

Until  now,  American  Bankers  1; 
gotten  press  mostly  on  its  emplox  ' 
amenities,  such  as  the  day-care  cent 
and  school  on  its  gi'ounds,  as  well 
the  swift  rebuilding  of  its  headquarie 
after  Hurricane  Andrew  in  1992.  !■ 
why  all  this  interest  in  a  little-knnv 
company?  Quite  simply  because  Aniei 
can  Bankers  is  by  fai'  the  lai'gest  pla.\' 
in  credit  insurance,  which  pays  off  t); 
ances  in  the  event  of  job  loss,  disabilit 
or  death.  It  leads  the  industry  in  thir 
party  direct  m.arketing  and  is  amm 
the  top  insurance  direct  marketers. 

Cendant  and  aig  have  somewhat  d 
ferent  aims  in  going  after  Americ; 
Bankers.  AIG  wants  access  to  new  cha 
nels  of  distribution  and  pi'oduct  lines.  S 
verman  wants  new  products  to  st 
through  his  dii'eet-mai'ket  operations.  V 
sees  scale  benefits  in  combining  the  tv 
companies  and  wants  to  push  Americt 
Bankers'  products  using  Cendant's  tit 
with  credit  unions  and  community  bank 
But  America 
Bankers  may  n( 
be  quite  the  pre 
it  seems.  Vei 
much  a  niche  pla; 
er,  it  has  moved 
and  out  of  mai'ke 
over  the  yeai's  ; 
competition  intei 
sified.  It  has  bee 
finding  it  increa; 
ingly  difficult  t 
cultivate  new  ma 
kets  domesticall 
While  it  has  posted  strong  revenue  an 
net-income  gains  over  the  past  five  yeiu 
at  compoimd  annual  rates  of  17.1%  an 
22.3%  respectively,  internal  projectini 
contained  in  the  Jan.  30  proxy  stateniei 
show  those  figures  falUng  to  14.4%'  an 
16.2%,  tln-ough  2001. 

That  was  why  American  Bankei-s  i 
May  began  discussions  with  aig.  Its  iii;u 
potential  is  overseas.  But  the  process  i 
expanding  overseas  has  been  slowed  1) 
the  need  to  obtain  foreign  reguJatoiy  ai 
provals  and  local  partners,  executixt 
say,  and  aig's  global  reach  would  by]ia^ 
those  hm'dles. 

American  Bankere  employees  seem  t 
be  taking  the  battle  in  stride  and  ai 
watcliing  theii*  holdings  increase  in  vaku 
"I  Hke  to  see  it  going  up,"  says  Elro 
Allen,  a  maintenance  manager  for  1 
yeai-s  who  owns  2,000  shai-es.  If  Heiir 
Silverman  blinks  and  decides  to  up  th 
ante,  shareholders  like  Allen  vrill  h:i\ 
even  more  to  smile  about. 

By  Gail  DeGeorge  hi  Miami,  n-it 
Amy  Barrett  in  Philadelphia  and  Si. 
san  Jackson  in  New  Haven 


SILVERMAN 
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side  Wall  Street 


FORGING 
TURNAROUND? 


SENE  G.  MARCiAL 

IT  OF  THE  FIRE  AT 
iTIONAL  STEEL 

first  glance,  it's  easy  to  see  why  in- 
estors  have  for  the  most  part 
ed  away  from  National  Steel,  which 
hardly  budged  in  this  bull  market. 
Securities  &  Exchange  Commis- 
has  been  looking  into  its  books  fol- 
ng  allegations  of  accounting  manip- 
ulation. And  the 
Asian  fallout  has 
added  to  investor 
concern  about 
earnings  at  Na- 
tional, which  is 
51%  owned  by 
NKK  of  Japan.  But 
a  second  look  has 
prompted  some 
big  players  to  buy 
into  this  fourth- 
largest  U.S.  inte- 
grated steel  com- 
pany. Here's  the 
scoop. 

These  pros  ar- 
gue that  National 
il  has  done  a  lot  to  turn  itself 
md.  The  company  slashed  total 
:  in  1997  from  $781  million  to  $93 
on.  It  has  staited  to  pay  a  7<2  quar- 

Y  stock  dividend.  "Several  positive 
gs  are  going  on  at  National  that 
I't  yet  widely  known,"  says  one 

V  York  investment  manager  who 
been  accumulating  shares.  He 

iks  the  SEC  probe — which  was 
npted  by  National's  own  audit  com- 
;ee's  restatement  of  earnings — will 
)lude  in  the  next  few  months.  He 
5  the  company  has  gotten  no  indi- 
on  that  the  agency  has  found  any- 
g  amiss.  In  fact,  the  audit  that  the 
ipany  undertook  sought  to  check 
Rations  from  critics  of  a  lack  of  con- 
s  and  improper  allocation  of  cash 
jrves. 

'his  money  manager  believes  that 
5  the  SEC  ends  its  inquiry,  "Nation- 
.teel  could  well  be  a  takeover  target 
I  larger  steel  company."  He  specu- 
s  that  given  the  right  offer,  nkk 
f  decide  to  "cash  in  its  chips  and 
its  interest."  When  National  made 
econdary  public  offering  of  6  mil- 
shares  in  January,  1995,  at  16  a 
re,  NKK  sold  some  shares,  reducing 
control  to  51%  and  its  voting  power 
57.6%. 
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Michael  Gambardella  of  J.P.  Morgan 
Securities  says  that  National  will  like- 
ly buy  back  10  milhon  shares,  or  23% 
of  outstanding  shares — nearly  half  its 
pubhc  float.  The  company  has  a  cash 
hoard  of  $338  million,  or  $8  a  shai-e,  he 
notes.  Gambardella  figui-es  it  will  earn 
$2.40  a  share  this  year  and  $2.75  next 
year.  At  16  a  share,  the  stock  is  un- 
dei*valued  in  a  group  that  is  rebound- 
ing, say  some  pros. 

WHAT'S  IN  A  NAME 
ON  THE  NET? 

Qn  fire.  That's  what  Internet  stocks 
have  been.  One  that's  not  yet  wide- 
ly knov\Ti  and  not  yet  too  visible — and 
making  money:  Network  Solutions 
(nsol),  whose  stock  has  zoomed  from 
12  a  share  in  late  December  to  nearly 
24  on  Mar.  11.  It's  the  leading  provider 
of  Internet  "domain"  registration  ser- 
vices worldwide.  In  other  words.  Net- 
work Solutions  is  the  exclusive  regis- 
trar— empowered  by  its  agreement 
with  the  National  Science  Founda- 
tion— for  all  "top-level"  .com  domain 
names  as  well  as  the  "second-level" 
names  that  are  within  the  .net,  .org, 
and  .edu  categories. 

"The  .com  top-level  domain  repre- 
sents more  than  90%  of  the  company's 
registrations,"  says  James  Pettit  of 
Hambrecht  &  Quist.  So  Network  Solu- 
tions "is  at  the  core  of  the  Internet, 
creating  unique  addresses  from  which 
to  communicate  and  conduct  com- 
merce," explains  Pettit.  Although  the 
government  may  open  the  field  to  com- 
petitors next 
KING  OF  year,  he  believes 

ITS  DOMAIN  that  "Network 
Solutions  will  re- 
main the  key 
player  in  the  do- 
main-name space 
business." 

The  customer 
pays  a  two-year 
registration  fee  of 
$100  to  Network 
Solutions  and  $50 
annually  there- 
after The  compa- 
ny has  signed 
pacts  with  40 
Internet  access 
providers,  including  MCi,  AOL/Prime- 
Host,  uuNet,  Sprint,  and  gte  (bbn). 
The  company  also  signed  strategic  mai- 
keting  pacts  with  such  companies  as 
Dun  &  Bradstreet,  Microsoft,  and 
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Verisign.  Pettit  figures  Network  Solu- 
tions, which  has  $5  a  share  in  cash,  or 
.$80  million,  will  earn  51(2  on  revenues  of 
$72.7  million  in  1998,  and  85^  on  sales 
of  $110.6  million. 


HOW  U.S.  SURGICAL 
IS  HEALING 

Once  a  glamour  stock  that  soared  as 
high  as  131  a  share  in  early  1992, 
U.  S.  Surgical  (uss)  has  come  back  to 
earth  since  and  cuiTently  ti'ades  at  34. 
Analysts  aren't  thrilled  anymore  by 
this  maker  of  laparoscopic  products, 
surgical  sutures  and  staplers,  and 
ultrasound  devices.  Profit  disappoint- 
ments, caused  mainly  by  pricing  pres- 
sure and  growing  competition  from 
larger  rivals,  have  made  buy  ratings 
from  the  Street  increasingly  rare. 

But  lately  the 
stock    has    dis  REJUVENATED 
played  signs  of      STOCK  PRICE 
renewed  Mfe,  trad-  ,„ 

'  40;  1 

ing  well  above  its  | 
52-week  low  of  23  j 
reached  in  early 
December.  And 

some  traders  say  ^"i' 
the    stock    has  | 

shown  upside  mo-  25  \ 
mentum,  with  vol-  y.s.  surgical 

ume  on  several  20;      weekly  close 
days  liitting  more 

than    1    million  oL.____..^  ' 

shares— or  twice      sep  26,'97  mar  11, '98 

.,  J  A  DOLLARS 

its  average  daily 

volume  ""^  BLOOMBERG  FINANCIAL  MARKETS 

Why  this  new  interest?  A  longtime 
watcher  of  U.  S.  Surgical  thinks  some 
pros  are  accumulating  shares  on  the 
belief  that  either  Abbott  Laboratories 
or  American  Home  Products  is  consid- 
ering a  move  on  the  company. 

"The  stoiy  makes  good  sense,"  says  a 
money  manager  who  invests  in  med- 
ical-device and  health-cai'e  stocks.  "Both 
Abbott  and  ahp  could  use  new  medical 
products  for  the  huge  markets  that  they 
serve,"  he  adds.  And  they  can  squeeze 
more  efficiencies  from  U.  S.  Surgical's 
operations,  especially  in  distributing 
products  to  hospitals  worldwide.  Rev- 
enues last  year  were  $1.2  billion.  This 
money  runner  thinks  U.  S.  Sui'gical  is 
worth  50  in  a  buyout.  Vivian  Wohl  of 
MerriE  Lynch  figui-es  it  will  earn  $1.65  a 
share  in  1998  and  $1.96  in  1999. 

A  spokesman  says  AHP  is  always 
looking  for  opportunities.  But  he 
wouldn't  comment  on  U.  S.  Surgical, 
which  also  declined  comment. 
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"Corporations 
must  prepare 
themselves  for 
the  eventuality 
of  anything." 

Regis  McKenna 

chairman, The  McKenna 
Group;  author  Reo/ 
Time;  Preparing  for 
the  Age  of  the  Never 
Satisfied  Customer 


by  Scott  Sinister,  nioderatui 
r  Conuci  tiom:  Coml>itilivi 
•  I:  ;lrtrj('s  for  the  Age  of 


CONNECTION 

COMPETITIVE  STRATEGIES  FOR  THE  AGE  01 


For  many  companies,  the  impact 

of  the  Internet  has  moved  well  beyond 
creating  a  simple  "web  presence"  or 
developing  an  intranet.  Insttad.  the  arrival 
of  e-business  is  rewriting  tlie  \  eiy  timdanientals  of 
ljusiiiess:  redefining  relationsliips  with  customers 
and  suppliers,  creating  new  business  models, 
even  redrawing  the  boundaries  between  industries. 
Myriad  opportunities  are  being  created  for  companies 
of  even'  description.  Because  of  these  tar-reaching 
implications,  e-business  is  no  longer  something 
to  be  contix)lled  bv  a  marketing  vice-president  or 
the  CIO.  CEOs  must  handle  the  e-business 
initiative  personally.  Fhat  is  why  Business  Week 


and  IBM  created  CONNECTION'S,  a  one-day,  CEOs 
only  private  meeting  on  the  challenge,  complexity, 
and  evolving  techniques  of  e-business.  The  meetin 
ofiered  specific  strategies  for  weaving  the  power  of 
e-business  into  organizations. 

e-business  is  still  new.  but  there  is  a  growinj 
list  of  early  adopters  who  are  scoring  big 
gains  through  their  innovative  use  of  the  Internet 
t(jr  new  go-to-market  strategies,  cost-saving  back 
office  solutions,  and  dramatic  remakes  of  decades- 
old  wholesaler  relationships.  These  techniciues. 
from  leaders  such  as  Charles  Schwab  &;  Co.  and 
AMP.  Inc..  are  the  benchmarks  of  e-business  today. 


May  All  Your  Channels  Be  Golden 


"I'm  convinced  that  the  'killer  app'  of  the  Internet  is  customer  service  leading  to 
customer  loyalty.  When  someone  realizes  that  you  are  offering  them  personalized 
attention  available  anytime  from  anywhere,  the  channel  to  that  customer  becomes 
1  fl  golden.  And  it  v^ill  also  be  the  least  expensive  way  for  you  to  reach  that  customer 
\^  W  The  best  way  for  the  customer  and  the  best  way  for  you:  It  is  the  perfect  com- 
jfl  bination  and  it  is  available  now  for  companies  of  every  size,  everywhere. 

y^^H  "All  the  CEOs  in  this  room  and  thousands  of  other  business  people  around  the 
world  are  in  the  process  of  building  something  wonderful.  It  doesn't  have  a  name 
yet.  It  will  combine  the  standards  and  connectivity  of  the  Web  with  the  substance, 
applications,  and  data  of  all  our  corporate  information  systems  combined.  And  it 
will  be  truly  universal.  History  shows  that  every  time  a  new  universal  communi- 
cations path  has  opened  it  has  led  to  profound  change  in  the  way  commerce  is 
done.  Clipper  ships,  railroads,  telephones,  broadcasting  —  and  now  the  Internet: 
The  new  universal  connection  quickly  becomes  more  than  a  new  channel.  All  of  a  sudden,  the  whole 
business  community  starts  looking  at  every  single  business  process,  asking  'How  can  this  new  connection 
help  me  to  improve  that  process?'" 


Irving  Wladawsky 
Berger 

general  manager, 
Internet  division,  IBM 
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le  Internet 
iamentally 
nges  the  dy- 
iics  of  stock 
chasing." 

ibeth  Sawi 

itive  vice- 
Jent,  electronic 
!rage  enterprise, 
es  Schwab 
.,  Inc. 


"Because  it  gives  access 
to  so  much  information, 
the  Internet  fundamental- 
ly changes  the  dynamics 
of  stock  purchasing,"  says 
Elizabeth  Sawi,  executive 
vice-president,  electronic 
brokerage  enterprise, 
Charles  Schwab  &;  Co., 
Inc.  "People  can  research 
stocks  in  a  way  they  never 
could  before.  So  when 
we  think  about  one-to- 
one  marketing  through 
the  Internet  at  Schwab, 
we  have  to  start  by  devel- 
oping an  understanding 
of  that  changed  customer 
dynamic."  And  that  is 
not  an  easy  thing  to  do. 
Regis  McKenna,  one  of 
the  computer  industry's 
/enerable  marketing  gurus  (he  helped  Intel 

I  the  veiy  first  computer  chip)  warned  con- 

e  participants  that  "most  of  us  are  still  doing 
ess  based  on  extrapolation  of  the  past.  Rather 
hinking  about  radical,  discontinuous  change, 

II  tend  to  look  foi-ward  by  looking  backward. 
/von't  do,"  says  McKenna.  "Coiporations  must 
re  themselves  for  the  eventuality  of  anything." 
ime  industries  can  do  that,  but  others  ajjjjear 
stuck  in  the  analog  past,  unable  to  develop  the 
nindset  recjuired.  "Retailing  is  broken,"  says 
[arshall  Fisher,  co-director  of  the  Fishman- 
Ison  Center  at  The  Wharton  School  ot  the 
rsity  of  Pennsylvania.  "Traditional  retailing 
esigned  foi  a  time  when  there  were  a  lot  of  cus- 
s  but  not  enough  to  buy.  The  secret  to  success 
upply.  The  new  challenge  is  the  consmner  who 
3  time  to  shop.  Traditional  retailers  are  poorly 
ped  to  cope  with  this,  and  yet  there  is  a  gold 
of  unsatisfied  customer  need.  The  Internet 
-business  offer  an  excellent  way  for  retailers  to 
the  best  consumers." 

^eb  of  Challenges 

Ifill  its  potential,  the  Internet  must  create  a 
e  new  environment  for  business  to  live  in. 
creative  process  must  occur  simultaneously 
a  parallel  process  of  destruction:  The  end,  or 
St  the  decline  of  traditional  wholesaler  relation- 
;  the  reshaping  of  entire  industry  structures. 
L  the  area  of  informational  products,  for  exam- 
nany  companies  are  faced  with  the  bizarre 
tion  of  "whether  they  should  continue  tiying 
11  their  product,  or  switch  to  a  business  model 


in  which  the  information  is  literally  given  away." 
As  IBM  Consulting  Group  managing  principal 
Larry  Pru.sak  cx|)lains  this  conundrum,  "the 
answer  is  not  obvious.  There  are  virtually  no  mod- 
els for  thinking  about  die  economics  or  pricing  ot 
knowledge  ])roducts  and  informational  products 
delivered  via  the  Internet.  So  we  see  some  people 
essentially  giving  it  away,  trying  to  charge  instead 
for  ancillary  services,  while  other  people  are  gro])- 
ing  around  tiying  to  figure  out  what  they  can 
charge  for  the  value  they  are  adding.  It's  not  easy." 

Eveiy  industiy  has  its  own  e-business  chal- 
lenges. In  the  insurance  industiy  a  sei-vice  that  used 
to  cost  ten  dollars  ])er  policy  now  costs  fifty  cents, 
and  occurs  many  times  faster  than  it  used  to. 

Liberty  Mutual  Gronj) 
president  and  COO 
Edmund  F.  Kelly,  who  is 
on  the  buying  end  of  the 
sen'ice,  is  ecstatic  at  the 
result:  "Insurance  under- 
writing recjuires  the  ser- 
vices of  an  outside  credit 
database  company.  This 
has  been  time  consuming 
and  expensive,  roughly 
$10  a  hit.  Today,  insur- 
ance applications  are  fed 
into  an  online  system  that 
connects  to  the  cretlit 
database  for  less  than  50 
cents.  That  application  is 
then  scored  by  an  expert 
system,  and  if  the  risk  is 
sufficiently  low.  the  sys- 
tem automatically  |M()duces  an  insurance  jjolicy. 
We  have  completely  eliminated  an  entire  function 
and  vastly  improved  customer  service. ' 

How  to  Provide  a  Service 
You  Can't  Provide 

For  many  intlustries.  the  new  business  model 
demands  that  companies  offer  their  customers  ser- 
vices that  the  company  has  never  offered  before. 
"There  is  a  new  logic  emerging,"  explains  James 
Moore,  founder  and  partner  of  GeoPartners 
Research.  "It  is  a  logic  of  working  with  others.  In 
a  global  and  electronically-connected  economy  if 
you  do  not  add  unic|ue  value,  you  can  be  comnio- 
ditized  veiy  rapidly.  So  it  becomes  necessaiy  to 
admit  that  you  cannot  do  it  alone.  The  new  logic 
of  competition  sees  each  business  as  an  economic 
system,  a  'business  ecosystem"  that  uses  jjartner- 
ship  and  alliances  to  cross  the  old  boundaries  and 
take  its  owners  and  employees  into  new  businesses 
far  beyond  their  old  core  competencies." 


"We  have  elimi- 
nated an  entire 
function  and 
vastly  improved 
customer 
service." 

Edmund  F.  Kelly 

president  and  COO, 
Liberty  Mutual  Group 


The  1997 
BusinessWeek 
Executive  Briefing: 
Connections 


"There  are 
virtually  no 
pricing  models 
for  knov/ledge 
products  deliv- 
ered via  the 
Internet. 

Larry  Prusak 

managing  principal, 
IBM  Consulting  Group 


"In  an  electroni- 
cally-connected 
economy,  you 
can  be  com- 
moditized  very 
rapidly." 

James  F.  Moore 

founder  and  partner 
GeoPartners  Research 
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Michael  W.  Janes 

vice-president, 
marketing,  logistics, 
electronic  connmerce, 
and  catalog.  Federal 
Express  Corporation 


Mark  Rhone/ 

vice-president, 
strategic  marketing 
and  e-commerce,  UPS 


Andrew  Thomas 

director  of  operations 
planning,  Heineken  USA 


Robert  Rodin 

CEO  and  president, 
Marshall  Industries 


UPS  and  Federal  Express  provide  examples. 
■'The  FedEx  website  is  now  linked  to  about  five 
thousand  other  businesses'  websites,"  says  Michael 
Janes,  vice-president,  niarketin}>;.  logistics,  elec- 
tronic commerce,  and  catalog  for  t'ederal  Express 
Clor])()rati(jn.  "'These  are  FedEx  customers  who 
place  FedEx  tools  directly  in  the  hands  of  their 
customers.  Companies  of  eveiy  size  can  now  have 
their  own  worldwide  package  delivety  network.'" 

In  the  case  of  UPS,  Mark  Rhoney.  who  is  the 
company's  vice-president  for  strategic  marketing 
and  e-commerce  points  out  that  "it  goes  way 
beyond  jiackage  tracking.  UPS  will  answer  your 
phones  for  you.  Take  your  orders.  Run  your  ware- 
house. Pick  and  pack.  Ship  (of  course),  and  then 
do  your  after-sales  service.  It  is  hard  to  say  where 
the  electronic  commerce  ends  and  the  logistic 
and  deliveiy  sendee  begins." 


Toward  the  Website 
That  Has  Everything 

Fhere  are  a  fiew  CEOs  out  there  —  and  the  number 
is  still  just  a  few  —  who  have  embraced  e-business 
with  enthusiasm.  "Come  to  our  website!"  says 
Marshall  Industries  CEO  and  president  Rob  Rodin. 
"You  can  search  over  400. ()()()  part  numbers!  We 
can  interface  with  you  in  24  languages  and  cinren- 


How  Heineken  Beat  Bud! 


"Heineken  is  distributed  by  an  independent 
network  of  450  distributors  around  the  U.S.,  and 
our  competitors  —  Bud,  Miller  Coors,  and  other 
domestic  brands  —  control  that  system.  We  have 
2%  of  the  beer  market  and  we  are  at  the  whim 
of  our  competitors. 

"To  improve  our  share  of  mind,  we  created 
'HOPS,'  the  Heineken  Operations  Planning 
System,  a  collaborative  forecasting  system.  HOPS 
IS  available  to  all  our  distributors  over  the  Internet. 
It  has  taken  down  the  barriers.  Everything  is  now 
visible  and  collaborative,  and  all  our  distributors 
need  is  an  Internet  connection  and  a  browser  We 
are  the  only  company  using  the  Internet  this  way 
in  the  entire  beer  industry.  HOPS  is  almost  like  a 
video  game.  We  tried  to  make  it  that  easy  for  our 
distributors  because  we  want  them  to  focus  on 
our  brands. The  distributor  who  logs  onto  HOPS 
sees  distributor-specific  information. They  see  a 
calendar  that  is  so  customized  to  them  that  we 
will  even  put  the  distributor's  wife's  birthday  on 
the  calendar  That  is  the  kind  of  relationship  that 
can  now  be  achieved  with  technology." 

Andrew  Thomas 

director  of  operations  planning,  Heineken  USA 


cies.  We  run  30  different  websites  to  address  any- 
body's issues.  We  have  extranets  that  permit  every 
business  partner  to  go  behind  our  firewall  and  loo 
at  the  business  that  they  do  with  our  company.  Wf 
do  this  all  24-hours  a  day,  not  just  technologically: 
When  things  go  wrong  in  the  middle  of  the  night 
there  is  a  human  being,  a  warm  interface  to  talk  to 
It's  not  press  one  for  this,  press  two  for  that,  and 
leave  a  voice  mail.  And,  of  course,  we  still  have  to 
be  the  low-cost  provider." 

Marshall  Industries  is  a  $1.2  billion  electronics 
distributor.  Rodin  reports  that  only  20%  to  30% 
of  his  customers  are  taking  advantage  of  the  com- 
pany's plethora  of  online  services,  although  "that 
nmnber  is  rising  all  the  time."  Currently  the  systen 
is  accessed  about  8  mil- 
lion times  per  month. 

At  Marshall,  Rodin 
himself  drove  the  change 
M  companies  where  the 
CEO  is  not  so  technolog' 
ically  enthused,  the  chal- 
lenge falls  to  executives 
who  must  justif)'  their 
evei'v  dollar  of  investmeni 


"Always  look 
for  hard,  real 
dollar  returns 
from  your 
Internet  invest- 
ment." 


James  F.  Kessler,  III 

director  of  global 
electronic  commerce, 
AMR  Inc.;  director, 
AMPeMerce  Solutions 


James  F.  Kessler,  III, 

director  of  global  elec- 
tronic commerce  and 
director  AMPeMerce 
Solutions  at  AMP,  Inc., 
reports  that  his  initial 
investment  was  $  1.5  mil- 
lion, "and  I  was  forced  tc 
justif)'  that  at  least  three 
times  over  before  the  cor 
poration  would  allow  me 
to  go  ahead.  But  that  is 
not  a  bad  thing.  My 
advice  to  anyone  tiying  to  enter  e-business  is  to 
always  look  for  hard,  real  dollar  returns  from  cost 
reduction  and  enlarged  market  presence.  Place 
responsibility  for  the  success  of  your  Internet 
endeavors  in  the  approjjriate  hands.  You  must  hav( 
accountability  for  the  nione)'  that  is  being  spent  to 
get  u|)  anil  rimning.  Clearly  articulate  your  Interne 
vision  and  be  sure  your  plan  includes  education  foi 
middle  management.  All  executives  must  under- 
stand the  lull  ]jotential.  Test  your  vision.  Share  it 
with  your  trading  partners  and  make  sure  they  see 
the  same  value  and  benefits  that  you  do.  Try  it 
out  in  a  pilot,  measure  your  progress,  and  demand 
results.  Expect  some  pain,"  says  Kessler,  "and 
start  today."  The  AMP  website  has  become  one 
of  the  most  successfiji  business-to-business  sites 
on  the  Internet.  It  has  108.000  registered  users 
in  138  countries. 
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n't  Tax  Internet  Sales! 

f  other  thoughts  of  Jack  Kemp) 


Kemp 

1  Republican 
-Presidential 
idate;  co-director 
ower  America 


We  are  at  the  epicenter 
■  ^l^H  of  a  global  business  revo- 
lution.Two  or  three 
years  ago  there  was  only 
$400  or  $500  million 
dollars  of  business  being 
done  over  the  Internet. 
Today  it's  a  couple  of 
billion,  and  in  another 
decade  tens  of  billions  of 
dollars.  We  should  not 
be  taxing  e-business  over 
the  Internet,  Some  of  the 
governors  are  worried 
their  sales  tax  revenues  will  fall  if  an  untaxed 
"net  becomes  a  principal  locus  of  product 
;.  Well,  Internet  sales  are  going  to  be  cheapen 
they  are  going  to  stimulate  business.  Anything 
stimulates  business  builds  a  bigger  pie. There 
still  be  a  revenue  base  for  the  states  from  the 
me  generated  by  those  growing  businesses, 
not  only  business  that  will  be  moved  by  this 
ilution,  governments,  too,  will  be  moved  — 
2moved." 


n  Disintermediated? 
itermediate! 

2  108,000  users  include  many  who  used  to 
.MP  products  through  distributors.  Today, 
)uy  direct  from  AMP.  What  becomes  of  the 
jutors  who  used  to  sei-ve  them?  "Disinter- 
ition,"  says  Steve  Smith,  vice-president  of 
ilting,  global  supply  chain  services  at  IBM. 
iitermediation  depends  on  who  has  the  power 
'ho  has  the  information  in  a  supply  chain. 
I  are  a  manufacturer  and  don't  have  a  lot  of 
nation  about  the  end-user  customer,  it's 
ibly  not  a  very  good  idea  to  tiy  and  jump 
^our  distributor.  Most  manufacturers  have 
jent  enough  time  getting  the  good,  end-user 
;nted  information  they  need." 
t  is  difficult  to  determine  how  far  you  can  go 
ar  value  chain  utilizing  your  website  to  touch 
customers  before  you  start  to  disrupt  your 
xisting  channel  strategy,"  warns  Karen  Riley, 
al  manager  for  IBM's  business  process 
gement  consulting  sei"vice.  "Integration  with 
liers  and  other  partners  is  the  key  to  success, 
mate  the  value  chain  along  with  your  partners, 
de  yourselves  with  more  information  than 
lad  before,  and  work  together." 


Professor  Michael  Zack  of  the  Management 
Science  Group  of  Northeastern  University  reports 
that  '•disintermediation  is  being  accompanied  by 
reiiitermediation,  which  tends  to  be  accomplished 
by  a  bunch  of  different,  smaller  players  who  come 
along  with  marketj)lace  information  that  the  disin- 
termediating  players  need.  They  come  out  of  the 
woodwork,  analyzing  the  value  chain  in  every 
industry  and  asking  'where  are  the  possibilities  for 
reintermediation?  Where  can  I  play  a  role?'" 


The  Net  Will  Make  Us  Honest 

"The  good  news  is  that  the  net  will  make  people 
honest  "  says  Esther  Dyson,  president/owner, 
EDventure  Holdings:  and  chainnan  of  the 
Electronic  Frontier  Foundation.  "Your  employees 
are  going  to  be  more  oniery:  It's  going  to  be  easier  for 
them  to  get  onto  the  net,  post  their  resumes,  and  find 
another  job.  Your  customers  can  talk  back  to  you  on 
the  net  and  they  can  talk  al^out  you  on  the  net  when 
you're  not  there. 

"The  challenge  to  is  to  take  these  lemons  and 
make  lemonade  out  of  them.  Be  the  best  employer 
on  the  block.  Have  a  company  that  consumers  will 
mostly  talk  about  in  a  favorable  way.  Understand 
that  you  are  going  to  be 
more  visible  and  more 
transparent:  so  be  sure  to 
be  a  place  where  employ- 
ees want  to  work  and 
consumers  want  to  shop. 

"You  have  to  start 
walking  the  walk,  because 
just  talk  is  going  to  be 
disclosed  if  that's  all  it  is. 


"Understand 
that  you  are 
going  to  be 
more  visible 
and  more 
transparent." 

Esther  Dyson 

president/owner 
EDventure  Holdings; 
chairman.  Electronic 
Frontier  Foundation 


You  cannot  hide  behind 
your  advertising  message, 
you  cannot  hide  behind 
your  lawyers,  you  cannot 
hide  behind  your  distrib- 
utors, because  your  cus- 
tomers are  going  to  come 
and  want  to  talk  to  you 
directly.  No  matter  what 
business  you  are  in,  you 
are  about  to  own  your 
own  retail  distribution." 


BusinessWeek 


EXECUTIVE  PROGRAMS 


Beyond  news.  Intelligence. 


The  1997 
BusinessWeek 
Executive  Briefing: 
Connections 


Executive  Opinion 
ON  THE  Internet 
AND  e-business 


Every  e-business  pundit  agrees 
that  top-level  support  —  the 
active  interest  of  the  CEO  — 
is  important  to  the  success  of 
any  Internet  v^^ebsite  initiative. 
More  than  three-quarters  of 
the  companies  represented  at 
Business  Week's  Connections 
gathering  are  already  online 
and  the  1 00  executives  v/ho 
participated  offered  their  own 
views  anonymously  through 
an  on-site  polling  system  pro- 
vided by  Meridia. 

For  a  complete  report 
of  the  briefing's  poll  results, 
visit  the  BusinessWeek  web- 
site at  vmw.businessweek. 
com/ebusiness. 


POLL  RESULTS  

Can  your  customers  interact 
with  your  company  via  the 
v/eb  today? 


Yes; 

System  in  development; 
Still  thinking  about  it; 
No,  and  we  won't; 


74% 
21% 
5% 
0% 


Are  you  conducting  business- 
to-business  commerce  over 
the  Internet? 


Yes; 
No; 


53% 
47% 


I  need  one-to-one 
individualized  marketing 
to  each  customer: 


Yes; 
No: 


67% 
33% 


What  w\\\  be  the  central 
driver  of  the  Internet 
as  a  distribution  channel 
during  1998? 

Cost  reduction;  60% 
Customer  value  creation;  40% 

\Vt7  tlt'Si  ill-hall  polling  by  Meridia, 
Plymouth  Meeting,  PA 
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ONE  MORE  FACE-LIFT 
FOR  PENNEY 

It's  cutting  costs  and  getting  fashion  into  stores  faster 


Until  recently,  J. C.  Penney  Co.  prac- 
ticed what  seemed  like  a  foi-mula 
for  fashion  disaster.  Weeks  after 
the  latest  dress  design  fi'om  Leslie 
Fay  or  a  blazer  ft-om  Alfi-ed  Dunner  had 
liit  the  racks  at  Federated  Department 
Stores  or  Dayton  Hudson  Corp.,  they 
n  ould  show  up  at  Penney.  That's  because 
buyt  )-s  for  most  of  Penney's  rivals  ai'e 
free  to  order  immediately  upon  spotting 
goods  they  judge  to  be  hits,  while  Pen- 
ney's buyers  had  to  follow  a  ponderous 
system  of  first  showing  potential  new 
product  to  store  managers.  Only  after 
taking  orders  from  those  managers  could 


they  place  them  with  fashion  houses. 

Tlie  resulting  delays  help  explain  why 
the  nation's  largest  department-store 
chain  has  suffered  three  years  of  weak 
sales  and  earnings.  Now,  CEo  James 
E.  Oesteireicher  is  vowing  to  get  mer- 
chandise into  stores  faster  and  more  ef- 
ficiently with  a  new  buying  strategy 
Penney  began  implementing  in  Febna- 
aiy.  And  he's  not  stopping  there.  The 
Piano  (Tex.)  chain  has  embarked  on 
a  plan  that  includes  shaip  cost-cutting 
and  improved  inventory  management — 
all  designed  to  squeeze  the  most  out 
of  a  depaitment-store  fi-ancliise  with  few 


NO-MAN'S  LAND? 

Oesterreiciier 
insists  Penney 
can  succeed 
in  tiie  tough 
middle  market 
for  clothes 


growth  prospect;; 

Last  mont, 
Penney  reported  iri 
paltry  0.2%  ga. 
for  fiscal  1997  n 
income,  to  $5t 
million.  Revenu 
rose  30%,  to  $3C 
billion,  but  most 
the  gain  came  fro 
Penney's  dru 
stores,  which  have  emerged  as  the  e 
gine  that  will  drive  the  companj 
gi'owth  into  the  next  centuiy  (page  81 
Steve  Kernkraut,  an  analyst  at  Be; 
Steams  &  Co.,  expects  department-sto 
sales  to  rise  a  mere  2%  on  a  same-sto 
basis  this  year. 

Pemiey's  depailment-store  unit,  whi' 
includes  1,200  outlets  and  the  natioi 
largest  catalog  operation,  has  been  slo 
to  cut  costs,  move  inventory,  and  s 
tract  top  designer  labels.  It  also  doesi 
h.elp  that  Penney's  stores  are  caught 
a  kind  of  retail  no-man's  land.  More  ai 
more,  shoppers  are  gi-avitating  to  di 
counters  such  as  Wal-Mart  Stores  ai 
Kmart  or  high-end  retailers  such  ; 
Neiman  Mai'cus  and  Saks  Fifth  Avenu 
abandoning  retailers  that  cater  to  mi 
die-income  consumers. 
LOOSE  THREADS.  But  even  if  its  sal 
gi'owth  is  consti'ained,  Penney  has  lots 
room  to  improve  its  bottom  line.  Its  d 
partment-store  opei'ating  mai'gins,  6.7 
last  yeai',  ai"e  the  lowest  among  major  i 
vals,  such  as  Dillard's  Inc.,  12.1%,  ar 
May  Department  Stores,  12.2%. 

Oesterreicher,  56,  is  aiming  to  clo! 
that  gap.  Last  fall,  he  offered  voluntai 
early  retirement  to  department-stoi 
managers.  Some  1,250  of  those  ask( 
to  take  the  package,  or  about  80%,  d 
so.  The  progi-am  should  result  in  annu 
savings  of  $85  million.  In  Januar 
Oesteireicher  laid  out  plans  to  close  ' 
"underperforming"  stores  and  slas 
4,900  jobs,  or  2%  of  Penney's  workforc 
That's  expected  to  save  an  addition 
$105  million  a  year. 

Penney  is  also  attempting  to  g( 
a  better  gi'ip  on  purchasing  and  shi] 
ping.  The  new  buying  policy  will  coi 
solidate  purchasing  functions  at  i' 
headquarters  for  50%  to  60%  of  ii 
stores'  merchandise.  John  T.  Cody  J; 
president  and  chief  operating  officf 
for  Penney's  stores,  merchandisin 
mai-keting,  and  catalog,  says  store  ma; 
agers  will  still  buy  the  other  40%  1 
serve  local  demogi'aphics. 

The  centralized  buying  strateg 
Cody  says,  will  typically  save  aboi 
foiu'  to  five  weeks.  Penney  also  has  su 
stantially  improved  its  fashion  offering 
by  adding  private  and  national  branc 


86  BUSINESS  WEEK  /  MARCH  23.  1998 


Hi 


A  Delta  Air  Lines 


' — ON  TOP  OF  THE  WORLD" 


Loves  me.  Loves  me 


True  love  is  unconditional. 

It's  devotion.  Respect. 
Admiration  and  adoration. 
It's  bringing  you  hot  tea 
when  you're  not  feeling  so  w/ell. 
And  it's  helping  you  celebrate 
an  overseas  success. 
It's  vjhy,  at  Delta  Air  Lines,  w/e  do 
everything  we  can 
to  bring  your  mind  and  body 
to  the  place  you  want  to  be. 
After  all,  when  you're  in  love 
you  can  do  anything. 


Callyour  Travel  Agent  or  Delta  Air  Lines  at  1-800-221-1212,  orvisitus  at  www.  delta-air  com 


The  Corporation 


in  recent  years.  But  it  still 
lacks  top  labels  such  as  Liz 
Claiborne,  Ralph  Lauren, 
and  Tommy  Hilfiger,  some  of 
which  appear  in  rival  Dil- 
lard's, May,  and  Federated. 
This  summer,  for  instance, 
Penney  will  roll  out  Crazy 
Horse,  a  private  line  of 
misses'  sportswear  designed 
for  it  by  Liz  Claiborne  Inc. 
But  Liz  Claiborne  ceo  Paul 
R.  Charron  balks  at  giving 
Penney  its  signature  line  for 
fear  of  diluting  the  brand. 
SALE  CITY.  By  making  earlier  commit- 
ments, Penney's  buyers  should  be  able 
to  negotiate  lower  prices.  And  Penney 
is  working  to  cut  its  high  inventory 
levels,  which  have  forced  it  to  take  ag- 
gi-essive  markdowns  to  clear  merchan- 
dise. Penney  already  is  doing  a  better 
job  of  predicting  sales  levels:  Inventory 
at  the  end  of  the  fourth  quarter  was 
down  4%  from  a  year  earlier.  That 
helped  push  department-store  operating 
income  up  42%  for  the  quarter,  to  $663 
million.  "They're  not  giving  away  the 
store  anymore,"  says  Donald  E.  Brown, 
an  analyst  for  Public  Employees'  Re- 
tirement System  of  Ohio,  a  big  Pen- 


THE  ECKERD  DEAL  LIFTS 
PENNEY'S  SALES... 


I  STORES,  CATALOG,  OTHER 

2.5 


...AND  GIVES  A  SHOT  TO 
OPERATING  PROFITS 

1  DRUGSTORES 


'95        '96  '97* 
▲  BILLIONS  OF  DOLLARS 

DATA:  J.C.  PENNEY  CO  ,  BEAR,  STEARNS  8  CO. 


'95  '96 
BILLIONS  OF  DOLLARS 
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ney  shareholder.  The  moves  won't  put 
Penney's  margins  on  a  par  with  Dil- 
lard's or  May's  but  should  lift  them 
over  8%  this  year,  says  Bear  Stearns's 
Kernkraut. 

This  is  familiar  tenitory  for  Oester- 
reicher,  a  34-year  Penney  veteran  who 
started  as  a  management  trainee  in 
1964.  In  the  early  '90s,  while  he  was 
head  of  stores  and  catalog  sales,  the 
company  hit  the  skids  after  a  push  into 
higher-priced  goods  coincided  vrith  the 
1990-91  recession.  Net  income  plum- 
meted from  $577  million  in  1990  to  $80 
million  in  1991.  It  recovered  to  $1.1  bil- 
lion in  1994  on  a  winning  lower-price, 


liigher-quality  "value"  ^in 
egy.  The  fix  didn't  stie 
though,  and  Penney  soug 
sales  gi'owth  through  diveiv 
fication.  It  bought  drugsto 
chain  Eckerd  Corp.  for  $8 
billion  in  February,  199 
Says  OesteiTeicher:  "We  b 
lieve  J.  C.  Penney  is  no 
well-positioned  for  profltal 
gi'owth." 

He  has  won  some  convei 
on  Wall  Street,  where  Pe 
ney's  stock  has  shot  to 
from  around  50  last  Jun 
where  it  had  been  stuck  for  3/^  yeai 
The  boost  came  mostly  from  Penny's  j( 
cuts  and  store  closings.  But  others  wo 
der  why  it  has  taken  so  long.  "I  thii 
Penney  sat  around  on  the  success  th( 
achieved  in  the  early  '90s,  while  tl 
world  changed  around  them,"  says  Toi 
Kreisel,  chief  investment  officer  at  Pi 
nam  Investment's  Basic  Equity  Fund, 
shareholder  "They  were  slow  to  ma 
changes,  and  now  they  are  having 
spend  a  lot  of  time  playing  catch-uf 
For  Oesten-eicher,  the  trick  is  to  ma 
sure  that  this  time,  Penney  stays  fixe( 

By  Stephanie  Andersoyi  Forest 
Piano,  Tex.,  with  bureau  reports 


DRUGS  TO  THE  RESCUE 


For  26  years,  J.  C.  Penney 
Co.  saw  its  Thrift  Drag 
stores  as  a  nice  business 
to  be  in,  but  basically  a 
sideshow  to  its  department 
stores  and  catalogs.  Then,  the 
industry  began  consolidating 
in  the  mid-1990s.  "We  had  to 
make  a  choice:  Get  out,  or 
gi'ow  the  business,"  says  Pen- 
ney CEO,  James  E.  Oester- 
reicher.  Penney  chose  the  lat 
ter,  winding  up  a  two-year 
drugstore-buying  spree  with 
the  February,  1997,  purchase 
of  Eckerd  Corp.  The  $3.3  bil- 
lion deal  catapulted  Penney 
from  the  No.  8  drug  chain  to  No.  4. 

It  could  be  Oesten-eicher's  best 
bet  ever.  After  exhausting  expansion 
opportunities  in  department  stores — 
including  a  failed  bid  for  Dayton 
Hudson  Corp.  in  1996 — he  believes 
drugstores  will  fuel  Penney's  top-line 
gi'owth  for  years  to  come.  Eckerd's 
same-store  sales  are  expected  to 
jump  8%  this  year,  compared  with 
2%  growth  at  Penney  stores.  "Eck- 


ECKERD:  The  chain  is  Peiun't/'s  iieii'  groivth  engine 


erd  is  making  up  for  some  of  the  dis- 
appointment in  the  department 
stores,"  says  Blake  H.  Burdine,  an 
analyst  at  usaa  Investment  Manage- 
ment Co.,  a  Penney  shareholder 

Still,  the  strategy  is  not  without 
risks.  Penney's  drugstore  operating 
margins  are  smaller  than  those  of  its 
department  stores— 5.8%,  vs.  6.7%. 
For  now,  Eckerd  is  buying  market 
share — size,  after  all,  is  considei'ed 


crucial  in  dealing  with  man- 
aged-care programs.  In  turn, 
those  progi'ams  are  squeezing 
dingstore  margins  and  forcing 
chains  to  operate  more  effi- 
ciently. Penney  cut  costs  at  its 
drugstore  division  by  $60  mil- 
lion in  1997,  but  margins  will 
likely  remain  under  pressure. 
DRIVE-THROUGHS,  TOO.  Sales 
gi-ovrth  at  the  2,778-store 
Eckerd  chain,  meanwhile,  is  get- 
ting a  boost  from  new-store 
openings  and  relocations  out  of 
strip-mall  centers  into  lai'ger, 
fi-eestanding  outlets.  In  1997, 
Eckerd  relocated  or  opened  200 
new-format  stores,  which  include 
chive-thi'ough  phamiacies.  In  time, 
nearly  aU  Eckerd  stores  will  be  con- 
verted. Eckerd  ChaiiTnan  and  ceo 
Francis  A.  Newman  says  the  convert- 
ed stores  ai'e  averaging  30%  sales 
gi-owth  after  their  fii'st  yeai-.  With 
those  numbers,  Penney's  foi-mer 
sideshow  is  now  stealing  the  show. 

By  Stephanie  Anderson  Forest  in 
Piano,  Tex.,  with  bureau  reports 
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^velopments  to  Watch 


D  BY  NEIL  GROSS 


H  ANXIEH  FROM  HIGH-DEFINITION  TV 

HE  WIRELESS  UNIVERSE  EXPANDS,  WEIRD  NEW  CASES 

ectromagnetic  interference  are  sui-facing.  On  Feb. 
mmediately  after  wfaa-tv  in  Dallas  began  its  first 
amission  of  high-definition  television,  12  pocket-size 
t-monitoring  devices  used  by  patients  at  nearby 
or  University  Medical  Center  went  on  the  blink, 
devices  relay  electrocardiogram  signals  to  a  central 
on,  where  nurses  monitor  the  patterns  on  computer 
3ns.  The  nurses  became  alarmed  when  screens  they 
;  v^atching  repeatedly  went  blank.  Troubleshooters 
kly  traced  the  problem  to  the  hdtv  signals,  which 
pied  the  same  slice  of  radio  spectrum  as  some  of 
Dlder  heart  monitors  used  at  the  hospital. 

0  patients  were  affected,  and  wfaa  halted  broad- 

;  while  the  hospital  replaced  the  old  monitors.  But 

1  incidents  of  this  sort  seem  likely  as  hdtv  and  oth- 
>rms  of  wireless  digital  communications  prohferate. 

,  year,  equipment  at  a  cable-TV  facility  in  Virginia 
thrown  out  of  whack  by  emissions  from  microwave 
IS  at  a  fast-food  restaurant.  Cell-phone  signals  have 
been  known  to  cause  interference  at  cable-TV  facili- 
as  well  as  disrupting  antilock  brakes  and  other  elec- 
ic  systems  in  cars.  □ 


mrs 

!G 

tHEAD 


IIPLEGICS  WERE  THE 

target  audience  for  this 
:t  (photo)  from  Video 
uter,  a  PC  maker  in 
Italy.  The  headset  uses 
id  transmitters  and  re- 
s  to  detect  movement 


OF  NOD:  Gamers  us  nig 
headset  to  point  and  cli 


execute  dozens  of  commands 
at  high  speed  with  just  10 
fingers.  Whether  they  use  a 
joystick  or  keyboard,  gamers 
often  rely  on  one  set  of  finger 
motions  to  move  thi-ough  3-D 
space  on  the  screen  and  a 
separate  set  to  change  the 
view.  The  headset,  which  re- 
places a  joystick  in  any  PC 
game,  will  eliminate  at  least 
one  of  those  command  sets. 
JH  To  look  left — whether 
youi"  chai'acter  on  the 
screen  is  standing 
still  or  creeping  for- 
ward— all  you  need 
to  do  is  rotate  your 
head  slightly  to  the 
left.  In  flight  simula- 
tions, the  headset  will 
i^B  make  it  easier  for  pi- 
tlie  UR  lots  to  keep  an  eye 
ck  on  the  enemy  while 

their 


e  wearer's  head  and 
ite  that  motion  into  on- 
i  cui'sor  movements, 
the  U.  S.  market,  how- 
Video  Computer  hopes 
1  over  a  different  audi- 
Eomputer  gamers.  Their 
challenge  is  having  to 


maneuvermg 
mock  planes  in  game  space. 
The  headset  also  comes  with 
a  microphone,  so  gamers  can 
talk  to  their  Internet  com- 
rades while  killing  their  foes. 
UR  Gear  will  retail  for  $99 
when  available  in  the  second 
quaiter.  Paul  Eng 


A  GOOD  DAY 
FOR 

LAB  RATS 


IN  today's  automated  labs, 
drug  reseai'chers  can  produce 
thousands  of  compounds  that 
promise  relief  for  vaiious  dis- 
eases. But  about  98%  even- 
tually fail  due  to  toxicity,  liigh 
production  costs,  or  ineffec- 
tiveness in  human  trials.  So 
the  challenge  is  to  deter- 
mine wliich  candidates  ai"e 
in  the  other  2%. 

Soon,  artificial-intelli-  " 
gence  softwai'e  developed 
by  Multicase  Inc.  and  the 
University  of  Pittsbui'gh  may 
improve  the  odds  by  predict- 
ing the  toxicity  of  chemical 
compounds.  Multicase,  a  spin- 
off of  Case  Western  Reserve 
University  in  Cleveland,  is 
now  working  with  the  Food 
&  Drug  Administration, 
which  is  compiling  toxicity 
databases  drawn  from  hun- 
dreds of  animal  studies.  Com- 
bined with  the  Ai  software, 
the  databases  will  serve  as 
"virtual  animals"  for  screen- 
ing new  drugs.  The  first  fda 
databases,  now  nearing  com- 


pletion, are  designed  to  help 
predict  which  compounds 
may  cause  birth  defects  and 
fertility  problems  in  animals. 
Based  on  that,  some  com- 
pounds could  be  nixed  with- 
out costly  trials. 

These  tools  won't  eliminate 
the  need  for  lab  animals.  But 
they  could  help  the  fda  fine- 
tune  decisions  on  how  much 


testing  is  necessary.  That 
would  let  the  phar- 
maceutical in- 
dustry 

slash  months  or  years  from 
its  development  cycle — thus 
saving  a  bundle.  Multicase's 
systems  entail  a  one-time  cost 
of  $56,000  to  $100,000;  each 
animal  test  series  can  easily 
run  that  much  or  more.  Multi- 
case  expects  approval  of 
the  software  within  two 
yeai's.  Johanna  Knapschaefer 


INNOVATIONS 


■  Teensy  plastic  buckshot — 
much  smaller  than  the  tran- 
sistors on  sihcon  chips — can 
be  shot  into  living  cells  to 
monitor  their  biochemistry. 
The  so-called  Pebble  sensors 
were  developed  at  the  Uni- 
versity of  Michigan  for  the 
Pentagon  so  researchers 
could  study  how  biological 
weapons  attack  cells.  But 
chemist  Raoul  Kopelman  sees 
many  other  uses,  including 
delivering  cancer  treatments 
and  monitoring  glucose  lev- 
els in  diabetics. 

■  Brookhaven  National  Lab- 
oratory has  found  a  better 
way  to  neutralize  asbestos: 
Spray  it  with  a  foamy  solu- 
tion that  contains  special 
acids.  These  chemically  digest 


the  asbestos  fibers,  trans- 
forming them  into  inert  min- 
erals that  preserve  the  fii"e- 
resistant  properties  of 
asbestos  coatings.  W.  R. 
Grace  &  Co.  plans  to  market 
the  foam  soon.  The  compound 
could  drastically  slash  the 
cost  of  dealing  with  asbestos 
in  buildings  because  the  as- 
bestos doesn't  have  to  be  re- 
moved or  replaced. 
■  A  steel  industry  consortium 
has  uncorked  an  ultralight 
auto  body  to  show  how  cars 
could  lose  up  to  one-third  of 
their  heft — yet  be  even  safer 
in  crashes.  By  using  differ- 
ent gi'ades  of  steel  and  new 
manufactuiing  teclmiques,  the 
35-member  consortiiun  figui'es 
it  can  shave  as  much  as  one 
ton  off  a  midsize  car  while 
doubling  fuel  economy. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwmar@businessweek.com 
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Science  &  Technology 


SURGERY 


A  CATARACT  BREAKTHROUGH 
MAY  BE  ON  THE  WAY 

A  new  one-step  technique  could  be  a  bonanza  for  tiny  Optex 


Cataract  surgery  has  come  a  long 
way  from  the  days  when  yom*  local 
practitioner  used  a  finger  to  push 
the  clouded  lens  out  of  the  way — a  tech- 
nique used  well  into  this  centuiy  in  the 
developing  world.  Sui-gical  methods  have 
improved  dramatically,  but  conventional 
surgery  remains  difficult  and  expen- 
sive— big  drawbacks  for  what  has  be- 
come the  most  frequent  operation  of 
any  kind  for  people  over  60. 

All  of  the  largest  makers  of  oph- 
thalmic eciuii)ment  have  mounted  liighly 
secretive  internal  progi"ams  to  find  new 
ways  to  remove  the  faulty  lens.  The 
companies  would  not  discuss  their 
progress,  but  sui'geons  report  that  Al- 
con  Laboratories  Inc.,  in  particular,  has 
licensed  technology  that  would  use  a 
heated  salt  solution  to  melt  the  lens. 
Neither  the  inventor  nor  Alcon  would 
comment.  Some  companies  are  experi- 
menting with  lasers,  but  those  efforts 
have  yet  to  succeed. 

Until  the  big  players  are  willing  to 
talk  about  what  they  ai'e  doing,  the  ap- 
parent front-runner  in  this  race  is  a 
tiny  Southern  CaUfomia  company,  Optex 
Ophthalmologics  Inc.  It  has  developed  a 
technique  called  Catarex  that  requires 
far  less  surgical  skill  than  conventional 
methods.  Says  Dr.  Timothy  B.  Ca- 
vanaugh,  an  eye  surgeon  at  Hunkeler 
Eye  Center  in  Kansas  City,  Mo.,  who 
has  tried  it  on  a  pig:  "The  rapidity  and 
ease  with  wliich  I  could  remove  the  lens 
was  revolutionaiy." 

FAST  AND  CHEAP.  In  conventional  cata- 
ract surgery,  eye  surgeons  employ  an 
ultrasonic  probe  to  cut  the  clouded, 
hardened  lens  painstakingly  into  tiny 
fragments  that  can  be  easily  removed 
by  suction.  Doctors  then  implant  a 
ligid,  plastic  lens  that  partially  restores 
vision.  The  problem  with  this  tech- 
nique— called  phacoemulsification,  or 
"phaco" — is  that  it  requires  surgeons 
with  a  high  degi'ee  of  ti-aining  and  skill. 


That's  why  the  operation  is  expensive: 
Medicare  reimburses  surgeons  about 
$1,000  per  eye. 

Optex,  based  in  San  Juan  Capistrano, 
Calif.,  was  founded  in  1990  specifically  to 
come  up  with  a  breakthrough  catai'act 
device.  It  licensed  its  patents  to  At- 
lantic Pharmaceuticals  Inc.,  which  is 
now  negotiating  with  big  Japanese  and 


among  people  who  reach  75,  the  in 
dence  rises  to  70%.  That  translates  ir 
1.5  milhon  cataract  removals  annually 
number  that's  growing  by  13% 
year — and  the  rate  should  surge 
baby  boomers  age.  Annual  Medica 
reimbursements  for  cataract  surge 
total  $3.5  billion,  the  largest  single  c 
egory  in  Medicare's  budget.  "We' 
looking  for  cheaper  ways  to  do"  cai 
ract  surgeiy,  says  Ellen  Lieberman, 
I'ector  of^  the  lens  and  catai'act  progrs 
at  the  National  Eye  Institute,  whi 
is  partially  funding  the  Optex  resear( 
"This  is  a  one-step  process,  so  it's  pi 
sibly  cheaper  and  faster." 

Researchers  don't  really  know  wl 
causes  cataracts — the  hardening  a 
darkening  of  the  clear  center  of  t 
lens.  They  speculate,  though,  that  it 
possibly  caused  by  exposure  to  ultra 


A  BEHER  VIEW 


Cataracts,  wtiicti  afflict  some  50%  of  people  over  50,  occur  when  the  once 
clear  center  of  the  lens  hardens  and  darkens,  possibly  due  to  exposure  to 
sunlight.  Eventually,  no  light  can  get  through,  and  the  lens  must  be  removed 
in  order  to  restore  full  sight. 


THE  OPTEX  METHOD 

The  Catarex  Probe, 
a  tube  with  a 
whirling  blade 
inside,  is  inserted 
through  the  lens 
capsule.  It  creates 
a  vortex  that  breaks 
the  lens  into  pieces 
and  sucks  them  up. 


CATARACT 


DATA:  OPTEX 


American  companies  that  could  take  the 
product  through  clinical  trials  and  get 
Food  &  Drug  Administration  approval, 
a  process  that  Optex  says  should  take 
no  more  than  a  year.  If  the  Optex 
method  succeeds,  it  may  even  lead  to  a 
way  to  replace  lenses  for  people  whose 
eyesight  is  weakening  as  part  of  the 
normal  aging  process,  some  medical  ex- 
perts speculate. 

But  even  if  the  technique  is  used 
only  for  cataract  surgery,  the  financial 
rewards  to  Optex  could  be  huge.  More 
than  50%  of  senior  citizens  vrill  require 
cataract  surgery  at  some  point.  And 


olet  light  over  a  long  period  of  tin 
Once  the  darkening  begins,  new  trar 
parent  tissue  fi"om  the  outside  edges 
the  lens  moves  inward  and  becom 
harder  and  harder,  keeping  light  fro 
reaching  the  eye's  retina.  The  job 
the  eye  surgeon  is  to  remove  the  dar 
ened  lens  and  replace  it  with  somethi 
that  transmits  light. 

Breaking  up  the  hard  nucleus  of  t; 
lens  is  the  first  step  in  any  catara 
surgery.  With  phaco,  the  conventior 
technique,  the  surgeon  must  maneuv 
the  vibrating  tip  of  the  ultrasor 
probe — think  of  it  as  a  tiny  jackhai 


If  Optex  succeeds,  cataract  removal  won't  require 
a  highly  skilled-and  highly  compensated-surgeon 
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The  Environment 


mer — around  the  nucleus  to  carve  it 
into  tiny  pieces.  The  Catarex  technique 
uses  a  specially  designed  spinning  blade 
called  an  impeller  that  draws  the  lens 
nucleus  toward  it  so  that  it  can  chop  it 
up.  It's  like  an  old-fashioned  milkshake 
machine  that  draws  solid  chunks  of  ice 
cream  into  a  vortex  and  then  liquefies 
them.  "We  induce  a  fluid  flow  within 
the  lens  that  draws  the  material  to  the 
probe,"  says  John  T.  Sorensen,  the  sys- 
tem's inventor. 

This  new  approach  allows  the  sur- 
geon to  hold  the  probe  in  a  stationary 
position,  instead  of  moving  it  around 
within  the  lens.  Using  phaco,  there's  a 
chance  that  while  maneuvering  the  in- 
strument the  surgeon  may  lupture  the 
rear  wall  of  the  cellophane-like  lens 
capsule  that  holds  the  lens — it  happens 
in  about  5%  of  cataract  operations. 
Once  the  wall  is  ruptured,  surgeons 
may  have  trouble  stabilizing  the  im- 
planted plastic  lens  within  the  eye. 
Plus,  with  phaco,  after  they  break  up 
the  lens  nucleus,  surgeons  must  insert 
a  second  probe  into  the  eye  to  remove 
everything  that  remains.  The  Catarex 
system  requires  just  one  step — when 
the  pieces  of  the  lens  are  removed, 
everything  comes  vdth  them.  And  be- 
cause of  the  smaller  incision,  recovery 
time  should  be  less. 
SOFT  LENSES.  There's  another  bonus 
with  Catai'ex:  It  can  be  done  tlirough  a 
tiny  hole  in  the  lens  capsule.  That  opens 
up  the  possibility  of  replacing  the  lens 
with  an  injectable,  gel-hke  substance  in- 
stead of  a  rigid  plastic  contact  lens — 
something  ophthalmologists  have  long 
dreamed  about.  A  soft  and  pliable  lens 
would  more  closely  mimic  the  eye's  nat- 
ui-al  function,  expanding  and  contracting 
quickly  to  accommodate  the  different 
focal  lengths  needed  for  near  and  far 
vision.  Tliat  way,  catai-act  patients  would 
no  longer  need  to  wear  special  glasses 
for  reading. 

What's  more,  the  same  flexible  lens- 
es could  be  implanted  into  middle-aged 
people  instead  of  the  bifocals  they  now 
resort  to  as  their  natural  lenses  start 
losing  theii"  flexibility.  "I  have  the  feel- 
ing that  some  kind  of  material  is  close 
to  being  available,"  says  Dale  P.  De- 
Vore,  chief  scientific  officer  at  Collage- 
nesis  Inc.,  a  Beverly  (Mass.)  company 
that  has  experimented  with  collagen 
lenses  in  animals.  "But  eveiyone's  proj- 
ect is  on  the  back  burner  because,  so 
far,  there's  no  technique  for  removing 
the  lens  and  leaving  the  capsule  in- 
tact." If  the  Catarex  system  reaches 
the  market,  though,  those  research  ef- 
forts could  be  stepped  up.  And  aging 
baby  boomers  could  end  up  seeing 
more  clearly  well  before  they  suffer 
from  cataracts. 

B/j  Larry  Armstrong  in  Los  Angeles 


BIODIVERSITY 


GEORGE  SCHALLER'S 
ECO-CRUSADE 

The  naturalist  is  leading  the  charge  to  protect  species 


In  the  remote  Chang 
Tang  plateau  of  north- 
ern Tibet,  a  few  hardy 
nomads  and  thousands 
of  antelope,  yak,  and  wild 
asses  roam.  With  its  subze- 
ro temperatiu"es  and  almost 
year-round  snow  cover,  the 
starkly  beautiful  plateau  is 
one  of  the  world's  last  un- 
touched wildei'nesses — and, 
at  125,0(X)  squai-e  miles,  one 
of  the  lai'gest.  But  commer- 
cial interests  are  coming 
even  to  this  distant,  forbid- 
ding place.  And  the  Chang 
Tang,  and  its  way  of  life, 
might  not  sui^vive. 

Each  year,  to  obtain 
shahtoosh,  the  piized  wool 
of  the  Tibetan  antelope  that 
is  woven  into  shawls  for 
wealthy  Westemei-s,  Tibetan 
nomads  and  Cliinese  huntei-s 
slaughter  hundreds  of  ante- 
lope. If  left  unchecked,  this 
lust  for  the  rai'e  wool  could 
decimate  the  antelope  and 
lead  to  the  destruction  nt 
the  Chang  Tang  uoldemes.- 
For  a  long  time,  few  knew 
of  the  tlu-eat  to  Chang  Tang, 
and  fewer  cai'ed.  No  longei', 
thanks  to  the  interest  taken 
by  one  scientist.  He  is 
George  B.  Schaller,  and  his 
efforts  may  help  avert  dis- 
aster in  the  region. 

Schaller  is  one  of  the 
world's  preeminent  field  bi- 
ologists, a  natiu'alist's  natu- 
i-alist  who  has  identified  new 
species,  wiitten  11  books,  and  published 
dozens  of  scientific  studies.  He  has  blazed 
a  trail  for  other  scientists — he  studied 
gorillas  before  Dian  Fossey  did — and 
when  he  is  interested  in  a  region  or 
species,  other  biologists  follow.  His  ac- 
complishments include  navigating  the  bu- 
reaucratic thickets  of  China,  where  he 
was  insti'umental  in  promoting  the 
preservation  of  the  giant  panda  in  the 


ANIMAL  INSTINCTS 

To  Schaller,  big  mammals  such  as  giant 
pandas  and  gorillas  are  emblems  for  th 
cause  of  biodiversity 


early  1980s.  Schaller  also  helped  pt 
suade  the  Chinese  to  begin  setting  asi 
25%  of  Tibet's  land  as  a  natiu'e  reser\ 
Schaller's  new  book,  Tibet's  Hidd 
Wilderness,  is  but  one  entiy  in  a  wa 
of  books  and  films  fanning  interest 
that  Asian  land.  But  unlike  others  w 
focus  on  human  rights,  Schaller  is  cc 
cemed  with  presening  the  mystical  a 
harsh  beautv  of  Tibet's  wildlife. 
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Schaller  and  other  biologists,  there  is  a 
pressing  need  to  ensure  that  the  gene 
pools  of  endangered  species  survive,  so 
that  theii-  characteristics  can  be  studied. 
For  society  as  a  whole,  Schaller  makes 
the  case  that  consemng  the  diversity  of 
species  around  the  world  is  critically 
important  because  hundreds  of  species 
have  both  documented  and  yet-to-be- 
deteiTTiined  value  to  humanity. 

Of  the  estimated  50  million  species  on 
earth,  including  microbes,  fewer  than  2 
miUion  have  been  identified.  With  some 
species,  we  may  be  'too  ignoi"ant  to  mea- 
sure or  know  the  effect"  when  they  are 
lost,  says  Schaller.  With  others,  the  loss 
can  have  a  domino  effect,  thr-eatening  ■»» 
or  stunting  the  gTowth  of  plants  and 
wildlife  that  depend  on  them.  But 
Schaller  says  species  are  worth  sav- 
ing even  if  they're  of  no  apparent 
use:  Biodiversi- 
ty "keeps  your 
options  open  for 
the  fntm-e." 

At  64,  the  en- 
ergetic Schallfi 
looks  veiy  mud 
the  naturalist - 
tall,  slender,  and 
weathered.  Bom 
in  Germany,  he 

left  with  Ms  American  mother  during 
World  Wai'  II  and  lived  for  a  while  in 
Denmai'k  before  settling  in  the  U.  S. 
An  only  child  growing  up  in  St. 
Louis,  he  collected  birds'  eggs  and 
kept  a  mini-zoo  of  salamanders, 
snakes,  and  opossums.  When  he  got 
to  the  University  of  Alaska,  he  was 
delighted  to  find  that  he  could  piu-sue 
his  interest  in  wildlife  as  a  field  biol- 
ogist. For  the  past  45  years,  he  has 
studied  a  wide  vaiiety  of  lai'ge  mam- 
mals in  the  wild — fi-om  the  giant  pan- 
das of  China  to  the  rare  mountain  goril- 
las of  Zaire.  He  has  tracked  Asia's  snow 
leopaixl  and  helped  identify  new  species, 
such  as  the  Tibetan  red  deer 
"FREETHINKER."  Schaller  chooses  his  sub- 
jects, whose  behavior  and  habitat  he 
studies  foi-  months  at  a  stretch  over  sev- 
eral yeai's,  because  they  are  rare,  re- 
mote, aesthetically  appealing,  and  bio- 
logicaUy  interesting.  "I  want  to  present  a 
biograjihy  of  their  lives,"  says  Schaller. 
"That's  the  first  step  in  understanding, 
knowing,  and  helping  to  protect  animals." 

For  the  past  10  years,  Schaller  has 
been  science  director  at  the  Wildlife  C'on- 
Sfci-vation  Society  (wcs),  a  research  and 
educational  organization  headquartered 
at  New  York's  Bronx  Zoo.  He  is  achnii-ed 
by  many  of  his  peers.  "He  is  one  of  the 
great  pioneers  of  field  biology  of  this  cen- 
tury," says  Russell  Mittenneier,  presi- 


dent of  Conservation  International  in 
Wasliington,  D.  C.  "He  tackles  the  most 
difficult  animals ,  to  study."  Alan  Rabi- 
nowitz,  dii-ector  of  science  for  Asia  at 
the  wcs,  regai"ds  Schaller  as  his  mentor 
and  hails  him  as  a  "freethinker"  who 
"looks  for  the  biological  blank  spots." 

Schaller  relishes  arduous  field  work. 
He  has  toiled  in  hoirendous  conditions, 
enduring  bone-chilling  winds  in  north- 
em  Tibet  and  soggy  tent  life  in  the  bam- 
boo forests  of  Sichuan  province.  His  wife 
Kay,  an  anthropologist,  sometimes  ac- 
companies him,  as  did  their  two  sons 
when  they  were  gi'owing  up.  Sick  ani- 
mals— a  wart  hog  and  a  lion  cub  in  the 

In  the  Wild:  Animals 
Schaller  Has  Studied 


ANIMAL 

REGION 

PERIOD 
STUDIED 

EST.  NUMBER 
WORLDWIDE 

MOUNTAIN 
GORILLA 

;  Zaire 

1959-61 

650 

TIGER 

^  India 

1963-65 

^  6,000 

UON 

:  Tanzania 

1966-69 

;  70,000 

WILD  SHEEP 
AND  GOATS 

;  Nepal  and 
;  Pakistan 

1970-75 

NA 

JAGUAR 

:  Brazil 

1976-79 

15,000 

PANDA 

:  China 

1980-84 

1,000 

SNOW 
LEOPARD 

;  Central 
;  Asia 

1985- 

:  5,000 

TIBETAN 
ANTELOPE 

;  Tibet 

1989- 

100,000 

DATA:  BUSINESS  WEEK,  GEORGE  SCHALLER 

Serengeti  and  a  peccaiy  m  Brazil — were 
niu'sed  back  to  health  as  family  pets.  "A 
lot  of  people  would  consider  camp  life  a 
hardship,"  says  Schaller.  To  him,  though, 
the  life  most  folks  lead  is  a  hardship. 
Phone  calls.  E-mail  messages,  and  other 
intenxiptions  "constantly  intiiide  on  the 
pleasui'e  of  a  quiet  mind,"  he  says. 

Schaller's  accomplishments  as  a  natu- 
ralist give  him  the  authority  to  speak 
out  in  favor  of  conservation  and  against 
what  he  deems  to  be  bad  public  policy. 
He  lambastes  the  Clinton  Administra- 
tion for  bending  to  the  business  interests 
of  Western  ranchers  who  gi-aze  their  cat- 
tle on  federal  lands  at  below-market 
prices.  He  derides  media  covei'age  of 
thi'eatened  species  for  reducing  environ- 
mental debates  to  a  simplistic  argument 
over  jobs  vei'sus  animals.  And  he  be- 
moans the  trend  toward  freer  intema- 
tional  trade,  wonying  that  multinationals 


will  push  for  the  development  of 
som'ces  for  short-teiTn  economic  gain 

Yet  Schaller  is  no  firebrand.  He 
lieves  that  any  single  conservation  is; 
involves  "moral  ambiguity — you  hj 
to  juggle  principles  and  practicalitit 
Schaller  notes  that  more  studies  are 
tablishing  the  economic  benefits  of  c 
servation.  According  to  a  recent  C 
nell  University  study,  ecotourism 
worth  $500  billion  woj'ldwide,  wl 
pharmaceuticals  Irom  plants  yield  be 
fits  worth  an  estimated  $84  loillion. 
"CULTURE  AND  CHARACTER."  In 
U.S.,   says   Schaller,  environmen 
awareness  is  greater  at  the  local  le\ 
but  he  finds  corporate  interest  w 
fiilly  low.  He  does  resei^ve  praise 
specific  actions,  such  as  Exx 
Coi-p.'s  $5  million  gi'ant  to  supp 
tiger  preservation  in  Asia.  And 
lauds  wealthy  individuals  such 
media  mogul  Ted  Turnei",  who 
buying  large  tracts  of  land  in  M( 
tana  for  a  natui'e  presei-ve. 

Globally,  though,  the  bigg( 
thi-eat  to  biodivei-sity  is  poverty.  7 
image  of  local  innocents  leading 
simple  life  1 
long  since  be 
supplanted,  si 
Schaller,  by  t 
reality  of  po 
people  depl( 
ing  plant  a 
wildlife  to  ea 
an  income.  \ 
lagers  should 
introduced  to 
ternative  income  sources,  such 
new  perennial  crops,  and  govei 
ments  should  be  helped  to  establi 
reserves.  He  calls  on  govemmei 
to  negotiate  limited  culling  of  her 
by  nomads  or  villagers. 

Presei"ving  biodiversity,  says  Schall 
is  much  like  ensiuing  that  all  the  brie 
in  a  wall  stay  secm-e.  It  may  be  possil 
to  lose  a  couple,  but  you  can't  know  wh 
the  wall  will  become  unstable.  "We  st 
have  a  large  amount  of  biodiversity," 
says.  Wliat  we  need  now  is  the  "cultu 
and  chai-acter"  to  make  the  adjustmeii 
necessaiy  to  presei-ve  the  envii'onme 
and  the  species  that  live  in  it. 

Schaller  continues  to  do  his  part 
studying  some  of  those  species  ane 
He's  in  eastern  Tibet  this  month  to  si 
vey  wildlife.  Then,  it's  on  to  the  fores 
of  China's  Sichuan  province  to  tra^ 
snow  leopards,  white-lipped  deer,  ar 
other  animals.  Later  in  the  year, 
hopes  to  head  for  the  Kamchatka  peni 
sula  in  eastern  Russia,  to  check  in  on 
bear  project.  The  wild  is  calling. 

By  Karen  Pemi.ar  in  New  Yo 
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BUSINESS  AVEEK'S 


ANNUAL  FORUM  OF 


CHIEF    FINANCIAL  OFFICER 


rum  will  feature  key  CFOs,  including: 


With  special  addreHses  from:- 


:hael  Losh 

live  vice- 

ent  and  CFO, 

al  Motors  Corporation 


Eugene  P.  Beard 
vice  chairman,  finance 
and  operations  and  CFO, 
The  Interpublic  Group  of 
Companies,  Inc. 


Dr.  William  J.  Bennett 
co-director.  Empower 
America;  "Drug  Czar" 
in  the  Bush  Administration; 
former  U.S.  Secretary  of 
Education  , 


The  Hon.  Bill  Bradley 
vice  chairman, 
international  council, 
J.P.  Morgan;  former 
United  States  Senator 


Today's  CFOs  must  be  more  than  leaders,  more  than  visionaries. 
They  must  be  the  engineers  of  exceptional  performance. 

isiness  Week's  annual  gathering  of  CFOs,  senior  financial  executives  from 
ica's  corporate  elite  will  gather  privately  to  share  how  they  are  achieving 
rtraordinary  results  in  today's  competitive  and  turbulent  environment. 


three  days^  they'll  exchange  ideas,  challenge  conventional  wisdom,  and 
debate  the  crucial  issues  that  confront  them  daily. 

Join  us. 

Your  company's  performance  is  at  the  top  of  our  agenda. 


O  Leadership  Forum 


T  O 


REGISTER 


FOR 


Business  Week's  7th  Annual  Forum  of  Chief  Financial  Officers 

or  for  more  information,  contact 
Julie  Terranova 
Registration  Manager 
Phone:  888-239-6878 
Fax:  212-512-6281 
E-maU:  jterranova@businessweek.com 

it  The  Forum  of  CFOs'  website  at  http://execprog.businessweek.com/cfo98 
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BEATING  THE  COST 
OF  PRICIER  PLASTIC 


A good  piece  of  plastic  is 
harder  to  find  these 
days.  Faced  with  his- 
torically high  loan  losses — in 
the  6%  range — and  a  recoi'd 
number  of  credit-card  de- 
faults, issuers  are  raising  the 
costs  of  the  cards  in  your 
wallet.  "Consumers  will  have 
to  get  used  to  the  fact  that 
interest  rates  are  going  to  be 
higher,  and  they're  going  to 
be  given  less,"  says  H. 
Spencer  Nilson,  publisher  of 
The  Nilson  Report,  an  indus- 
ti-y  newsletter. 

Consider  that  the  average 
annual  percentage  rate 
(APR)  for  figuring  in-  '^^^^ 
terest  charges  will 
climb  to  19.4%  in 
1998,  up  from  16% 
four  years  ago,  ac- 
cording to  Ram  Re- 
search, a  credit-card 
research  fu*m.  Other 
fees   are  heading 
north  as  well.  .^i 
You     may  ~ 


have  to  fork  over  $25  or 
more  if  you  make  a  late  pay- 
ment or  exceed  your  credit 
Hmit.  Meanwhile,  the  gi-ace 
period  before  finance  charges 
are  imposed  on  your  pur- 
chases is  shrinking — in  many 
cases  down  from  25  or  30 
days  to  just  20.  And  some  is- 
suers have  gone  to  "two- 
cycle"  billing,  meaning  you 
are  charged  interest  for  two 
months  instead  of  one  if  you 
fail  to  pay  off  your  cuiTent 
balance  and  did  not  pay  in- 
terest in  the  previous  month. 
Card  fiills  are  also  being- 
shaved  or  eliminated.  On 
Mar.  1,  Novus  (a 
unit    of  Morgan 
Stanley,  Dean  Wit- 
ter, Discover)  pai-ed 
benefits  on  a  cash- 
back  card  that  had 
been  among  the  most 
genei'ous.  Under  the  old  plan, 
holders  of  the  Private  Issue 
card  earned  2%  cash  rebates 
on   charges  above 
$5,000.    To  earn 
that  same  2%  now, 
members  must  spend 
at  least  $12,000.  Spend  less. 


and  the  rebate  ranges  from 
.25%  to  1%.  Moreover,  novus 
has  instituted  a  $500  annual 
cap  on  the  rebate,  where 
none  existed  before. 

Despite  the  tightening  of 
the  screws,  all  is  not  lost  if 
you  pay  on  time,  cany  a  re- 
volving balance,  and  flash  youi* 
credit  cai'ds  regularly.  For  one 
thing,  it  costs  issuers  about 
five  times  as  much  to  replace 
you  as  a  customer  than  to 
keep  you,  says  Lee  Spii'er,  a 
principal  at  consultants  Booz, 
Allen  &  Hamilton.  Moreover, 
Andrew  March,  dii-ector  of  fi- 
nancial sei-vices  at  J.  D.  Power 
&  Associates,  says  that  when 
consumers  lower  their  satis- 
faction assessments,  their 
spending  patterns  may  be  re- 
duced by  hah".  And  even  with 
such  major  players  as  at&t 
exiting  the  biz,  competition 
remains  fierce.  (Citibank, 
which  is  acquiring  the  at&t 
Univei'sal  franchise,  says  it 
will  honor  promises  made  to 
ciLstomei*s  who  were  told  they 
would  never  have  to  pay  an 
annual  fee.) 

Indeed,  the  average  cred- 


What's  in  the  Cards? 


CARD 

ANNUAL  RATE 

ANNUAL  FEE 

COMMENTS 

AMERICAN 
EXPRESS 
DELTA  SKYMILES 

800  SKY-MILE 

Prime  + 
9.99% 

$55,  or 
free  with 
another 
AmEx  card 

Get  one  frequent-flier  mile 

per  dollar  spent; 

1,2  miles  if  you  revolve 

CHASE  BELL 
ATLANTIC 

800  861-2495 

Prime  +7AQ%  for 
over  $2,500;  prime 
+  9.40%  for  less 

None 

Earn  rebates  of  1%  to  3%  off 
your  home  phone  bill 

CITIBANK 
DRIVER'S  EDGE 

800  950-5114 

Prime  + 
10.40% 

None 

Earn  rebates  on  any  car 
of  up  to  $500  a  year, 
$1,500  maximum 

FIRST  USA 
YAHOO!  VISA 

888  459-2466 

9.99% 

None 

Redeem  points  at 
online  merchants 
such  as  Amazon.com 

itworthy  consumer  gets  ha  a 
dozen  or  more  card  solica- 
tions  per  week,  says  Mi  dp 

Auriemma,  president 
Auriemma  Consul 
Group.   So  you  i 
have  to  look  nn  ■ 
ther  than  your  n 
box  for  a  sweet  d. 
Many  offerings  advertix-  . 
ticing  4.9%  and  5.9%  iiii 
ductory  rates.  But  tea.-  • 
last  only  a  few  month. < 
fore  sticker  shock  sets  in, 
if  you're  late  with  a  payim 
the  rates  could  triple. 
DICKER.  Sometimes  your  u 
rent  card  issuer  will  nui 
the  best  deals,  says  Rt^l 
McKinley,  president  of  li 
Researcla.  He  adds  that 
can  negotiate  to  eliminatf^ 
nual  fees  and  waive  1 
charges.  What's  more, 
card  company  may  ha\ 
product  that  better  suits  y . 
spending.  If  you  do  a  loi 
business  with  particulai- 
tels,  airlines,  or  supeni 
kets,  you'd  be  wise  to  eh 
out  cards  they  may  offer. 

You  can  also  dive  ontu 
Net.  There's  plenty  ol'  i 
ful  information  and  gos 
sip  at  the  Ram  Re- 
search site  (www. 
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CREDIT  CARDS 


iearch.com).  You  should 
sit  Peter  Flur's  Credit 
Goodies  page  (www. 
ech.edu/~flur/cards.html) 
e  Bank  Rate  Monitor 
bankrate.com).  Mean- 
the  Web's  premier 
engine,  Yahoo!,  teamed 
h  First  USA  on  a  new 
Visa  card  with  a  9.99% 
nnual  rate.  But  be  care- 
you're  late  with  a  pay- 
wice  within  six  months, 
;e  jumps  to  19.99%  in- 
ly. The 
Visa 
jne  re- 

3oint  for  every  dollar 
at  such  online  mer- 
as  Amazon.com,  Cy- 
Outpost,  and  Toys.com. 
rprisingly,  you  can  get 
;h  with  customer  ser- 
y  E-mail,  and  a  re- 
is  promised  within  24 
You  can  also  get  ac- 
info  at  the  Yahoo!  site 
/ahoo.com). 

ither  you're  hunting 
Lstic  in  the  virtual  or 
orld,  the  ground  rules 
ot  changed.  In  gener- 
I'll  pay  higher  annual 
es  and  interest  rates 
for  cards  that  pro- 
vide   cash  re- 
bates, points 
toward  free 


■If/ 


travel  or  merchandise,  and 
other  benefits.  For  example, 
many  airline  reward  cards 
cost  $35  to  $60  a  year.  Low- 
er-rate cards  with  no  annual 
fees  usually  come  without 
goodies.  With  that  in  mind, 
ask  yourself  how  you  plan  to 
use  your  credit  cards.  Are 
you  the  type  who  pays  the 
whole  tab  when  the  bill  ar- 
rives? Do  you  carry  a  re- 
volving balance? 

If  you're  in  the  latter 
camp,  you'll 
want  the 
lowest  inter- 
est rate  you  can  find.  Your 
credit  union  might  help.  Such 
institutions  typically  under- 
cut banks  by  a  couple  of  per- 
centage points,  and  annual 
fees,  if  any,  are  low.  The 
downside:  Credit  unions  tend 
to  be  conservative  lenders,  so 
you  may  not  get  a  fat  credit 
line.  And  they  aren't  known 
for  sterling  service.  "You're 
not  going  to  get  a  credit-line 
increase  at  3  a.m.  on  a  Sat- 
urday," says  McKinley. 
REWARDS.  Wachovia's  Prime 
for  Life  card  may  make  more 
sense  for  consumers  who  cai"- 
ry  a  hefty  balance,  despite 
its  steep  annual  fee — $88  for 
a  regTilar  MasterCai'd  or  Visa 
and  $98  for  a  gold  version.  If 
you  fail  to  make  your  mini- 
mum payment  for  three 
consecutive  periods,  3.9%- 
will  be  added  to  the 
prime  rate. 

Some  issuers  will 


reward  you  with  a  bonus  for 
carrying  a  balance.  If  you're 
an  American  Express-Delta 
SkyMiles  cardholder,  you  nor- 
mally get  one  frequent-flyer 
bonus  point  for  every  dollar 
charged  on  the  card.  But  you 
can  earn  1.2  points  for  any 
portion  of  the  balance  you  al- 
low to  revolve  at  an  APR  of 
prime  plus  9.9%.  The  Ameri- 
can Express-Delta  SkyMiles 
card  is  free  if  you  ah-eady  cai'- 
ry  an  AmEx  card,  or  $55  if 
you  don't.  You'll  also  earn  dou- 
ble miles  if  you  shop  with 
such  marketing  partners  as 
Hertz  and  Hilton  hotels.  Sim- 
ilarly, the  Banc  One  Travel- 
Plus  Visa  card  will  give  you 
one  air  mile  for  every  dollar 
you  spend  if  you  carry  a  bal- 
ance, or  one  mile  for  every 
three  dollars  spent  if  you  do 
not.  And  you'll  be  hit  with  a 
$25  maintenance  fee  if  you 
don't  accumulate  that  amount 
in  finance  charges  when  us 
ing  the  othei-wise-no-fee 
cash-back  ge  Rewards 
MasterCard. 

Issuers  still  lust  af- 
ter consumers  vdth  the 
fattest  wallets.  Master- 
Card has  targeted  the 
American  Express  crowd 
with  its  new  World  Master- 
Cai'd.  Like  an  AmEx  caitl, 
it  has  no  preset 
spending  limit 
and  offers  cer- 
tain travel  bene- 
fits.  Annual  fees 
range  from  $50  to  $100.  On 


the.  heels  of  the  $300  AmEx 
platinum  card,  several  compa- 
nies have  come  out  with  plat- 
inum of  their  own,  though 
none  matches  such  AmEx 
benefits  as  a  free  companion 
fii'st-class  intemational  ticket 
on  some  airlines.  The  newest 
platinum  cards  are  merely 
gold  cards  vdth  a  new  coat  of 
paint,  says  David  Robertson, 
Nilson  Report  president.  Al- 
though it's  keeping  mum 
about  the  details.  First  USA  is 
testing  a  titanium  card 
for  the  well-heeled 
consumer.  But  the 
way  things  ai'e  go- 
ing, you  will  have 
to  be  very  upper 
ci-ust  to  be  able  to 
afford  plastic  the 
color  of  a  metal. 
Edward  C.  Baig 


m  about  t 
nt       ^  t 

o/o 


CARD 

ANNUAL  RATE 

ANNUAL  FEE 

COMMENTS  ^^^H 

GE  REWARDS  MASTERCARD 

800  437-3927 

Varies,  based 
on  credit 
history 

None* 

Offers  up 

to  $140  a  year  ^ 
cash  back 

GM  MASTERCARD 

800  947-1000 

18.90% 

None 

Earn  5%  back,  up  to 
$500,  to  buy  a  GM 
vehicle 

NOVUS  DISCOVER 
CARD 

800  347-2683 

Prime  +  8.9%; 
19.8%  for 
under  $1,000 

None 

Receive  1%  yearly 
cash-back  rebates 

WACHOVIA 
PRIME  FOR 
LIFE 

800  716-3000 

Prime  rate 
(now  8.5%) 

$88 

Cost  effective  if 
balances  exceed 
$3,000 

*$25  fee  if  yearly  finance  charges  are  less  than  $25 


DATA  BUSINESSWEEK,  RAM  RESEARCH  GROUP 


BUSINESS  WEEK  /  MARCH  23,  1998  99 


Personal  Business 


MAKINGvA  BUCK 
FROM  EURO  MANIA 


The  coming  of  a  sin- 
gle currency  to 
Europe  next  year  is 
sparking  a  frenzy 

among  investors  on  the  Con 
tinent.  Amid  signs  that  the 
euro  will  force  markets  to 
be  more  efficient  and  com- 
panies to  consolidate  and 
restmcture,  stock  markets 
have  soared  in  the  past 
12  months.  Italy  is  up 
60%,  in  dollars,  and  the 
Netherlands  up  30%.  But 
euromavens  think  their 
markets  still  aren't  over- 
valued. "It's  exuberance 
but  it's  rational,"  says  Nick 
Knight  of  Nomura  Securi- 
ties in  London.  "Eui'ope  has 
a  lot  going  for  it." 

The  biggest  plus:  Even 
traditionally  pi-ofligate  coun- 
tries have 
brought  their 
budget  deficits  down,  so  long- 
term  interest  rates  have  fall- 
en. Most  10-year  bond  yields 
are  hovering  around  5%.  "If 
you  assume  this  environment 
will  last,  stocks  look  cheap," 
says  Knight. 

One  way  to  lide  the  wave 
is  via  mutual  fimds  that  track 
European  stock  indexes.  De- 
spite their  good  performance 
over  the  past  year,  several 
closed-end  countiy  funds  still 
trade  at  around  a  15%  dis- 
count to  their  net  asset  value, 
such  as  the  .$100  million  Irish 
Investment  Fund  (800  468- 
6475)  and  the  $103  million 
Portugal  Fund  (800  293-1232). 
An  alternative  is  an  open-end 
fimd  that  spreads  its  assets 
among  all  the  major  Euro- 
pean indexes,  such  as  the 
$2.5  billion  Vanguard  Equity 
Index  European  Fund  (800 
662-7447).  It  boasts  a  12- 
month  total  return  of  47.6% 
and  a  modest  expense  ratio 
of  0.35%. 

For  stock  pickers,  perhaps 
the  purest  plays  on  the  eui-o 


new  International  Growth 
Fund  (800  426-0107).  Jacob- 
son  favors  "Club  Med"  play- 
ers in  Southern  Europe, 
where  fiscal  discipline  has  im- 
proved the  most.  Among 
those  are  Spain's  Instituto 
Nacional  Assuranz,  Italy's 


SMART  MONEY 


are  shares  in  banks  and  in- 
surers, which  are  morphing 
from  domestic  into  regional 
businesses  marketing  prod- 
ucts in  one  cuirency.  "The  fi- 
nancial sector  is  going 
thi'ough  a  process  of  restruc- 
tuiing  that  has  a  lot  of  po- 
tential," says  Andrew  Jacob- 
son,  who  manages  Pacific 
Investment  Management's 


Credito  Italiano,  and  Portu- 
gal's Banco  Portuguese  de  In- 
vestimento.  Besides  benefit- 
ing from  lower  inflation  and 
interest  rates,  they're  dump- 
ing assets  and  cutting  costs. 
TOO  HIGH?  Some  managers 
complain  that  the  prices  of 
such  southern  plays  are  al- 
ready stratospheric.  Instead, 
they  favor  cheaper  financial 


Stocks  for  the  New  Europe 


STOCK 

PRICE* 

INDUSTRY 

INVESTMENT  RATIONALE 

BNP 

67 

Banking 

Set  for  long-term 

France 

profitability 

COMPASS** 

m 

Food 

Caters  to  cost- 

Britain 

service 

cutting  companies 

CREDiTO  ITALIANO  A 

Banking 

Selling  off 

Italy 

noncore  assets 

REPSOL** 

m 

Oil  &  gas 

A  bargain  in  a 

Spain 

hot  market 

SAP** 

137 

Software 

Writing  programs 

Germany 

for  the  euro 

*Mar  9, 1998  **American  depositary  receipt 


DATA;  BLOOMBERG  FINANCIAL  MARKETS 


companies  that  have  resti 
tured  so  aggressively  thej 
likely  to  remain  profita 
even  if  interest  rates  turn 
Omid  Kamshad,  senior  p( 
folio  manager  for  Putna 
$2.5  bilhon  Internatio 
Growth  Fund  (800  225-15! 
likes  financial  stocks  in 
Netherlands,  Sweden,  I 
land,  and  France.  "Valuati 
[there]  aren't  stretched  y( 
he  says.  His  holdings  inch 
the  Netherlands'  ing  Gro 
Allied  Irish  Banks,  Sw 
bank,  and  France's  Soci 
Generale  and  Banque  1 
tionale  de  Paris. 
Another  beneficii 
of  monetary  union 
the  software  indust 
Companies  are  spe: 
ing  billions  to  ret 
computer  systems 
the  euro,  and  inforr 
.  tion  technology  provid 
"are  almost  all  wdnnei 
•''  says  Jacobson.  He  ov 
Germany's  sap,  the  Neth 
lands'  Getronics,  and  N 
way's  Mercantile  Data.  Otl 
sei-vice  providers  are  cash 
in  on  the  eiu'o  less  direc 
In  their  drive  for  compe 
tiveness,  more  big  corpo 
tions  are  outsouixing  exp 
sive  functions  such  as  fc 
service.  James  Seddon,  w 
co-manages  the  $1.2  billion 
Rowe  Pi-ice  Eui'opean  St( 
Fund  in  London,  is  high 
French  caterer  Sodexho  i 
Britain's  Compass,  which  j 
won  a  global  food-sei'vice  o 
tract  from  electronics  gis 
Philips. 

With  all  the  europhoria, 
not  easy  to  find  bargains.  I 
some  remain  among  smal 
companies,  says  Steph 
Beinhacker,  senior  vice-prt 
dent  at  Alliance  Capital  Mi 
agement  in  London.  Comj 
nies  whose  fortunes  do 
depend  on  a  single  ciuren 
also  are  wort-h  a  look.  Be 
hacker  points  to  Spanish 
refiner  Repsol,  which  is  i 
sti-uctiuing  but  is  trading 
just  13  times  estimated  19 
earnings,  vs.  an  average 
25.4  for  the  Spanish  mark 
Even  if  you're  not  exubers 
over  Europe,  the  Contine 
is  ftill  of  opportunities  for  i 
tional  investors.  Joa7i  Wan 
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networking  becomes  more  complex,  more  critical,  we're  doing  a  few 
;  to  make  it  a  lot  less  worrisome.  For  starters,  MCI's  created  the  most 
ced  data  network  available.  We're  deploying  SONET  technology 
ghout  our  network,  allowing  for  rapid  restoration  and  re-routing, 
help  ensure  reliability,  we  proactively  monitor  our  network.  So  we  can 
fix  a  problem  before  it  ever  becomes  your  problem.  And  in  the  unlikely 
one  happens,  we'll  let  you  know  about  it  ahead  of  time  and  have  you  up 
inning  in  no  time. 

tter  yet,  our  service  level  agreements  guarantee  things  like  latency,  data 
ry  and  network  availability.  In  addition,  we  customize  SLAs  for  your 
any,  detailing  your  objectives  and  outlining  exactly  how  we'll  report, 
;or  and  service  your  networks  and  equipment.  And  since  MCI  has  SLAs 
ing  Frame  Relay,  Internet,  SONET  Private  Line  and  ATM,  you'U  get 
y  what  you  need. 

hy  not  call  MCI  today  at  1-800-659-5479  and  find  out  how  we  can  help  you 
Dur  company  After  all,  what's  there  to  lose,  besides  an  extra  wrinkle  or  two? 

;el  agreements  will  vary  by  uidivifiu.ii  i.ciiiu.  i  ,(ih1  pkuIih  i-,  '.^ii'i  ifii  see  /dui  mc!  h'|iii-,.;ntati\/e  for  complete  details. 


Personal  Business 


WHERE  EGGHEADS 
PIT  NEST  EGGS 


Want  to  emulate 
learned  investors? 
Consider  putting 
money  in  one  of 

the   no-load,  low-ex 
pense  mutual  funds 
that  ai-e  now  offered 
by  Teachers  Insur- 
ance    &  Annuity 
Assn.-College  Retire- 
ment Equities  Fund 
(TIAA-CREF),  the  $200 
billion  giant  that  man- 
ages tax-deferred  re- 
tirement accounts  for  2 
million  cuirent  and  for- 
mer faculty  and  staff  mem- 
bers of  6,000  colleges  and 
universities. 

The  funds,  with  $400  mil- 
lion in  assets,  were  launched 
in  September  to  meet  de- 
mand fi'om  clients  who  want- 
ed to  invest  more  with  tiaa- 
CREF  than  theii'  pension  plans 
would  permit.  ■ 
Now,  those  fimds  ' 
have  been  opened  to  all. 

The  funds'  records  are 
good — but  short  (table).  Nev- 
ertheless, TIAA-CREF  variable 
annuities  do  have  a  histoiy. 
Morningstar  Inc.  gives  three 
of  the  gi'oup's  annuity  funds 
five  stars,  its  highest  rating, 
and  three  get  four  stars. 
"They  have  below-average 
risk  and  above-average  re- 
tuiTis,"  says  Morningstar  an- 
alyst Todd  Porter.  "Over  the 
years,  that  puts  them  in  the 
top  25%." 

TAX  HITCH.  The  new  mutual 
funds  come  with  some  attrac- 
tive features.  One  is  an  un- 
usually low  minimum  invest- 
ment for  no-load  funds,  just 
$250.  Expense  ratios  are  low, 
too,  ranging  fi-om  0.49%  for 
the  intemational  portfolio  to 
0.290J  for  the  money  fund. 
That's  because  TiAA-CREF  is 
waiving  an  additional  0.5%  in 
fees  and  giuu-antees  the  waiv- 
er until  July  ! ,  .2000. 

The  problem  in  exporting 


NVESTING 


the  TIAA-CREF  approach  to 
fimds  is  taxes.  Managers  for 
the  retirement  plans  can 
trade  as  often  they  Hke,  since 
the  profits  are  tax-deferred. 

But  these  funds 
are  taxable,  and 
frequent  trading  could  result 
in  short-term  capital  gains, 
which  face  the  same  tax 
rates  as  ordinary  income. 
TIAA-CREF  is  aware  of  this 
problem.  "We're 
taking  steps  to  min- 
imize tax  exposure," 
says  Scott  Evans, 
manager  of  CREF 
Investments. 

The  fund  lineup 
is  basic:  two  domes- 
tic equity  funds. 
Growth  Equity  and 
Growth  &  Income; 
the  International 


20% — and  they're  not  going 
to  protect  you  from  losses  if 
the  market  tumbles." 

tiaa-cref's  investment  ap- 
proach is  a  mix  of  indexing 
and  active  stock-picking.  At 
the  core  of  the  Grovrth  Equi- 
ty Fund,  for  instance,  is  a 
portfolio  of  stocks  that  acts 
like  the  Russell  3000  Growth 
Index.  That's  an  index  of 
some    1,800   of  the  3,000 


CREF's  New  Fund  Family 


FUND 

TOTW.  RETURN* 
YEAR  TO  DATE    SINCE  INCEPTION 

BONDS  PLUS 

1.00% 

5.55% 

GROWTH  &  INCOME 

8.62 

17.93 

GROWTH  EQUITY 

10.08 

19.10 

INTERNATIONAL  EQUITY 

10.54 

8.00 

MANAGED  ALLOCATION 

5.89 

11.60 

MONEY  MARKET 

0.98 

2.81 

crepancies.  le 
enhanced  in>x 
portion  of  le 
mutual  fnd 
can  range  fina 
20%  to  80^01 
its  assets. 

For  the  e- 
mainder,  if 
manager 
free  rein  tu 
cus  on  a  ii 
tively 

stocks — lai- 
cap  or  sm  i 
cap,  gi'owth)! 
value — that 
or  she  tlii, 
will  beat  tlie 
dex  hand 
The  advant; 
of  the  pas  si 
active  appro 
is  that  the  index  part 
ways  invested,  so  manau 
ai-e  not  forced  to  buy  stu 
with  incoming  cash. 
SIMILAR  TACKS.  The  <  i 
CREF  fimds  take  similai'  t.u 
but  with  different  bencluiiai 
Growth  &  Income  ust 
Standard  &  Poor's  50()-m 
index,  and  Internationa! 
Morgaji  Stanley  Europe.  A 
tralia,  and  Far  East  ( i  \ 
Index.  Bonds  Plus  track- 
Lehman  Brothers  Aggi  i  -j 
Bond  Index  and  the  Plus  | 
tion  can  mvest  in  commei'  - 
mortgage-backed  securit  ■ 
junk  bonds,  and  even  pnvi 
placements.  The  30-day  am 
alized  yield 
5.76%— nearly   ( . 
percentage  poi; 
higher  than  the  / 
erage  intermedia^' 
teiTTi  bond  fund. 

To  obtain 
prospectus  foi-  i 
new  funds, 
TIAA-CREF    at  M 
223-1200,  or  go  i 
www.tiaa-cref.c^ 


Plus;  the  Money 
Market  Fund;  and 
Managed  Allocation,  which  is 
a  blend  of  the  other  five.  The 
allocation  fund  levies  no  fees, 
since  it  invests  in  others  that 
do.  "These  are  not  cowboy 
funds,"  says  Martin  Lei- 
bowitz,  tiaa-cref's  chief  in- 
vestment officer.  "They're  not 
going  to  swing  back  and  forth 


♦Funds  started  Sept-  2, 1997-  All  figures  through  Mar.  6, 1998 

DATA:  TIAA-CREF 


lai'gest  stocks,  and  they're  se- 
lected for  their  above-aver- 
age piice-to-book  ratios  and 
forecast  growth  rates.  The 
fund  manager  attempts  to  en- 
hance the  index'  return  by 
selectively  oveinveighting  or 
underweighting  holdings  to 
take  advantage  of  pricing  dis- 


Web.  Even  if  yni 
not  interested  i 
the  funds,  the  Web  site  i  f 
must-visit.  The  investm<i1 
education  material  is  tu- 
notch,  and  it  inchuiS 
primers  and  scholarly  all- 
eles. What  else  would  >i 
expect  from  an  institutr 
that  caters  to  profi- 
sors?   Jeffrey  M.  Laderyrkt 


Two  Honored  for  Achievements 

Building  Partnerships  Between 
Business  and  Conservation 

Union  Camp  Corporation  and  The  Conservation  Fund  are  proud  to  recognize  the  special  people  who  help  strike  a  balance 

between  economic  growth  and  environmental  quality.  We  do  so  through  two  annual  award  programs  — 
The  Alexander  Calder  Conservation  Award  and  the  Gene  Cartledge  Award  for  Excellence  in  Environmental  Education. 
We're  pleased  to  present  this  year's  winners,  who  each  receive  a  $10,000  grant  from  Union  Camp. 


i\  McHenry 


:  Calder  Award 
labas  McHenry  is  being  honored 
is  remarkable  accomplishments  in  New  York  and 
Jersey.  As  president  of  the  Pahsades  Interstate  Park 
mission,  he  helped  spearhead  the  drive  to  protect  one 
I  Northeast  s  most  beautiful  areas  —  the  Sterling 
;t.  In  fact,  his  legacy  runs  from  New  York  City  all  the 
jp  the  Hudson  to  Albany.  The  Hudson  River 
nway  Council  —  which  our  winner  founded  and  cur- 
/  chairs  —  brings  together  communities  from 
lattan  to  Albany  in  partnerships  that  protect  natural 
irces  while  promoting  compatible  economic  develop- 
.  Congratulations  to  Barney  McHenry,  winner  of  our 
Alexander  Calder  Conservation  Award. 


The  Cartledge  Award 
Gracelynn  Johnson,  a  science  teacher  at 
Camden  High  school  in  Camden,  New  Jersey,  is  the  1 998 
Cartledge  Award  winner.  She  created  and  directs  an  envi- 
ronmental education  curriculum  that  helps  her  students 
learn  first-hand  about  the  importance  of  balancing  envi- 
ronmental stewardship  with  economic  growth.  In  one  pro- 
ject, her  students  evaluated  a  nearby  Superfund  site  and 
put  together  a  plan  to  restore  the  site  to  productive  use.  In 
a  second  project,  Ms.  Johnson's  students  studied  the  near- 
by Cooper  River  and  learned  along  the  way  how  a  clean 
environment  is  vital  to  a  healthy  economy.  We  salute 

  Gracelynn  Johnson  for  being  the  tremendous 

teacher  that  she  is. 


Union  Camp 


the  conservation  fund 


For  additional  mlonnjlion  call  (703)  683-2996  or  (973)  628-2482 


Personal  Business 


NOW  TALK 

IS  REALLY  CHEAP 


Janice  Martin  re- 
members when  she'd 
time  her  chats  with 
her  family  back 

in  her  native  England 
to  keep  costs  in  check. 
These  days,  the  Wash- 
ington hair-salon  ad- 
ministrator is  gabbing 
with  abandon.  Her  in- 
ternational phone  bill  is 
down  33%  after  switch- 
ing to  an  AT&T  savings 
plan  in  January  "I  can 
call  home  as  cheaply  as 
if  I  were  talking  to 
CaHfomia,"  she  says. 

Martin  is  a  benefi- 
ciaiy  of  a  global  long- 
distance price  wai".  The 
piice  of  calls  abroad  from  the 
U.S.  fell  25%  in  1997,  and 
may  drop  another  20%  a  yeai- 
through  2000.  "Everyone's 
playing  the  rate  game,"  says 
John  Taylor,  senior  vice-presi- 
dent at  LCI  International  in 
McLean,  Va.,  the  seventh- 
largest  U.  S.  long-distance 
carrier. 

SLEW  OF  RIVALS.  Behind  the 
rate  war  is  a  big  dechne  in 
the  settlement  fees  overseas 
phone  companies  charge  U.  S. 
countei-parts  to  connect  calls. 
Meanwhile,  deregulation  in 
the  U.  S.  has  allowed  thou- 


sands of  long-distance  carri- 
ers and  resellers  into  the 
business,  prompting  fierce 
competition. 

While  you  may  find  slight- 
ly better  prices  with  tiny 


with  the  basic  rates  of  $1.10 
to  $1.52. 

Each  of  the  Big  Three's 
plans  has  a  virinkle  or  two 
that  makes  comparison  shop- 
ping worthwhile.  Sprint 
Sense  International  discounts 
off-peak  calls.  So  if  you're 
willing  to  wait  until  Sundays 
to  dial  Britain,  say,  you'd  pay 
10^  a  minute,  against  12<2 
anytime  with  at&t  and  MCi. 
If  you're  a  traveler,  you 
might  like  MCl  One  Interna- 


Dialing  Overseas 


BASIC  RATES* 

PER  MINUTE 

DISCOUNT  RATES** 

PER  MINUTE 

BRITAIN 

$0.83  to  $1.14 

$0.10  to  $0.25 

CANADA 

0.31  to  0.61 

0.05  to  0.15 

GERMANY 

0.86  to  1.31 

0.30  to  0.70 

JAPAN 

1.10  to  1.52 

0.40  to  0.77 

MEXICO 

0.23  to  1.05 

0.17  to  0.57 

•AT&T 

**  Based  on  international  plans  ottered  by  AT&T,  MCI,  and  Sprint 

DATA:  AT&T.  MCI  COMMUNICATIONS  CORP  .  SPRINT  CORP 


niche  resellers,  the  telecom 
giants  offer  similar  rates  and 
attractive  options,  at&t,  mci, 
and  Sprint  each  charge  $3  a 
month  to  sign  on  to  their  in- 
ternational call- 
ing plans  (table). 
But  per-minute  rates  in  these 
progi-ams  are  so  much  lower 
than  the  carriers'  basic  rates 
that  you  should  consider  sign- 
ing up  if  you  make  more  than 
a  couple  of  overseas  calls  a 
month.  Under  at&t's  One 
Rate  International  Plan,  a  caU 
to  Japan  ft-om  the  U.  S.  costs 
48(2  per  minute,  compared 


CALLING 


tional.  MCI  guarantees  you 
the  plan's  low  rates  even 
when  you  use  your  calling 
card  in  the  U.S.  or  abroad 
or  call  collect,  mci  rates  apply 
24  hours  a  day, 
too,  so  you'd 
save  money  with  this  plan 
over  Sprint  if  you  make  most 
calls  .during  peak  hom-s. 

AT&T  offers  several  pro- 
grams. In  January,  the  com- 
pany introduced  its  $4.95 
monthly  Easy  Reach  500 
plan.  You  set  up  a  number 
with  a  500  area  code,  and 
calls  can  be  forwarded  to  you 


1 

around  the  globe.  If  calkg 
charge  the  call  to  your  t 
number,  or  if  you  use  it 
phone  home  from  abroad,  j 
pay  low  rates,  at&t  has  a 
started  an  Internet  billi 
service.  One  Rate  Onlii 
Right  now,  it  only  off( 
cheap  domestic  calls.  But 
expected  to  go  intematioi 
by    summer.  Register 
www.att.com. 

Smaller  earners  may  of 
better  deals  than  the  majc 
LCI,  which  does 
charge  a  monthly  f 
guarantees  its  low 
intemational  prices 
all  users.  It  also  b 
calls  in  seconds,  i 
minutes,  to  shs 
more  off  your  t 
Other  carriers  adv 
tise  low  rates,  but 
sure  the  savings  •< 
significant.  Sometin 
they  forgo  servii 
such  as  foreign-li 
guage  operators. 
Even  with  all  1 
new  discount  plans,  some 
ternational  calls  rem; 
pricey.  It  costs  $3.31 
minute  to  dial  North  Koi 
under  at&t's  internatio 
plan,  and  that's  about  $2  1 
than  the  basic  rate.  St 
phone  price  gouging  will 
the  exception  as  most  of ' 
world  moves  toward  dere 
lation  and  lower  settlem 
fees.  "Rates  vrill  continue 
come  down,"  says  Peter  H 
den,  AT&T's  director  of  glo 
consumer  marketing.  Thi 
good  news  for  long-distai 
dialers.     Mary  Beth  Rec, 


WORTH  NOTING 


Interactive  Roth  iRA  worksheets  are 
popping  up  on  the  Net.  They  can  help 
you  determine  whether  to  convert  an 
existing  ira  to  a  Roth,  which  is  fund- 
ed with  after-tax  dollars,  but  whose 
distributions  are  tax-free.  Using  a 
hypothetical  conversion,  we  evaluat- 
ed several.  For  more  details,  go  to 
wvm.businessweek.com/today.htm  or 
AOL,  keyword:  bw  Daily. 
■  VANGUARD  GROUP  (www. 
vang-uard.com).  Our  favorite.  To  the 
impatient,  this  site  may  seem  tedious: 
The  footnotes  and  explanations  go  on 
and  on.  But  you  won't  come  away 


ignorant  of  the  issues.  And  it  lets  you 
adjust  the  results  for  some  subtle  tax 
liabilities  others  ignore. 

■  FIDELITY  INVESTMENTS  (personall2. 
fidelity.com/retirement).  The  site  has 
sufficient  explanations,  a  way  of  look- 
ing at  investment  outcomes  in  both 
nominal  and  inflation-adjusted  dol- 
lars, plus  the  freedom  to  set  your  tax 
rate  as  high  as  60% — good  when  con- 
sidering state  taxes. 

■  CHARLES  SCHWAB  (wvm.schwab. 
com).  SMrifter  than  Fidelity's,  it  also 
had  annoying  features.  For  example, 
it  gives  you  only  six  preset  choices  on 


the  expected  return  on  your  invest- 
ment, ranging  from  7.8%  to  12.9%  a 
year. 

■  STRONG  FUNDS  (www.strong- 
funds.com).  It's  quick  and  straightfo 
ward.  But  this  calculator  doesn't 
account  for  the  investment  gains  yoi 
would  forgo  by  paying  the  conversio 
tax  with  money  outside  of  your  ira. 

■  T.  ROWE  PRICE  (www.troweprice. 
com).This  site  was  the  most  sophisti 
cated.  Especially  helpful:  You  can  se 
the  number  of  years  over  which  you 
would  liquidate  an  account. 

Robert  Bark 
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Gateway  2000 

www.gateway.coni 

GE  Information  Services 

ww\v.  geis.com 

General  Motors 

www.gm.com 

General  Motors-OnStar 

www.onstar.com 

GTE 

www.gte.com 
Hammermill 

www.hammermillpaper.com 

Hewlett-Packard 

www.hp.com 

Hitachi 

www.hitachi.com 
Honda 

www.honda.com 

Hyatt  Hotels  Corporation 

www.hyatt.com 

Hyperion  Software 

www.hysoft.com 
IBM 

www.ibm.com 
Iomega 

www.iomega.com 
International  Paper 
www.ipaper.com 
JBA  International 
www.jbaintl.com 
Lawson  Software 
www.Lawson.com 
Lexus 

www.lexususa.com 
Lincoln-Mercury 
www.lincolnmercury.com 
Lotus 

www.lotus.com 
Lucent  Technologies 

www.lucent.com 
MCI 

www.mci.com 

Mercedes-Benz 

www.usa.mercedes-benz.com 

Merrill  Lynch 

www.ml.com/ 

Microsoft 

www.  microsoft.com/ 
Mississippi  Power 

www.  mspower.com/ ecodev 


MITA 

Savin 

www.mita.com 

www.sales@savin.com 

Network  Associates 

Charles  Schwab 

www.nai.com 

www.schwab.com 

NCR 

Sharp 

www.ncr.com 

www.sharp-usa.com/' 

Norfolk  Southern 

Siemens  Corporation 

www.n.scorp.com 

www.siemens.com 

Nortel 

Siemens  Microelectronics 

www.nortel.com 

www.smi.siemens.com 

Northwest  Airlines 

Sprint 

www.nwa.com 

www.sprint.com 

Novartis 

Sun  Microsystems 

www.novartis.com 

www.sun.com 

Okidata 

Symbios  Logic 

www.okidata.com 

www.symbios.com/bw.htm 

OnStar 

Tivoli 

www.onstar.com 

www.tivoli.com 

OPEL 

Toshiba  America 

www.opel.com 

Information  Systems 

The  Panasonic  Personal 

computers.toshiba.com 

Computer  Company 

Toyota  in  America 

www.panasonic.com/ruggedpc 

www.tovota.com/usa 

PeopleSoft 

Toyota  Motors 

www.peoplesoft.com 

www.toyota.com 

Praxair 

T.  Rowe  Price 

www.praxair.com 

www.troweprice.com 

PSINet 

United  Technologies 

www.psi.net/ 

www.utc.com 

Republic  National  Bank 

UPS 

www.rnb.com 

www.ups.com 

Ricoh  Corporation 

US  Airways 

www.ricoh.com 

www.usairways.com 

Roberts  Express,  Inc. 

UUNET  Technologies 

www.roberts.com 

www.uu.net 

Royal  Insurance 

Visio 

www.royal-usa.com 

vww.visio.comp 

SAP 

Vizio 

www.sap.com 

www.vizio.com 

SAS  Institute 

Xerox 

www.sas.com/ 

www.xerox.coni 

BusinessWeek 


www.businessweek.com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPUCE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 


Menswear/Apparei 


FREE  LOGO!  FREE  EMBROIDERY! 

^^^^^^^^^1^  Embroidered  Denim  Shirts  as  Low  As 

^^^^^^^^HV  (Order  as  lew  as  6  shirts  for  $1 74.00) 

^^^^^^^^^  FREE  Catalog 

^^^^^^^^^^  Caps,  Jackets  Sport  Shirts  &  More 

j^^^HB 800-670-3050  Fax  m)  m-m 

$18-95 

Corporate  Gifts/Premiums 


Your  Logo 
Custom 
Kmbroidered 


Call  or  Fax  Now  For  A 
Complete  Buyers  Guide 
On  Corporate  Wearables 

Ph.  800-231-3440 
Fax  215-969-3433 


Corporate  Gifts/Premiums 


Inexpensive  Corporate  Giveaways 
ttiat  REALLY  work -don't  get 
thrown  away! 


Custom  Designed  Leather  Bookmarks 

Clients  love  them  and  are  constantly 
reminded  of  YQJJ  Visit  our  Web  Site 
www  leattierbookmarks  com 
OR 

Send  us  yojr  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  free  of  ctiarge. 
AMEROPEAN  CORPORATION 

7  Corporate  Dr ,  109C,  North  Haven,  CT  06473 
Tel  203  239-0448       Fax  203  234-8820 


This  is 
AME 


YOU'RE  ALLOWED  TO 
SHOP  FOR  200  PEN  SETS 
AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMART 

http://www.promomart.com/bw 

Your  impnnted  business  gift  cyberstore, 

Ent«r  tlia  moirtlily  drawing 
for  $1,000  In  free  stuff  I 

I   Visit  www.promomart.com/bw 

L.  ^  


Menswear/Apparei 


MEN^  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  -  High  guality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55C  Hingham,  fVlA  02043 
1-800-992-wiDE  www  wideshoes.com 


Internet  Products 


...finally,  an  Internet  Solution 
that  works  for  your  business 

•  Use  our  Product  to  Connect  Your 
Entire  Business  w/  one  $  1 9  95 
Internet  access  account  S  one  dial 
up  or  dedicated  line 

•  Increased  speed  of  Connections  for 
all  Can  worl^  w/  or  replace  a  Router 

•  Absolute  Secunty  witti  our  built-in 
Firewall 

NetWolAAes 

www  NetWolves  Com 

call  for  Free  Brochure  888-NetWolves 


Corporate  Gifts 


Logo  Tattoos! 


WWW 


Business  Opportunities 


CONSL  M  AN  I  S 


laternational  firm  expaading  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  tiigh  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB803 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


Internet  Services 


Save  Money  &  Make  Money 
On  The  Web 

©dVenlure  is  the  largest  buyer  and  seller 
of  Internet  Advertising  in  the  U  S  We  con  plote 
your  ods  on  the  right  sites,  (oil  Elizobeth  Block  at 
212-655-5203,  We  can  sell  your  site  to  increose 
profits  Coll  Andrew  Wogner  ol  212-655-5129 


Franchising 


Franchise 

your  business! 

Call  for  information  on  franchising  and 
"Franchise  Your  BusinessI"  seminars 
scheduled  throughout  the  country. 

FrancofP' 

SpaclMlltli  In  Franchltt  Davalopmgnl 

1-aOO-FRANCHISE  (1-800-372-6244) , 


Home  Furnishings 


r     Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HOMSWAY  FURNrrURE  COMRANr 
P.O.  Box  1 548,  Mt.  Airy,  NC  27030 
^  |800|  334-9094  (336)  786-6151 


Arrange  Business  Loans  a) 
Equipment Leasesiiom  SI.OOC) 
$10  million.  No  co-brokering  Wc^ 
directly  w/National  Lende  ,| 
Unlimited  earnings  potential  a 
residual  income.  ■!,! 
COLOR  brochure  and  FREeE 
computer  disk  EHi 

CALL  1-800-336-39^ 

.  The  Loan  Consultanls,  Inc 


"Invitation  for 
Global  Citizenship 

www.networktool.cofT 

Ph/Fax  NAmerica 

1-305-418-7368 


Business  Opportunities 


MADE  OVER  $1,000,01 
LAST  YEAR...  I 


in  a  zero  stress,  relaxed,  ideak 
lifestyle,  simple,  tiome-based  businal 
Now  I  want  to  teacti  2  hiigfily  ^ 
motivated  persons  in  your  area  rr'' 
turn-key  system  Call  my 


24  Hr.  Hotline  800-367-3 


f  $350K  Potential  Annually^ 

H0t\1E-BASED  BUSINESS 

Getting  4  Pre-Qualified  Leads  Per  D 
One-time  start-up  less  ttnan  $10K 
Rapid  ROI  -  $75K  possible  first  fe\ 
monttis  Break-tlirougfi  product. 
Work  from  ptione,  fax 
Complete  training.  Not  MLfvl. 

FREEDOM  ASSOCIATES 
V  1-800-432-0018X5257 


YOUR  LAST  PHONE  CAL 


Been  looking  for  a  businet 
opportunity?  Having  a  haji 
time  finding  a  legitime^ 
business?  Make  one  more  calL 


1-800-601-7200! 


Telecommunications  Services 


^old  it 

C£__SYSTEMS 


Before  you  lose  another 
customer  or  sale....  Hold  I 

1-800-236-4058 


16  years  of  providing  the  best  comijarues  with  the  best  mes.s<i>. 
on  liold  seivioe  in  the  world.  Hold  It  Systems... It  may  be  tt 
most  efifective  maiteting  tool  you'll  ever  have. 


FOR  AD  RATES  AND  INFDRMATIDN 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Business  Services 


NESS  PLANS  1 

INCORPORATE 
BY  PHONE!  'S 

zed  Business  Plans  For 
I     •  Venture  Capital 
Private  Loans 
by  Corporate  Attorney 

)0-963-2453 

all  for  quotations 

For  as  little  as  $39  plus  state  fees 
we  will  form  your  Corporation  or  LLC 
in  any  state.  Last  year  our  compa- 
nies incorporated  over  100,000 
businesses.  We  specialize  in 
assisting  first-time  incorporators. 

In  as  little  as  5  minutes  over 
the  phone  we'll  take  your  order  and 
in  most  states  you  will  be  incorpo- 
rated in  just  24-48  hours.  No  forms 
to  fill  out,  we  do  all  the  work! 

Call  now  to  set  up  your  company 
or  get  our  free  guide  to  incorpo- 
rating today! 

800-877-4224 

302-998-0598  •  FAX  302-998-7078 
www.corporote.com  •  CompuServe:  GO  INC 
Email:  infoOcorporote.com 

CORPORATE  AGENTS,  INC. 

Since  1899 

ecome  An 
FFSHORE 
IMANCIAL 
LDVISOR 

figure  potential 
S)  8S3-1  944 

CORPORHTE 

:E  Information 

U.S.  Stales  and  Offshore 

)rney  owned  and  operated 

00-672-9110 

.ci^rpcreations.com 

IRDEMRRK 

ARCH  REPORTS 

ADEMIC  TOPICS  AVAILABLE!  | 

for  the  290  page  catalog.  1 
wiilien  lepofts  also  availsble  \ 
SEARCH  ASSISTANCE  , 
322  laaho  Ave .  #2066F  ' 
03  Angeles,  CA  90025  | 
EE  HOTLINE:  800-351-0222  . 

1  SAVE  30%  to  50% 

3-TO-A-PAGE 

Business  Checks 

Laser/InkJet 

Computer  Checks 

(  .ill  for  .1  FRI-.l'  bnicluirc 

1-800-239-4087 

Designer  Checks 

www  dcsignerchecks  com 

rw.research-assistance.com  1 

OFFSHORE  1 

>RPORATIONS  1 

ion,  Privacy,  Tax-Free 
!es,  Bank  Accts,  Credit  Cards 
"ices:  Las  Vegas  -  Nassau 
te  Fees,  Nevada  Corps.  $95 

BYPIIONF.   FREE  INFO  ■ 

>0-997-2550  1 

1  100%  SATISFAGION  GUARANTEED  1 

Computer  Equipment 


zure  Only  The  Computers 
You  Want  To  Keep! 


■W.  Inc.  IS  a  leader  in  computer  secunty, 
le  highest  quality  and  the  largest 
1  of  products  to  suit  your  needs.  Our 
jr  secunty  staff  is  ready  to  assist  you  in 
/our  problem  !o  minimize  your  nsk. 


They  can  suggest  an  existing  package,  or 
assemble  a  special  package  |ust  lor  you. 

Secur0  your: 
'Notebooks     »  Internal  Boards     »  CD  Rams 

•  Desktops      •  Disk  Drim        •  fit 

•  Feripherols 


a  FREE  consultation,  or  a  FREE  catalog...Catt  Today! 
800 -451 -7592  Dept.  BW 


8%/efiiurt,  fo5ltajmeiirfo»,AM  0IO?8  US/1  Phone  4I3S2S-7039  fox  4IJ-525-J 
Dealer  inquiries  invited  •  MosteKord  ocrepted 


Education/Instruction 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bactielors  Masters  Doctors 

Ennphasis  in;  Business  Admin.  Public  Admin. 
Health  Care  Admin,  Human  Resources, 
Finance,  Int'l  Business,  Tech  Mgmt.  Law, 
Paralegal.  Psychology,  Computer  Science, 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
Souttiern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92705 


Education/Instruction 


MBA  BY  Distance  Learning 

fVlajor  British  university  offers  accredited  tvlBA,  no 
Bacfielor's  or  GMAT  needed.  Chosen  by  Economist 
Intelligence  Unit  as  one  of  world's  best  MBk  programs 

HERIOT-WATT  UNIVERSITi'  ,  (800)  MBA-0707 
North  American  Oisfnbular  I  'i»  Ask  for  ext  20 
6921  Stockton  St,  Suite  2.  El  Cerrito,  CA  94530 
For  immediate  FaxBack  literature:  from  your 
fax  mactilne's  plione,  call  (510)  486-8900, 


Pubiisliing  Services 


Publish  Your  Book 

y.*)  year  tradition  ot  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  bootis  of  all  types.  For 
free  Author's  Guide  wide  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  l-H()()-(i9,5-9.';y9 


"It's  great  to  have  that  flexibility 

to  go  to  class  when  it's  most 
convenient.  I  also  really  enjoy  the 
class  because  I'm  learning  things 
I  can  apply  to  my  work." 

Ron  L.  Wllllami  -  Applied  Uilsnals.  Inc 

Award  Winning  Distance  Education 

MBA  or  MS  Degrees 

Call  303-333-4224 


UNIVERSITY 

Accredited  by  the 
Distance 
Education  &  Training 
Council 


501  S.  Cherry  Si  , 
Office  350  Dept  Tl, 
Denver,  CO  80222 

1  800-441-4746 
Fax  (303)  336-1144 
Admissions  @lsimuedu 


Earn  Your  Collecr  Decree  At  HoMh 

•  ACCREDITED  B  S  ,  M  S.,  AND  MBA 

•  Business  Administralion.  Finance,  Accounting,  MIS,  Health 
Care  Admin  Envnonmenial  Science/Siudies/Mgmni . 
Psvchology.  Paralegal  Studies  &  Criminal  Juslic? 

•  Approved  by  major  companies 

FREE  CATALOG 
1-800-767  CHAD  oi 
www.chadwick.edu 


I  I ISJ I  V  I  R  S  I  I  • 


Computer  Software 


http://www. 


datamining.com 


Automatically  Find 
Unexpected  Patterns  in 
Large  Databases 


Computer  Equipment 


AS/400 
Buy  ■  Sail  ■  Trade 

9402  Memory  Upgrades 

9406         Disks  Downgrades 
Servers      Tapes  Takeouts 
Only  IBM  Maintenance  Eligible 

Hardware  Worldwide 
us400inf3650  f^amon  Rd  -l^anecu,  GA  30066 
Phone  (7701  928-3442  •  Fax  1770)  592-6754 
e-maii  wholesale<S'us400  com  •  Wetj  www  us400  corn 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colnrprn       Draff  /  Master 
DeskJet        Drn/lpni  DesignJet 
Electrostatic  Plotters  Ruggedwntcr 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  8ox  131269  Birmingtiam,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1108 
800/638-4833  •  E-mail  sales@dasher  com 


Boarding/Prep  Sctiools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 
•  Grades  7/12,  full  accredited,  small  classes, 
Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

■  Full  athletic  program 

-  Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 

■  www  cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


COURAGE 


PASSION 


PRESSURE 


Mmu  envy. 


FINALLY,  A  BUSINESS  NEWS  S HO 
THAT  FEELS  LIKE  BUSINESS. 


Stories  of  immense  power,  fortune  and  risk.  Stories  brought  to  life  like  never 
before  -  from  the  perspective  of  the  people  behind  them.  Join  host  Sheilah 
Kast  for  TV's  most  compelling,  in-depth  business  news  analysis.  Watch  for 
"This  Week  in  Business"  on  public  television. 


Produced  by  WETA/Washington,  D.C.,  in  association  with  BUSjllBSSWBC] 


isiness  Week  Index 


DUCTION  INDEX 


ange  truiti  Idst  week;  0,4% 
ange  trom  lant  yean  4,7% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Feb,  28^131,1 
1992*100 


Mar  July  Nov  Feb, 

1997  1997  1997  1998 

index  IS  a  4-week  moving  average 

iduction  index  continued  to  slip  in  the  week  ended  Feb,  28,  Ttie  unaveraged 
ISO  fell,  from  a  revised  Feb.  21  figure  of  131,6,  to  130,3,  Ttie  monttily  index 
ruary  was  131,1,  down  1,5%  from  133,1  in  January,  Continued  rain  and  mud 
n  Southern  California  as  well  as  heavy  winds  and  snow  in  the  Powder  River 
:aused  large  declines  in  rail-freight  traffic  and  coal  output.  Steel,  autos,  and 
production  were  also  down.  Trucks,  oil,  and  lumber  output  posted  small  gams. 

ction  index  copyright  1998  by  The  McGraw-HiH  Companies 


STEEL  (3/7)  thous.  of  net  tons 

LATEST 
WEEK 

2,216 

WEEK 
AGO 

2.294# 

YEARLY 
%  CHG 

3.8 

AUTOS  (3/7)  units 

108,661 

111.103r# 

-17.8 

TRUCKS  (3/7)  units 

150,850 

146,859r# 

7.8 

ELECTRIC  POWER  (3/7)  millions  of  kilowatt-hrs. 

61.959 

61,327# 

2.6 

CRUDE-OIL  REFINING  (3/7)  thous  of  bbl  /day 

14.548 

13.847# 

7.1 

COAL  (2/28)  thous.  of  net  tons 

20.065# 

22,663 

-9.1 

LUMBER  (2/28)  nnilhons  of  ft. 

494. 7# 

481.8 

2.6 

RAIL  FREIGHT  (2/28)  billions  of  ton-miles 

25. 5# 

27.4 

-2.6 

Sources:  American  Iron  &  Stee!  Institute.  Ward's  Al 
Institute,  American  Petroleum  Institute,  Energy  Dept., 
American  Railroads 


tomotive  Reports.  Edison  Electric 
WWPAi,  SFPA2,  Association  of 


PRICES 


GOLD  (3/11)  $/troy  oz. 


LATEST 
WEEK 


WEEK 
AGO 


294,100  296,750 


YEARLY 
%  CHG 

^16,3 


DING  INDICATORS 

STEEL  SCRAP  (3/3)  #1  heavy,  $/ton 

135.50 

140,50 

-2,9 

LATEST 
WEEK 

1055,69 

WEEK 
AGO 

1049,34 

YEARLY 
%  CHG 

31,1 

COPPER  (3/6)  e/ib. 

81.8 

77,7 

-31,0 

[  PRICES  (3/6)  S&P  500 

ALUMINUM  (3/5)  e/ib 

70.0 

68.8 

-14,1 

IRATE  BOND  YIELD.  Aaa  (3/6) 

6,81%  6,71% 

-8,8 

COTTON  (3/5)  strict  low  middling  1-1/16  in,. 

e/lb.  66.10 

53.55 

-7.7 

TRIAL  MATERIALS  PRICES  (3/6) 

95,9 

95,4 

-11,4 

OIL  (3/10)  $/bbl. 

14.00 

15.12 

-29.1 

1  SUPPLY,  M2  (2/23)  billions 

$4,105,8 

$4.090,9r 

5,5 

CRB  FOODSTUFFS  (3/10)  1957=100 

224.83 

221.71 

-9.2 

L  CLAIMS.  UNEMPLOYMENT  (2/28)  thous 

304 

320 

-2,6 

CRB  RAW  INDUSTRIALS  (3/10)  1967=100 

302.51 

302.85 

-11.4 

SAGE  APPLICATIONS.  PURCHASE  (3/6) 

221.1 

217,3 

25.6 

Sources:  London  Wednesday  final  setting,  Chica 
market,  NYMEX,  Commodity  Research  Bureau 

;o  market,  Metals 

Week,  fyiemphis 

SAGE  APPLICATIONS.  REFINANCE  (3/6) 

1,403,4 

1.526,1 

252,0 

■S:  Standard  &  Poor's,  IVIoody's,  Journal  of  Commerce  (Index:  1990=100), 
Reserve,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index:  [ylarch  16.  1990=100) 


:REST  RATES  1 

LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

AL  FUNDS  (3/10) 

5.44% 

5.51% 

5.21% 

ERCIAL  PAPER  (3/10)  3-month 

5.49 

5.45 

5.45 

FICATES  OF  DEPOSIT  (3/1 1)  3  month 

5.58 

5.59 

5.44 

MORTGAGE  (3/5)  30-year 

7.28 

7.22 

7.97 

iTABLE  MORTGAGE  (3/6)  one  year 

5.78 

5.76 

5.78 

(3/6) 

8.50 

8.50 

8.25 

FOREIGN  EXCHANGE 


JAPANESE  YEN  (3/1 1) 


LATEST      WEEK  YEAR 
WEEK        AGO  AGO 

129.14     125.75  122.43 


:S:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


GERMAN  MARK  (3/1 1) 

1,83 

1,82 

1.70 

BRITISH  POUND  (3/11) 

1,65 

1,65 

1.60 

FRENCH  FRANC  (3/1 1) 

6,14 

5.10 

5.73 

ITALIAN  LIRA  (3/11) 

1803,5 

1790.7 

1693.0 

CANADIAN  DOLLAR  (3/1 1) 

1,41 

1.42 

1.35 

MEXICAN  PESO  (S/lD 

8,660 

8.581 

7.975 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/11) 

109,9 

109.3 

104.8 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S.  dollar, 
ex.cept  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J.P  Morgan 


jata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ant.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


PHE  WEEK  AHEAD 


m  STARTS 

K  Mar.  17,  8:30  a.m. est^  Builders 
)ected  to  have  broken  ground  on  new 
family  and  multi-unit  housing  in  Feb- 
,t  an  annual  rate  of  1.55  million, 
on  the  median  forecast  of  econo- 
surveyed  by  Standard  &  Poor's  mms, 
The  McGravv/-Hill  Companies,  Starts 
jary  totaled  1.53  million, 

FRIAL  PRODUCTION 

ly,  Mar.  17,  9:15  a.m. est^  February 
at  factories,  utilities,  and  mines  is 
ed  to  have  risen  0,2%,  says  the  s&p 
irvey.  January  production  was 
iged.  The  capacity  utilization  rate 
ell  to  82,9%  from  83%. 


BEIGE  BOOK 

Wednesday,  Mar  18,  2  p.m.Esr^  The  Federal 
Reserve  will  release  its  summary  of  economic 
conditions  in  the  12  Fed  districts.  The  financial 
markets  will  be  focused  on  effects  of  the  Asian 
crisis  and  tight  labor  markets.  The  report  is  pre- 
pared for  use  at  the  Mar.  31  policy  meeting. 

CONSUMER  PRICE  INDEX 

Thursday,  Mar  19,  8:30  a.m. est^  Con- 
sumer prices  are  expected  to  have  risen  in 
February  by  0.1%,  based  on  the  s&p  mms 
survey.  That  would  follow  January's 
unchanged  reading.  Excluding  energy  and 
food,  the  core  index  is  projected  to  have 
increased  by  0.2%,  the  same  as  in 
January. 


INTERNATIONAL  TRADE 

Thursday,  Mar  19,  S.-30  a.m.fsr  ►  The 
January  trade  deficit  for  goods  and  services 
is  expected  to  have  widened  to  $11.3  bil- 
lion, says  the  median  forecast  from  the  s&p 
MMS  survey,  from  December's  gap  of  $10.8 
billion.  Exports  are  expected  to  have 
declined,  while  imports  are  projected  to 
have  increased. 

FEDERAL  BUDGET 

Friday,  Mar.  20,  2  p.m.EST^  The  February 
federal  budget  is  expected  to  have  been  in 
deficit  by  $39  billion,  according  to  the  s&p 
MMS  survey.  That  would  be  less  than  the 
$44  billion  deficit  posted  in  February  of 
last  year. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


<--- 


Monday 

Richard  Holler  of  the 
Association  of  Shareware 
Professionals  tells  how  to 
get  the  best  software  cheap, 
or  even  free.  Mar.  16 
8  p.m.  EST  in  the 
BW  Enterprise  Chat  Room 


-  r  1 


I 

I 

I 

J  Thursday 

H  Buy,  sell,  or  hold  tech  stocks? 
™  Kevin  Landis  of  ace  performer 
Technology  Value  Fund  gives 
us  the  word.  Mar.  19 
9  p.m.  EST  in  BW  Online's 
Conference  Room 

B-Schools 

If  you're  in  the  market  for  an 
MBA,  BW  Online  has  students 
from  the  best  schools  poised 
for  your  questions. 
Mar.  17:  UCLA  (Anderson) 
Mar  19:  Carnegie  Mellon 
8  p.m.  EST  in  the 
BW  Online  Chat  Room 

AOL  keyword:  BWTalk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event- 

A 

A  M  E  Ril^C  A 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stoiy  or 
feature  with  a  significant  reference  to  a  company 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A&W  Restaurants  58 
Abbott  Laboratories  (ABT)  81 
Acer  28 

Advanced  Micro  Devices  (ADM)  28 
Advance  Publications  70 
Alcon  Laboratories  90 
Alliance  Capital  Management  100 
Allied  Irish  Banks  100 
Allied  Plastics  58 
Amazon.com  98 
American  Bankers  Insurance 
Group  80 

American  Express  (AXP)  98 
American  Home  Products 
(AHP)  81 

American  International  Group 
(AIG)  4, 80 

America  Online  (AOL)  34, 70 
America's  Community  Bankers  10 
Anheuser-Buscti  (BUD)  112 
AOL/PrimeHost  (AOL)  81 
Apple  Computer  (AAPL)  28 
AST  Research  28 
AT&T(D  4,98,104 
Atlantic  Pharmaceuticals  90 
Aunemma  Consulting  GrDup  98 
AvantGo  20 
Avis  80 

B 


Banc  One  98 
Banco  Portuguese  de 
Investimento  100 
Banque  Nationale  de  Paris  100 
Barclays  55 
Barnett  Banks  74 
Bear  Stearns  (BSC)  86 
Boeing  (BA)  35, 112 
Bonds  Plus  102 
BoozAllenS  Hamilton  98 
Borders  (BGP)  41 
Burger  King  58 


Cable  &  Wireless  (CWP)  42 
Canal  Plus  55 
Carnival  (CCD  6 
CBS  64 
Cendant  80 
Century  21  80 
Charles  Schwab  104 
CIGNA  (CI)  4 
Citibank  (CCD  74,  98 
Cityflyer  Express  50 
Clark  Matenal  Handling  46 
Coca-Cola  (KG)  58 
Collagenesis  90 

Compagnie  Generate  des  Eaux  55 
Compaq  Computer  (CPQ)  4, 28, 
112 

Compass  100 
Computer  Intelligence  28 
Consolidated  Cigar  42 
CnreStates  Financial  (CFL)  74 
Cox  Enterprises  70 
Credito  Italiano  100 
Crum  &  Forster  42 
Gryopreservation  Technologies  55 
Gyberian  Outpost  98 


Daewoo  Securities  46 
Dayton  Hudson  (DH)  88 
DDB  Needham  Worldwide  58 
Dell  Computer  (DELL)  21,28 
Delta  Air  Lines  (DAL)  98 
Dieste  68 

Digital  Equipment  (DEC)  4,112 

Dillard's  (DOS)  86 

DMG  Technology  Group  28 


Dun  &  Bradstreet  (DNB)  81 


8x8  28 
Eckerd  86,  88 
Elcoteq  Network  50 
ESPN  70 
Euro-Med  50 
Excite  28, 70 
Exxon  92 


Fairfax  Financial  42 
Federal  Express  (FDX)  21 
Federated  Depalment  Stores 
(ED)  86 

Fidelity  Investments  104 

First  Union  (FTU)  74 

First  USA  98 

Fisher-Pnce  28 

Ford  (F)  38, 46, 58 

Forrester  Research  (FORR)  28, 30 

Furman  Selz  38 


Gannett  70 
Gap  58 

Gartner  Group  (GART)  74 
Gemplus  50 

General  Motors  (GM)  38,41,42 
GE  Rewards  (GE)  98 
Getronics  100 
GoAmenca  20 
Gramercy  Capital 
Management  10 
Greyhound  41 
GTE  (GTE)  35,  81 

H 


Hambrecht  &  Quist  81 
Havas  55 
Hearst  70 
Hertz  98 

Hewlett-Packard  (HP)  4, 20,  28 
Hilton  98 
HOK  Sport  58 
Home  Box  Office  70 
Home  Shopping  Network  42 
Huntington  Bancshanes 
(HBAN)  74 


IBM  (IBM)  28 
ING  Group  100 

Institute  Nacional  Assuranz  101 
Intel  (INTO  28, 46 
Interbrand  58 
International  Data  28 
International  Equity  Fund  102 
lONA  Technologies  50 
IP  Strategies  50 
Irish  Investment  Fund  100 
ITTdm  35 

IXC  Communications  10 


Jardine  Fleming  48 

J  C  Penney  UCP)  86, 88 

J-D  Power  98 

Johnson  Controls  OCI)  41 

J.P  Morgan  (JPM)  81 

JP  Systems  20 

J  Walter  Thompson  58 

K 


Kentucky  Fned  Chicken  58 
King  World  Productions  64 
Kleiner  Perkins  70 
Kmart  (KM)  86 
Knight-Ridder  70 
Kraft  Foods  58 


LCI  Interantional  (LCI)  104 
LCI  International  10 
Lehman  Brothers  (LEH)  24,  38, 
102 

Lehrman  Bell  Mueller  Cannon  24 

Leslie  Fay  (LES)  86 

Liz  Claiborne  (UZ)  86 

L,M.  Encsson  50 

Lockheed  Martin  (LMT)  35,112 

Lucent  Technologies  (LU)  28 

M 


Major  League  Soccer  68 

Manage  Allocation  102 

MasterCard  35 

May  Department  Stores  86 

McDonald's  (MCO)  58 

McDonnell  Douglas  112 

MCI  Communications  (MClC)  4, 

20, 35,81,104,112 
Medley  Credit  Acceptance  10 
Mercantile  Data  11)0 
Mercedes-Benz  (DAI)  58 
Memll  Lynch  (MER)  21,42,74,81 
Metricom  20 
Micron  Electronics  28 
Microsoft  (MSFT)  6,  28, 35, 42, 

70,81,112 
Mitchell  Financial  10 
Money  Store  (MONE)  74 
Morgan  Stanley  Dean  Witter 

(MWD)  98, 102 
Morningstar  (MSTR)  102 
Multicase  89 

N 


National  Semiconductor  21 
National  Steel  (NS)  81 
NationsBank  (NB)  74 
Neiman  Marcus  86 
Netscape  Communications 
(NSCP)  42 

Network  Computer  (9RCL)  42 
Network  Solutions  (NSOL)  81 
New  Century  Networtt  70 
New  Line  Cinema  64 
Newmar1(et  4 
News  Corp  (NWS)  55 
New  Yort(  Times  34,70 
NexTrend  38 
Nike  (NKE)  41 
NKK  81 
Nokia  50 

Nomura  Securities  100 

Northrop  Grumman  (NOC)  35,112 

Newest  (NOB)  74 

Novatel  Wireless  20 

Novus  98 


Office  Depot  35 
Old  Navy  58 

Oppenheimer  Securities  28 
Optex  Ophthalmologics  90 
Oracle  (ORCL)  42 


PaineWebber  (PWJ)  42 
Palm  20 

Paramount  Pictures  64 
Paul  Kagan  Associates  42 
PCMSecurites  10 
PepsiCo  (PEP)  58 
PG&E  (PCG)  42 

Philips  Electronics  (PHG)  50, 100 
Pillsbury  41 
PIMCO  100 
Porsche  58 
Portugal  Fund  100 
Procter  &  Gamble  (PG)  41 
Putnam  Investment's  Basic  Equity 
Fund  86 

Putnam's  International  Growth 
Fund  100 


Qwest  Communications  10 


Ram  Research  98 
Random  House  41 
Raytheon  (RTTJ)  35 
RealMedia  70 
Reliance  National  (RED  4 
Repsol  100 
Reuters  20 

Roper  Starch  Worldwide  58 
S 


Saks  Fifth  Avenue  86 
Samsung  Group  46 
Sanford  C.  Bernstein  28 
SAP  100 

Schroder  Wertheim  38 
Sci-Fi  Network  42 
Senior  Networ1(  58 
Senokot  58 

Service  Merchandise  58 
Siemens  50 
SkyTel  20 

Smartcode  Software  20 
SmithKline  Beecham  (SBH) 
Societe  Generate  100 
Sodexho  100 
Southern  Pacific  (UNP)  112 
SPG  Enterpnse  58 
Sprint  (FON)  81,104 
Standard  &  Poor's  (MNP)  42 
Staples  35 
Starbucks  (SBUX)  58 
Sun  Microsystems  (SUNW)  i 
Swedbank  100 
Swiss  Bank  42 


TCI  Communications  42 
TelePizza  50 
Thomson  Electronics  28 
Thrift  88 

licketmaster  Group  (TKTM) 
Times  Min'or  70 
Time  Warner  (TWX)  55 
Toshiba  28 

Town  &  Country  Farms  6 
Toyota  (TOYOY)  38 
Tribune  70 
I  Rowe  Price  104 
T  Rowe  Price  European  Stock 
Fund  100 
TWA  (TWA)  41 

U 


Ultramar  Diamond  Shamtrck 
(UOS)  42 
Union  Bank  of  Switzerland  4 
Union  Pacific  (UNP)  112 
Universal  Pictures  64 
Universal  Studios  (VO)  6 
UR  Gear  89 
USA  Investment  Managemen 
USA  Networ1(S  42 
U  S  Surgical  (USS)  81 
USWest(USW)  28 
UUNet  81 


Vanguard  Group  100, 104 
Vanguard  Group  104 
VeriSign  81 
Viacom  (VIA  B)  64 
Video  Computer  89 
Visa  35, 98 
Volkswagen  58 

W 


Wachovia  (WB)  74,98 
Wal-Mart  Stores  (WMT)  58,  ( 
Walt  Disney  (OlS)  6,55,58, 
Washington  Post  70 
WorldCom  (WCOM)  35,112 
WR,  Grace  (GRA)  89 

X 


Xerox  (XRX)  42 
Y 


Yahoo  I  (YHOO)  28,  98 
Yankelovich  Partners  58 
Y2K  10 
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/estment  Figures  of  the  Week 


%  change 


SOO 

Sept.    Mar.  Mar.  5-11 


!k  change 
3 


1068.47 

■  1065 


1  -week  change 
+2.0 


1050 
1035 

1020 


lENTARY 

)rs  went  bargain-hunting 
;  a  tumultuous  week, 
slumped  after  Intel  Corp. 
i  that  first-quarter  earn- 
vould  be  below  analysts' 
ations.  The  next  day,  Com- 
;himed  in  with  similar 
This  time  around,  howev- 
^estors  responded  to  the 
t's  dip  by  pursuing  com- 
seen  as  market  laggards. 
)w  Jones  industrial  average 

above  8600  for  the  first 
m  iVlar.  10  and  ended  the 
at  8675.8.  The  Standard 
r's  500-stock  index  gained 

at  1068.5.  The  nasdaq 
isite  fell  just  0.2%. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8675.8 

1.6 

23.2 

NASDAQ  Combined  Composite 

1756.9 

-0.2 

34.7 

S&P  MidCap  400 

360.2 

1.8 

35.4 

S&P  SmallCap  600 

195.5 

0.9 

33.1 

S&P  SuperComposite  1500 

229.3 

1.9 

33.1 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

319.8 

-1.2 

34.9 

S&P  Financials 

129.6 

3.3 

36.2 

S&P  Utilities 

237.5 

1.8 

22.3 

PSE  Technology 

331.6 

-0.5 

29.3 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

LUIIUUII  lUU/ 

5829.8 

1.7 

31.8 

Frankfurt  (Utt) 

4832.8 

2.6 

41.5 

Tokyo  (NIKKEI  225) 

16,756.1 

-2.0 

-7.8 

Hong  Kong  (Hang  Seng) 

11,118.8 

-2.0 

-15.2 

Toronto  (TSE  300) 

7345.8 

2.8 

17.4 

Mexico  City  (IPC) 

4742.3 

-1.3 

26.2 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.44% 

1.45% 

1.81% 

S&P  500  P/E  Ratio  (Last12mos. 

26.5 

26.4 

21.4 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  20.9 

20.5 

17.1 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Ust  12 
months  % 


First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-3.88%  -2.49%  -0.93% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  945.6  940.2  Positive 

Stocks  above  200-day  average  67.0%  68.0%  Neutral 

Options:  Put/call  ratio  0.57  0.50  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.69       1.61  Positive 

Data:  Bloomberg  Financial  Markets;  *Flrst  Call  Corp. 


HMOs  22.2 

Genl.  Merchandise  Chains  16.9 

Shoes  16.3 

Building  Materials  15.8 

Engineering  &  Constr.  15.1 

WORST-PERFORMING  Last 
GROUPS  month  % 


Specialty  Appar.  Retailers  83.7 

Broadcasting  82.1 

Homebuilding  80.6 

Airlines  74.3 

Manufactured  Housing  73.2 


Ust  12 
months  % 


Semiconductors 
Computer  Systems 
Photography/Imaging 
Oil  &  Gas  Drilling 
Aluminum 


-9.5 
-6.1 
-4.4 
-1.3 
-1.2 


Metals 
Gold  Mining 
Shoes 

Photography/Imaging 
Engineering  &  Constr. 


-39.2 
-33.4 
-29.2 
-27.2 
-24.7 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

IBM 

97  V2 

Micron  Technology 

34 

-3^8 

MCI  Communications 

46 

Texas  Instruments 

53 

-3^'8 

Vl/ells  Fargo 

321 

-eVs 

Sun  Microsystems 

42^/16 

-3^8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

81  V2 

2V32 

Dell  Computer 

65^'i6 

lOVrs 

WorldCom 

ZVli 

Vts 

Pfizer 

87^8 

43/16 

PeopleSoft 

48^16 

5 '^16 

Qvi/est  Communications  Intl. 

37 

IV4 

REST  RATES 


^SURY  BOND  INDEX 

Sept.   Mar  Mar.  5-11 


■  1625 
r  1617.00 


■1575 


k change       1 -week  change 
!%  ■fl.0% 

oomberg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.13 

5.13 

4.95 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.07 

5.19 

5.21 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.08 

5.06 

5.03 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.34 

5.43 

5.71 

GENERAL  OBLIGATIONS 

4.44% 

4.43% 

5.04% 

5.02% 

10-YEAR  TREASURY  NOTES 

5.63 

5.76 

6.60 

PERCENT  OF  TREASURIES 

78.86 

77.05 

84.89 

83.10 

30-YEAR  TREASURY  BONDS 

5.94 

6.05 

6.87 

TAXABLE  EQUIVALENT 

6.43 

6.42 

7.30 

7.28 

LONG-TERM  AA  INDUSTRIALS 

6.51 

6.65 

7.38 

INSURED  REVENUE  BONDS 

4.58 

4.59 

5.24 

5.24 

LONG-TERM  BBB  INDUSTRIALS  6.98 

7.08 

7.71 

PERCENT  OF  TREASURIES 

81.35 

79.83 

88.26 

86.74 

LONG-TERM  AA  TELEPHONES 

6.82 

6.95 

7.55 

TAXABLE  EQUIVALENT 

6.64 

6.65 

7.59 

7.59 

UAL  FUNDS 


00"  aauS  Diversified  All  Equity 
tal  return        52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Lexington  Troika  Russia 
Fidelity  Sel.  Medical  Del. 
Safeco  Small  Co.  Stk.  NoLd. 
Firstar  MicroCap  Instl. 
Yacktman  Focused 

Leaders 

S2-week  total  return 


orningstar,  Inc. 


Munder  Micro-Cap  Eqty.  Y 
Delaware  Aggressive  Gr.  A 
MFS  Strategic  Growth  I 
Fidelity  Select  Air  Trans. 
MFS  Mass.  Inv.  Grth.  Stk.  A 


Laggards 
%    Four-week  total  return 


12.8  Lexington  Strat.  Invmnts.  -10.9 

10.6  Oppenheimer  Real  Asset  B  -9.3 

10.6  Lexington  Strat.  Silver  -9.2 

10.4  American  Heritage  -8.9 

10.0  U.S.  Global  Investors  Gold  -7.1 

Laggards 

%  52-week  total  return  % 


69.4  Midas  -60.8 

69.4  U.S.  Global  Investors  Gold  -60.0 

59.8  Bull  &  Bear  Gold  Investors  -58.1 
58.2  Invesco  Strategic  Gold  -57.6 

56.9  Merrill  Emerging  Tigers  B  -51.1 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Europe 

Communications 
Unaligned 
Financial 
Large-cap  Value 

Leaders 

52-week  total  return 


Communications 
Financial 
Unaligned 
Large-cap  Growth 
Small-cap  Value 


Laggards 

Four-week  total  return  % 


7.0  Japan 

8.3  Precious  Metals 

5.6  Real  Estate 

5.2  Diversified  Pacific/Asia 

4.5  Pacific/Asia  ex-Japan 


% 


Laggards 

52-week  total  return 


-3.3 
-2.9 
-2.4 
-2.2 
-0.7 

% 


40.2  Precious  Metals  -41.7 
37.1  Pacific/Asia  ex-Japan  -35.8 
33.0  Diversified  Pacific/Asia  -24.7 
31.5  Diversified  Emerging  Mkts.  -12.8 

30.3  Japan  -6.6 


re  as  of  market  close  Wednesday,  Mar.  11,  1997,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Mar,  10.  For  a  more  detailed  explanation,  write 
;lude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


WHAT  DO  THE  TRUSTBUSTERS  WANT? 


It  would  be  nice  if  you  could  just  watch  youi-  "Herfindahls." 
In  simpler  times,  companies  wishing  to  merge  had  to  do 
well  on  something  called  the  Hei-findahl-Hirschman  Index, 
which  the  Justice  Dept.  used  to  measure  market  concentra- 
tion. Score  above  1,800  and  the  merger  was  doomed.  Below 
1,000,  it  was  legal.  Say  what  you  wiU  about  relying  on  such  an 
index,  it  had  the  virtue  of  clarity  and  predictability.  Jus- 
tice's latest  antitrust  decisions  do  not.  The  largest  m&a  wave 
this  century  may  require  a  more  active,  vigilant  government 
referee  to  ensure  open  markets  and  competition.  But  it  is  in- 
cumbent on  Washington  trustbusters  to  explicitly  state  their 
standards  and  measurements.  This  they  have  not  yet  done. 

What  are  we  to  make  of  the  following?  Boeing  Co.  is  al- 
lowed to  merge  with  McDonnell  Douglas  Corp.,  effectively 
sewing  up  the  domestic  commercial-airplane  manufacturing 
market,  but  doubts  are  cast  on  WorldCom  Inc.  buying  MCi 
Communications  Corp.  because  the  combined  company  might 
control  50%  of  the  Internet  "backbone."  Southern  Pacific  can 
get  together  with  Union  Pacific  Corp.  to  control  a  major 
shar-e  of  the  rail  hues,  but  Compaq  Computer  Corp.'s  piu'chase 
of  Digital  Equipment  Coi-p.  is  questioned.  Cable-TV  companies 
can  control  your  access  to  progi'amming,  but  Microsoft  Corp. 
shouldn't  be  able  to  control  access  to  the  Internet.  What 
are  the  criteria  for  blocking  some  deals  and  not  others? 

We  don't  know.  The  tiuth  is  that  Joel  I.  Klein,  Justice's  top 
antitrust  official,  and  Robert  Pitofsky,  chaimian  of  the  Federal 
Trade  Commission,  are  crafting  the  rules  and  the  rationale  for 
them  as  they  go  along.  Neither  one  is  a  paleo-trustbuster  who 
thinks  big  is  necessarily  bad.  Each  is  tiying  to  figure  out  how 
to  maximize  competition  in  a  quickly  evolving,  global,  high- 
tech marketplace,  where  huge  consolidation  is  occuning  and 
where  new  monopolies  may  be  taking  hold.  It's  tough  work, 
but  the  merger  boom  can't  wait  while  they  cogitate. 


Back  in  the  Reagan  '80s,  antitrust  was  easy.  The 
market  Chicago '  school  of  economics  infused  policy  wij 
simple  theme:  The  only  legitimate  subject  of  antitinsti 
forcement  was  piice-fixing.  For  a  good  decade,  this  trans|( 
into  virtually  no  antitnist  action  by  the  government,  f 

Klein  and  Pitofsky  belong  to  a  post-Chicago  school  ^ 
wants  to  do  more.  Uneasy  over  the  scale  of  the  cm- 
merger  wave,  they  believe  that  there  are  justifications  a 
and  beyond  price-fixing  that  require  antitrust  enfbrcen 
These  monopolistic  tactics  include  tying,  forcing  customei 
buy  one  product  to  get  another  (the  Microsoft  case);  excli 
dealing,  pressuring  distributors  to  dump  competitors'  w 
(the  Anheuser-Busch  Cos.  case);  and  standard  setting  (a| 
Microsoft).  In  raising  objections  to  the  proposed  mergei 
tween  Locklieed  Martin  Coip.  and  Northi-op  Gnamman  C 
the  Justice  Dept.  said  it  was  acting  to  "promote  competi 
protect  consumers,  and  preserve  innovation."  Good  g( 
but  the  country  needs  to  know  precisely  why  this  deal 
kosher  while  Lockheed's  19  other  acquisitions  were  fine. 

If  there  is  confusion  over  the  competitive  rules  of 
game,  the  blame  mu.st  be  shai'ed  by  regulators  and  politic! 
Despite  specific  legislation,  the  Baby  Bells  retain  their 
nopolies  in  local  phone  markets  by  tying  up  the  FCC  in  cc 
The  cable-TV  industry  continues  to  keep  out  competi 
from  satellite  providers,  thanks  to  an  alliance  with  br( 
casters  and  campaign  contributions  to  fi'iends  in  Congrei 

The  New  Economy  thrives  in  open  markets.  The  gov 
ment  can  help  at  times  by  playing  referee  in  a  competi 
game  defined  by  a  handful  of  clear,  simple,  and  transpa] 
rules.  Antitrust  enfoi'cement  must  be  predictable  and 
the  intei-pretive  wliims  or  theories  of  unseen  bureaucrats, 
time  for  Klein  and  Pitofsky  to  set  out  their  New  Econc 
Herfindahls,  their  standards  of  competition. 


A  DISINFLATION  HONEYMOON 


What  is  the  amazing  bull  market  telling  us?  Despite 
predictions  of  a  much  slower  rise  in  equity  prices  for 
1999,  the  Standard  &  Poor's  500  Index  is  up  a  hefty  10%,  and 
the  first  quarter  isn't  even  over.  What  ever  happened  to  the 
Asia  crisis?  Where's  the  impact  from  weak  earnings  at  some 
of  the  biggest  high-tech  companies?  What's  going  on? 

Disinflation.  Thanks  to  falling  prices,  real  personal  income 
is  taking  a  surprising  turn — upward.  Consumers  find  them- 
selves with  greater  buying  power  and  their  spending  is 
pumping  up  the  economy.  The  consensus  at  the  end  of  last 
year  was  that  this  would  be  a  significantly  weaker  year  for 
growth.  Wrong,  at  least  so  far. 

What's  really  surprising  is  how  much  falling  prices  are 
boosting  the  real  purchasing  power  of  consumers.  Cmde  oil 
prices  are  down  sharply,  cutting  the  real  cost  of  gasoline  to 


historic  lows.  Taking  inflation  into  account,  gas  is  cheaper 
day  than  it  was  when  cai's  had  fins.  It  amoiuits  to  a  whopj 
tax  cut.  Prices  for  computers  ai'e  plunging  as  well  (page 
The  sub-$ 1,000  personal  computei'  is  the  fastest  growing 
tor  of  the  market,  bringing  the  digital  frontier  to  a  big 
portion  of  the  American  population.  And,  thanks  to  glo 
ization,  prices  for  imported  goods  fr-om  Asia  are  shaiply  1 
er.  Depreciating  currencies  against  the  dollar  also  are  bo( 
ing  the  purchasing  power  of  U.  S.  consumers. 

The  risk  is  that  price  declines  get  out  of  hand,  and  deflal 
takes  hold.  A  deflationary  spiral  is  crippling  Japan,  wh 
falling  prices  are  cutting  corporate  revenues,  causing  layc 
and  drops  in  income  and  consumption.  But  that  is  jus 
cloud  on  the  hoiizon  of  the  strong  U.  S.  economy.  F'or  the  i 
ment,  the  stock  market  is  telling  people  to  invest  and  en^ 
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Are  you  living  under 
tlie  tlireat  of  ciiange 
or  in  tlie  hope  of  it? 


In  1997,  166,740  businesses  started.  83,384  businesses  stopped. 
Somewhere,  in  the  middle  of  all  these  numbers,  is  success. 


Whether  a  business  is  big  or  small,  old  or  new,  its  well-being  depends  on 
its  ability  to  adapt. 

What  if  your  biggest  competitor,  today,  launches  a  product  that  could  very 
well  sink  your  biggest  line? 

Or,  what  if  an  unforeseen  shift  in  currency  prices  suddenly  opens  a  new 
market?  Or  closes  an  old  one?  How  will  you  adapt? 

Your  technology  can  play  a  big  role  in  how  fast  and  how  well  you  can  deal 
with  change,  especially  if  it's  integrated  so  that  all  the  parts  work  together 
seamlessly. 

A  Digital_Nervous_System  does  this. 


©1998  Microsoft  Corporation.  All  rights  reserved.  Microsoft.  BackOffice.  Where  do  you  want  to  go  today?  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  m  the  United  States  and/or  otheiuf 
Business  starts  and  business  failures  from  the  Economic  Analysis  Department.  The  Dun  &  Bradstreet  Corporation 


A  Digital_Nervous_System  relies  on  connected  PCs  and  integrated 
software  to  make  information  flow  more  rich,  rapid  and  accurate. 
This  helps  you  respond  quickly  to  the  surprises  you  know  are  coming. 

It's  not  something  that  comes  in  a  box. 

You  build  your  own  Digital_Nervous_System,  over  time,  to  meet  the  unique 
and  changing  needs  of  your  company. 

The  foundation  of  any  Digital_Nervous_System  is  software  that  acts  alike, 
works  alike,  thinks  alike.  Microsoft'  Windows;  Office  and  BackOffice' 
provide  an  ideal  foundation  for  a  Digital_Nervous_System  because  we 
built  them  from  the  ground  up  to  work  with  each  other,  as  well  as  with  an 
industry's  worth  of  applications. 

Integration  makes  a  Digital_Nervous_System  possible. 
A  Digital_Nervous_  System  makes  you  ready. 

And  very,  very  hopeful. 


Where  do  you  want  to  go  today? 


Microsoft 

www.microsoft.com/dns/ 


Introducing  SuperDisk. 
To  you  ifs  a  120MB  diskette. 
To  floppies,  it's  '"Mr.  Compatibility^ 


Get  a  fast,  floppy-compatible  SuperDisk™  Drive  in  your  next  computer 
and  give  your  floppies  a  new  buddy:  the  SuperDisk  diskette,  with 
^/j/      120  big,  friendly  megabytes  of  room.  With  as  much  room  as 
83  floppies,  SuperDisk™  still  knows  how  to  share.  You're  thinking, 
/     "How  touching  -  but  what's  in  it  for  me?"  This  is  what:  a  hassle-free 
way  to  handle  big  and  small  files  through  a  single  drive. 
No  boxes,  no  cables,  no  nothing.  SuperDisk'."  Available 
.  now  in  leading  notebooks  and  PCs. 
Save  a  little,  save  a  lot,  save  the  world. 


Hnd  out  whereto  get  SuperDisk 
www.superclisk.com  or 
1.888.222.2294  ext.120 
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Up  Front 


EDITED  BY  ROBERT  McNATT  &  LARRY  LIGHT 


THE  DEAL  MILL 

HUGHES  AND  BOEING 
ARECOZYING  UP 

GENERAL  MOTORS'  CLASS  H 

Stock,  Hughes  Electronics, 
has  been  on  a  rocket  lately, 
climbing  10  points,  to  $45,  in 
the  past  month.  Why?  Ac- 
cording to  sources  close  to 
the  company,  Hughes  is  in 
serious  talks  with  aerospace 
giant  Boeing. 

The  substance  of  the  talks, 
say  the  sources,  is  a  possible 
joint  venture,  merger,  or  ac- 
quisition of  Hughes'  satellite 
manufacturing  capabilities. 
Both  Hughes  and  GM  ada- 
mantly deny  that  the  compa- 
ny is  for  sale.  Hughes  ceo 
Michael  Smith  terms  "pre- 


HOT  BIRD:  Satellites 
are  taking  off 

posterous"  reports  that 
Boeing  has  already 
conducted  due  dili- 
gence reviews. 

A  business  combina- 
tion centered  on  Hughes  sat- 
ellite capability  could  be  im- 
mensely profitable.  Boeing 
has  no  such  capability  now. 
Douglas  Eby,  president  of 
Robert  E.  Ton-ay,  an  investor 
in  Hughes,  says  the  market 
is  just  realizing  the  huge  cash 
flow  Hughes  will  reap  as 
satellite  communications  soar 
Estimates  are  that  satellite 
manufacturing  alone  will  be 
worth  .$121  billion  worldwide 
in  the  next  decade. 

Both  companies  already 
work  together  Hughes  is  set 
to  use  Boeing  launch  facili- 
ties for  some  of  its  satellites 
later  this  year  It  is  also  bid- 
ding to  supply  Teledesic,  a 
satellite  communications  net- 
work that  uses  Boeing  as  the 
pi-ime  contractor  and  will  cost 
$9  billion.    Seanna  Browder 


THE  FEDS 

SPECTRUM  ON 
THE  CHEAP 

AS  THE  FEDERAL 
Communications 
Commission  pi'e- 
pares  to  close  the 
bidding  on  some  im- 
portant unused  air- 
waves, officials  can 
forget  about  a  wind- 
fall. In  fact,  the  auc- 
tion of  1,300-mega-  McCAW: 
hertz  bandwidth 


— spectnam  that  can  cheaply 
transmit  phone,  Internet, 
and  wireless  cable  sei-vices — 
!'  >ks  like  it's  shaping  up  to 
be  ;  le  down. 

The  FCC  is  focused  more 
on  develi~>ping  the  bandwidth 
than  on  raising  cash.  But 
Congi-ess  xpected  to  raise 
$2.5  biUioii  in  all  auctions  for 
fiscal  1999.  The  FCC  now 


says  the  ongoing  auction  has 
raised  only  about  $500  mil- 
lion so  far.  Why?  Many  in- 
vestors were  wary 
of  the  untested  tech- 
nology needed. 

On  average,  top 
bidders  paid  just 
$1.90  per  consumer 
for  the  biggest  slices 
of  spectrum,  sources 
say.  WNP  Communi- 
cations, run  by 
Thomas  Jones, 
No.  2  looked  to  win  about 
35%  of  the  spec- 
trum, with  Craig  McCaw's 
NextBand  Communications 
taking  15%.  Together,  they 
bid  about  $300  million.  Both 
declined  comment. 

The  FCC  says  that  it 
is  pleased  the  airwaves 
might  finally  be  utilized.  Con- 
tends Chairman  William 
Kennard:  "It's  not  about  the 
money."        Catherine  Yang 


TALK  SHOW  Ul  thought,  'Well,  maybe  I  ought  to  just  give  hin 
a  good  slap  across  the  face.'  And  then  I  thought,  'Well,  I  don't 
think  you  can  slap  the  President  of  the  United  States  like  that.' 

— Kathleen  Willey,  on  60  Minutes 


MUCKRAKERS 


LEAVE  MY  STORE,  YOU  TROUBLEMAKER 


PERHAPS    ITS    JUST  A 

coincidence.  CompusA,  the 
nation's  largest  computer  re- 
tailer, has  given  PC  World  the 
heave-ho  from  its  superstores 
and  pulled  its  ads  from  the 
magazine,  which  has  a  circu- 
lation of  1.1  million. 

PC  World  Editor-in-Chief 
Cathiyn  Basldn 
says   her  ad- 
sales  folks  told 
her  CompUSA 
was  peeved 
at  two  recent 
unflattering 
articles.  One,  '  ■ 


influenced  its  decisions.  Tl 
chain  stopped  hawking  i 
World  because  of  low  sale 
"It's  a  second-tier  produ 
that  wasn't  selling  enough 
waiTant  can-ying,"  says  ci 
Jim  Halpin.  The  chain  st 
carries  rival  magazine  PC- 
which  has  a  slightly  largi 
cumulation. 
As  for  tl 
pulled  ad 
Halpin  saj 
marketin 
dollars  ai 
;  better  spe: 
■  elsewhere. 


in  the  April  issue,  bashes  its 
PC  repair  services.  Another, 
in  February,  gave  it  poor 
marks  for  in-store  salesman- 
ship and  onhne  PC  ordering. 

CompUSA  pooh-poohs  the 
idea  that  PC  Wor/d's  stories 


"If  we  dropped  every  pub! 
cation  that  wrote  somethir 
unflattering  about  us,"  I 
says,  "the  only  thing  we 
have  left  [would  be]  tl 
Bible." 

Steplianie  A^iderson  Fore 


IMAGE  MAKEOVER 


THE  LADY  IS  A  B-SCHOOL 


NO  ONE  HAS  EVER  ACCUSED 

South  Carolina  of  being 
home  to  progi'essive  thought. 
The  Confederate  battle  flag 
flies  over  its  capitol.  Its  mil- 
itary school.  The  Citadel, 
fought  to  exclude  women. 
And  it  has  Strom  Thm-mond. 

The  image  of  the 
Palmetto  State, 
though,  may  be 
changing,  thanks  to 
one  of  its  illustri- 
ous— and  wealthy 
— native  daughtei's. 
On  Mar  27,  the 
University  of  South 
Cai'olina,  in  Colum- 
bia, will  become 
home  to  the  first 
major  U.  S.  busi- 
ness school  named 
after  a  woman 
when  it  is  cluistened  the  Dai'- 
la  Moore  School  of  Business. 
Moore,  a  native  of  Lake  City, 
S.  C,  and  member  of  the  un- 
dergTad  class  of  '75,  is  donat- 
ing a  record  $25  miUion  to  the 


MOORE:  Generous 


B-school.  The  former  banki 
is  president  of  Rainwater  In 
an  investment  firm  run  l 
husband  Richard  Rainwatei 
University  President  Joh 
Pabns  says  naming  the  scho 
for  Moore  is  a  step  in  tl 
state's  effort  to  be  more  pr 
gressive:  "This  ur 
versify  has  alwaj 
been  the  index 
the  ambition  of  th 
state.  To  name 
major  busines 
school  for  a  womj 
is  a  big  deal." 

Moore,  who  gi 
her  MBA  fro 
George  Washingtc 
University,  agree 
"They  didn't  ha\ 
to  name  the  scho 
after  me.  Thai 
were  other  alternatives,"  si 
says.  "But  I  tliink  they  wan 
ed  to  make  a  quantum  le£ 
in  the  image  they  want  1 
portray." 
Stephanie  Anderson  Fore 
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Your  business  is  doing  so 
well,  you  have  a  pleasant 
problem  -  you  need  more 
help.  Take-charge  people 
who  are  as  good  as  the 
people  you  already  have. 

That's  where  we  come 
in.  We're  Management 
Recruiters  International, 
your  staffing  partner. 
The  leader  in  permanent. 


flexible,  and  right-fit 
staffing  solutions.  With 
over  700  offices  and  3,000 
recruiters  worldwide,  our 
comprehensive  network 
is  poised  to  fulfill  your 
staffing  needs.  From  sales 
professionals,  technical 
specialists,  and  office 
support  to  a  key  senior 
manager,  MR!  has  more 


search  specialists  in  place 
for  more  industries  than 
anyone. 

At  MRI,  we're  here  to 
help  you  grow.  Especially 
when  you're  already 
growing. 

For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com. 


Sales  Consultants 

Management 
Recruiters 

CompuSearch 

OfficeMatesS 


M^l  Intelligent  Staffing  Solutions. 

www.mrinet.com 


Up  Front 


SPORTING  LIFE 


A  STARTER  FUND  IN  A  LEAGUE  OF  ITS  OWN 


YOU  COULD  CAUL  IT  STOCKS 

for  jocks.  But  its  official  name 
is  the  State  Street  Research 
Athletes  Fund. 

It's  a  new  mutual  fund 
from  Boston-based 
State  Street  Reseai'ch 
&  Management,  and 
it's  awaiting  regulato- 
ry approval.  Before 
you    ask   why  the 
world  needs  yet  an- 
other mutual  fund,  be 
assured  that  this  one 
really   is  different. 
And  very  elite.  It's 
designed  solely  for  SANDERSON: 
professional  athletes  Money  man 
who  can  invest  a  min- 
imum  of  $100,000.  Weekend 
warriors — even  those  with 
$100,000— need  not  apply. 

Stocks  for  jocks  is  de- 
signed as  an  initial  invest- 
ment for  younger  players 
who  ai*e  making  a  lot  of  mon- 


ey but  do  not  yet  have  a  lot 
of  wealth.  The  fund  vdll  in- 
vest in  mid-  to  large-cap 
stocks  and  will  be  managed 
to  minimize  investors'  taxes. 
"By  the  time  they 
have  got  $500,000  or 
so,  they're  ready  for 
separately  managed 
accounts,"  says  Derek 
Sanderson,  a  State 
Street  executive  and 
former  National 
Hockey  League  star. 

Sanderson  won 
fame   as   a  Boston 
Bniin  before  signing 
a  $2.65  million  con- 
tract  with  the  now- 
defunct  Philadelphia  Blazers 
in  1973.  Like  many  athletes, 
he  lost  it  all  through  poor 
management  and  bad  invest- 
ments. Now  he  wants  to  help 
other  athletes  avoid  that  sad 
fate.     Jeffrey  M.  Laderman 


THE  QUIZ  TEST  YOUR  MIDAS  QUOTIENT 


A  group  of  78  high-end  financial  advisers,  whose  clients 
have  $10  billion  in  assets,  met  at  J. P.  Morgan  in  early 
March  to  chew  on — what  else? — wealth  management.  Mor- 
gan polled  the  group  on  issues  of  current  concern.  Compare 
your  MQ  (Midas  quotient)  to  theirs.  The  answer  chosen  by 
the  largest  percentage  of  advisers  is  listed  below. 


1)  Over  the  next  30  days,  what 
type  of  bonds  will  perform  best? 

a)  Corporate 

b)  Mortgage 

c)  International 

d)  High  yield 

e)  Emerging  markets 

2)  Over  the  past  10  years,  stocks 
have  had  annualized  total 
returns  of  more  than  15%.  How 
will  they  do  over  the  next  10? 

a)  Better 

b)  Worse 

c)  About  the  same 

3)  When  will  the  Southeast  Asian 
markets  turn  around^ 

a)  1998 

b)  1999 
2000 

t;.  Not  in  the  near  fut.  « 


4)  The  most  valuable  service  these 
advisors  said  they  gave  clients: 

a)  Getting  them  organized 

b)  Asset  allocation 

c)  Security  selection 

d)  Providing  discipline  to  stick 
to  a  program 

e)  Being  a  sounding  board  for 
financial  decisions 

5)  In  the  past  three  years,  these 
advisors  have  seen  business: 

a)  Tnple 

b)  Double 

c)  Stay  about  the  same 

6)  Which  movie  title  describes 
your  practice  today? 

a)  Titanic 

b)  Clueless 

c)  As  Good  As  It  Gets 

d)  The  Money  Pit 

e)  Grumpy  Old  Men 


DRAWN  &  QUARTERED 
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BY  STAYSKAL  FOR  THE  TAIWA  TOBUW 


TAXES  AT  WORK 

GIVE  MONEY  OR 
THIS  CHIPMUNK  DIES 

TO  THE  CERTAINTY  OF  DEATH 
and  taxes,  now  add  a  third 
item:  optional  gifts  for  state 
spending.  Since  the  first 
checkoff  box  ap- 
peared on  a  Col- 
orado tax  form  in 
1977,  asking  citizens 
to  donate  extra  fimds 
for  wildlife  preserva 
tion,  states  have  gone  in 
for  the  checkoff  device 
big-time.  Some,  like 
Alabama,  offer  as 
many  as  12  options. 

Taxpayers  may  have 
reached  their  limit.  The 
Federation  of  Tax  Adminis- 
trators, which  represents 
state  tax  collectors,  found  a 
drop  in  contributions  from 
checkoff  boxes  to  .$23.4  mil- 


Hon  in  tax  year  1996,  froi 
$27.8  million  in  1992.  Why 
"Sometimes  a  checkoff  wi 
be  put  on  a  retui'n  becaus 
it  is  the  cause  of  the  momer 
and  it  outlives  its  interest 
says  Neil  Allen  at  Chicag 
area  financial  analysts  CCH 
Occasionally,  taxpayers  sti 
give  freely.  In  Kansas,  for  e> 
ample,  donations  to  the  chid 
adee  checkoff,  which  pre 
motes  nongame  wildliff 
rose  22%  from  199 
through  '96.  Bu 
usually  interest  lagi 
H  u  In  Iowa,  the  Cor 
■  Dog  checkoff,  whic 
pays  to  refurbish  th 
'Pl  state  fairground 
'  raised  $128,000  in  199^ 
It  has  never  come  clos 
to  raising  that  muc 
again.  The  fairgrounds  ar 
great,  say  officials.  lowan 
are  just  tu'ed  of  paying  extr 
for  greatness.  Roy  FurdigOi 


THE  BIG  PICTURE 


WINTER  WANDERLUST  As  winter  draws  to 
a  close,  the  travel  industiy  is  smiling.  Americans 
went  on  vacations  this  winter  in  record  numbers, 
thanks  to  robust  consumer  confidence.  Cheaper 
gas  prices  have  helped.  And  so  has  a  dip 
in  leisure  air  fares. 


MILLIONS  OF  INDIVIDUAL 
WINTER  VACATION  TRIPS 

CALCULATED  FROM  SURVEY 
Of  1,500  AMERICANS 


-155 


91-'92 


,TA:  TRAVEL  INDUSTRY  ASSN.  OF  AMERICA 


FOOTNOTES  Money-market  funds  offered  by  banks,  market  share:  32%;  by  mutual  funds,  market  share:  19% 


DATA:  IBC  FINANCIAL  DATA  INC 


At  DataWorks,  we  design  ERP  systems  that  fit  the  way  you  see  the  world.  We've  made 
understanding  the  real-life  business  processes  of  mid-range  manufacturing  our  life's  work.  And 
that  commitment  shows  in  products  that  are  powerful,  yet  flexible  and  easy  to  use.  Without 
compromise,  we  help  you  control  everything  that's  vital  to  your  enterprise  —  materials, 
information,  money.  Microsoft  technology  ensures  low  cost  of  ownership,  while  guaranteed 
low  implementation  fees  speed  your  return  on  investment.  Look  to  the  leader  in  mid-range 
ERP  solutions.  Call  DataWorks  at  1-800-413-2797. 


DataWorks 


Information     at     its  best 

©1998  DataWorks  Corporation  TSG6322 

WWW. dataworks.com 


i:itoiTi.rion  •  Automotive  Electronics  •  l.omputer  Systems 


Energy  •  Lighting  •  Medical  Systems  •  Microelectronics  •  Power  Generation 


•  Telecommunications  •  Ti 


se  days,  state-of-the-art  healthcare  begins 
y  months  before  birth  and  lasts  for  a  lifetinne. 
Jelivered  by  nnedical  professionals  who  use 
St  array  of  technology — tools  that  represent 
Ddern  revolution  in  diagnosis,  monitoring,  and 
tment.  Siemens  is  a  leader  in  that  revolution. 


with  major  advances  in  ultrasound  and  related 
diagnostic  imaging  techniques,  as  well  as  in  critical 
care,  respirator/  care,  oncology,  cardiology,  urology, 
audiology,  and  surgery.  Our  goal  is  simple:  to 
provide  care  givers  with  the  technical  resources 
they  need  to  make  the  world  a  healthier  place. 

We're  Siemens.  We  can  do  thaxr 


i 
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A  RANKING  THAT  REALLY  CLICKS 


When  we  launched 
the  BUSINESS  WEEK 
50  last  year,  our 
new  ranking  of  corporate 
performance,  we  had 
three  ambitious  goals.  We 
wanted  our  methodology 
to  best  identify  America's 
corporate  elite — going 
beyond  approaches  that 
rely  simply  on  sales  or 
shareholder  return.  We 
wanted  the  list  to  be 
dynamic,  believing  that 
year-to-year  changes  to 
the  roster  would  them- 
selves tell  you  something 
about  the  economy.  Final- 
ly, we  hoped  readers 
would  glean  useful 
insights  from  our  tables 
that  would  make  their 
investments  more 
profitable. 

One  year  later,  we're 
proud  of  what  we've 
accomplished.  The  50  companies 
we  identified  last  year  as  the  top 
perfoiTners  in  the  universe  of  the 
Standard  &  Poor's  500  had  price 
gains  of  47.7%  for  the  52  weeks 
ended  Mar.  13.  By  contrast,  the  S&P 
500  index  gained  34.7%  over  the 
same  period.  The  Dow  Jones  indus- 
trial average,  meanwhile,  rose 
24.0%. 

As  for  dynamism,  25  of  the  com- 
panies in  this  year's  top  50  are  new- 
comers. While  technology'  companies 
still  dominate — no  sui"prise  there — 
our  screening  uncovered  less  famil- 
iar new  leaders  such  as  Clear  Chan- 
nel Communications  Inc.  and 
Progi'essive  Corp.  You'll  learn  more 
about  those  businesses  and  others 
in  our  comprehensive  package  of 
stories  inside. 

To  make  this  year's  issue  even 


more  useful  to  investors, 
we  added  a  new  feature 
that  explains  how  you  can 
slice  and  dice  the  data 
yourself.  If  you  want  to 
know  more,  please  visit 
our  Web  site  (www. 
businessweek.com),  where 
you'll  find  links  to  an  S&P 
Financial  Highhghts  Re- 
port for  each  of  the  500 
companies  in  the  s&p  in- 
dex. And  stay  tuned. 
Starting  this  summer,  on- 
line aficionados  wall  be 
able  to  manipulate  the 
data  in  a  variety  of  sophis- 
ticated ways. 

What's  behind  our  suc- 
cess? Quite  simply,  a  rank- 
ing system  that  rewards 
growth.  To  come  up  with 
our  list,  we  start  with  the 
gi'owth  rates  of  sales, 
1998  profits,  and  return  to 

shareholders  for  each  com- 
pany in  the  S&P  500.  We  then  factor 
in  profit  margins  and  return  on  eq- 
uity. To  reward  consistency,  we  look 
at  both  one-year  and  three-year  re- 
sults. To  level  the  playing  field  for 
larger  companies,  which  have  a 
harder  time  scoring  big  percentage 
gains,  we  adjust  for  sales  volume. 
We  also  rank  by  industry,  so  you 
can  see  how'  companies  performed 
compared  with  their  peers. 

We're  pleased  with  the  results  so 
far.  But  we're  always  looking  for 
ways  to  improve  our  offerings.  So 
let  us  know  wiiat  you  think.  Mean- 
time, happy  hunting. 
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waders  Report 


MCDONALD'S 
m  A  BREAK? 


[NESS  WEEK  missed  the  new  news 
Donald's  USA  in  "McDonald's:  Can 
lin  its  golden  touch?"  (Cover  Sto- 
r.  9).  There  is  significant  evidence 
)rovement  in  an  already  strong 
business.  Same-store  sales  were 
'e  in  1997,  a  trend  that  continues 
Market  share  gi-ew  in  '97,  re- 
g  a  highly  reported  slight  decline 
,  Owner/operator  cash  flow  in- 
d  in  '97,  and  management,  per- 
,  and  structui'al  changes  ai"e  stait- 
have  impact. 

investment  community  is  starting 
)gnize  the  improvement:  The  stock 
ne  up  over  14%  since  the  yeai'end 
Perhaps  others  will  see  the  real 
unfolding  and  report  it. 

Jack  M.  Greenberg 
Chaii-man  &  ceo 
McDonald's  USA 
Oak  Brook,  111. 

r  article  indicated  that  there  are 
lly  no  alumni  from  the  company 
ig  other  organizations.  There  is 
ajor  exception:  Donald  Smith,  the 
lan  of  Perkins  Family  Restaurants 
riendly  Ice  Cream  Corp. 
ough  the  leadership  of  Smith,  who 
le  former  chief  operations  officer 
Donald's,  Perkins  and  Friendly's 
aders  in  the  family  dining  seg- 
of  the  restaurant  market.  As  a 
)r  of  'ooth  Perkins  and  Friendly's, 
■rally  find  Smith  and  his  manage- 
.eams  either  out  in  the  field  work- 
th  restaurant  operators  or  in  the 
ny's  test  kitchens  devising  new 

ilEGTIONS&  CLARIFICATIONS 

irnance  doc,  heat  thyself"  (News: 
sis  &  Commentary,  Mar.  16)  was 
ect  when  it  described  several  new  rules 
ed  by  the  California  Public  Employees' 
ment  System.  The  rules  include  requir- 
)oard  members  to  report  all  gifts 
lly  and  to  open  more  board  meetings  to 
jblic.  The  story  incorrectly  attributed  to 
Senator  Adam  Schiff  information  con- 
ig  a  real  estate  investment  in  which  a 
member's  son-in-law  has  an  interest. 

time,  the  Empire  may  strike  out"  (Up 
Mar.  9)  erroneously  said  that  Galoob 
had  lost  its  lead  lender.  Galoob  has 
lished  a  new  line  of  credit  with  Con- 
Financial  Corp.  Galoob  says  the  three- 
575  million  line  of  credit  with  Congress 
substantially  more  favorable  terms  than 
rlier  credit  arrangement. 


menu  items.  It  is  this  close  attention 
to  customer  satisfaction  that  has  per- 
mitted Perkins  and  Friendly's  to  report 
revenues  and  earnings  consistently 
above  restaurant-industiy  averages. 

Steven  L.  Ezzes 
Director 

Perkins  Family  Restaurants 
Friendly  Ice  Cream 
Westport,  Conn. 


I  am  a  McDonald's  franchisee  from 
Richmond,  Va.  I  have  been  one  for  15 
yeai"s.  McDonald's  is  the  most  successful 
franchising  system  in  the  quick-service 
restaurant  industry.  As  of  Mar.  3,  we 
have  more  restaurants,  more  sales,  more 
customers,  higher  average  volume  sales 
per  unit,  higher  transactions,  and  higher 
profits  than  any  other  competitor  in  our 
industiy.  Our  nearest  competitor,  Bui'g- 


"While  we  may  differ  in  degree  about  corporate 
casual,  Ed,  we-are-as-one  in  the  matter  of  leaving  The 
Big  Phone  Company  for  that  Williams  network. " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


For  a  relaxed  telecom  fit,  visit  www.willtales.com,  or  call  1-800-WILLIAMS. 


'1998  The  Williams  Compantes,  Inc. 
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HE  PEOPLE  OF 

BRAZIL 

HODUCE  THE 
OKLD'S  EEST 


And  soon 
►  ME   OTHER  GREAT 


^AYS  TO  GET 

3  WORK  IN  THE 

I  O  R  N I N  G 


In  Brazil,  people  will 
tell  you  proudly  that  their  country's  home- 
grown coffees  are  the  best  the  world  has  to 
offer.  They  say  that  when  you  sip  a  cup  of 
their  'cafezinho,'  you  take  inside  some  of 
the  spirit  of  their  country. 

Brazilians  may  also  tell 
you  about  some  other  homegrown  products 


-fovo'a  Cor  o  1 1 


that  stir  local  emotions.  The  Toyota  trucks, 
built  locally  since  1 959,  and  Corollas,  soon  to 
be  manufactured  in  a  new  plant  in  Sao  Paulo. 

As  a  company  operating 
in  the  global  marketplace,  Toyota  recognized 
early  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs  and 
standards  of  all  of  our  customers. 

That's  why,  today,  in  26 
countries  around  the  world,  Toyota  vehicles 
are  being  built  by  the  people  who  drive  them. 

Our  global  commitment 
goes  beyond  economic  investmer^t.  From 
educational  programs  in  Kenya,  to  environ- 
mental work  in  Australia  and  South  America, 
the  people  of  Toyota  are  giving  back  to  the 
communities  where  they  live. 

Here  in  the  U.S.,  Toyotas 
are  designed  in  California,  built  in  Kentucky 
and  California,  and  tested  in  a  multi-million- 
dollar  facility  in  the  Arizona  desert. 

In  communities  around 
the  world,  Toyota  is  more  than  just  a  source  of 
local  transport  ■  it's  a  source  of  local  pride. 


TOYOTA  People  Drive  Us 


Readers  Report 


er  King  Coip.,  has  less  than  one-half  of 
the  mai'ket  share  we  have. 

There  are  100  successful  owner/op- 
erators like  me  for  each  unsuccessful, 
disenchanted  operator.  Cover  both  sides, 
not  just  the  sensational  side. 

Bill  Barnes 
Richmond,  Va. 

I  am  your  normal  13-year-old  fast- 
food  customer.  My  8-yeai-old  sister  and 
I  eat  fast  food  at  least  four  times  a 
week.  We  don't  hke  McDonald's  food  or 
its  quality.  In  fact,  it  is  less  than  one 
mile  from  our  house,  and  we  drive  past 
it  for  other  fast-food  choices.  We  also 
don't  think  McDonald's  is  a  place  that  is 
safe  for  us  to  be  in  or  around.  Having 
good  food  is  important,  and  we  are  not 
interested  in  free  toys,  playgrounds,  or 
what  the  brand  used  to  be. 

Nik  Carlson 
Brookfield,  Wise. 

I  find  McDonald's,  including  the  new 
establishments,  to  serve  tired  food  in 
remarkably  diily  establishments,  sei-ved 
by  people  with  an  uncanny  propensity 
for  messing  up  your  order  after  they 
make  you  wait  for  no  apparent  reason. 
Chief  Executive  [Michael  R.]  Quinlan 
obviously  understands  perfectly:  Mc- 
Donald's doesn't  have  to  change;  their 
customers  are  doing  that  for  them. 

Rick  Legge 
Oviedo,  Fla. 

McDonald's  may  be  losing  market 
share  because  of  its  lack  of  variety  and 
stronger  competition.  But  the  reason 
my  family  and  fiiends  avoid  the  golden 
arches  is  because  of  lousy  service.  Soiu' 
employees  in  unkempt  uniforms,  dirty 
tables  and  counters,  and  sloppily 
slapped  together  Big  Macs  are  the 
norm. 

I  worked  at  a  McDonald's  throughout 
high  school  in  the  inid-1980s.  Back  then, 
we  all  took  pride  in  our  work.  Ham- 
burgers were  centered  on  the  bun,  the 
fries  were  never  sei"ved  a  minute  past 
theii'  prime,  and  mistreating  a  customer 
meant  looking  for  another  job.  That 
pride  and  service  is  gone. 

Michael  Chriszt 
Powder  Springs,  Ga. 

IIEJECTION  FOR  INVESTMENT 
8^  A  LEARNING  EXPERIENCE 

"Hv'nry  Ki-avis . . .  do-gooder?"  (Social 
Issues,  Mar.  2)  missed  a  key  benefit  of 
the  New  York  City  Investment  Fund. 
As  the  article  stated,  the  fimd  supplies 
much-needed  capital,  provides  guidance 
to  deals,  and  monitors  portfolio  invest- 


ments in  the  inner  city.  However,  the 
fund  should  not  be  judged  solely  by  the 
impact  of  six  investments.  Ultimately, 
the  benefit  to  New  York  will  be  mea- 
siu'ed  by  all  of  the  activities  coordinated 
by  the  organization. 

Many  of  the  250  unfunded  proposals 
and  business  plans  have  received  de- 
tailed review  and  feedback  from  fund 
sector  members,  who  represent  some 
of  the  most  respected  business  minds 
in  the  woi'ld.  This  commits  the  scarce 
resources  of  counsel,  strategic  advice, 
and  business  contacts  to  the  inner  city. 
The  value  of  the  time  invested  must 
not  be  underestimated. 

Todd  Dubner 
New  York 

THE  GSA:  NO  "IMPROPER 
INFLUENCE  EXERTED"  

Once  again,  the  General  Services  Ad- 
ministration must  respond  to  a  story 
("The  heat  under  Peter  Knight,"  Gov- 
ernment, Mar.  12)  about  the  consolida- 
tion of  the  Federal  Communications 
Commission.  This  is  an  11-yeai-old  effort 
GSA  undertook  following  authorizations 
by  Congi'ess  in  1987  and  pursuant  to  a 
1994  federal  court  order 

Wliat  is  of  most  concern  is  that  by 
piecing  together  selected  events  and 
facts,  with  a  twist  of  innuendo,  the  sto- 
ly  peipetuates  the  false  impi-ession  that 
actions  gsa  has  taken  to  consolidate  the 
FCC  have  been  improper  or- — worse — -il- 
legal. No  one  has  ever  asked  GSA  offi- 
cials at  any  level  to  compromise  any  le- 
gal obligation  or  any  personal  or 
professional  ethics,  nor  have  gsa  offi- 
cials done  so.  The  lease  gsa  entered 
into  for  Portals  II  in  1994  was  the  re- 
sult of  protracted  litigation.  Neither  the 
terms  of  that  lease  nor  any  of  the  sub- 
sequent supplemental  lease  agreements 
with  Portals  II  owners  were  the  result 
of  any  improper  influence  exerted  on 
GSA  officials — career  or  othei"wise. 

Hap  Connors 
Deputy  Associate  Administrator 
Office  of  Communications 
General  Services  Administration 
Washington,  D.  C. 

MOTOROLA  IS  A  DIGITAL  LEADER. 
NOT  A  LAGGARD  

Motorola  Inc.  disagrees  with  yoiu*  in- 
terpretation of  its  digital  competence 
("Wireless  goes  ha.\avire  at  Motorola," 
News:  Analysis  &  Commentary,  Mar. 
9).  No  digital  wu'eless  competitor  com- 
l)etes  in  as  many  markets  as  we  do. 

Last  year,  we  won  nearly  $5  billion 
in  digital  cellulai'  infi-astractiu-e  contracts. 


including  the  lai'gest  one  ever  awarded  4  '(''j 
Japan.  We  created  the  world's  fastest 
gi-owing  time-division  m.ultiple-access  dig  ,p,j 
ital-wii-eless  technology,  called  iDEN(R).  i 

We  set  an  industry  record,  launchinj 
49  digital  tdma  intelligent  satellites  inti  if 
space  in  the  past  10  months.  This  digits  j 
wireless  "network  in  the  sky"  vrill  pro 
vide  a  digital  phone  call  or  page  virtu] 
ally  anywhere  on  earth. 

We  are  also  the  leader  in  the  highlj 
competitive  gsm  digital  telephone-ham 
set  business,  which  makes  up  65%  t  , 
70%  of  the  global  digital  market.  W 1 
created  a  digital-paging  protocol  that  i 
the  de  facto  standard  for  high-speed^"' 
one-way  paging.  Few  perform  in  th  *) 
global  wireless  digital  markets  as  we  ® 
as  Motorola. 

Albert  R.  Brashea 

Director,  Corporate  Communication 
Motorola  In< 
Schaumburg,  II  ™P 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  tfie  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 


Afa 


Sfioppmg  for  computer  equipment'  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.coni 
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All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

39th  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@mgh.com 

America  Online  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 

renewals,  changes  or  problems,  and  single  copies. 

Phone:  (800)  635-1200  or  (609)  426-7500 

Fax:  (609)  426-7623. 

Internet:  bwhelp@mcgraw-hill.com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 
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he  Clinton  Propaganda  Machine 
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)W  THE  CLINTONS 
4NAGE  THE  MEDIA 


•om  the  moment  Bill  Clinton 
emerged  as  a  Presidential  front- 
•unner  in  late  1991,  his  relation- 
ith  the  national  media  has  been 
Clinton  views  the  press  coips  as 
^d  with  stories  he  considers  unim- 
t  (his  personal  life,  family  financial 
^s,  his  draft  history)  and  insuffi- 

interested  in  issues  he  consid- 
portant  (his  economic  plans,  his 
3ts  to  reshape  the  Democratic 
into  his  moderate  New  Democrat 
.  From  the  1992  Gennifer  Flowers 
frenzy  to  Kathleen  Willey's  Mar. 
jearance  on  60  Minutes,  Team 
1  has  made  a  career  out  of  de- 
political  dynamite. 

Chntons'  disdain  for  the  media 
ell-known  when  I  took  over  the 
House  beat  for  business  week  in 
1997.  But  I  was  surprised  at  the 
corps'  hostility  toward  the  Presi- 
nd  his  staff.  Weren't  these  scribes 
aeral  media  elite"  that  my  friends 
"vast  right-wing  conspu'acy"  hke 
)  about? 

/ard  Kurtz's  Spin  Cycle:  Inside 
nkni  Propaganda  Maclmie  goes  a 
ay  toward  explaining  the  enmity, 
ngtime  Washington  Post  reporter 

a  disturbing,  enlightening,  yet 
tely  flawed  picture  of  a  pair  of 
ctional  families:  the  White  House 
s  who  work  to  "manage"  the  me- 
d  the  diverse  collection  of  ultra- 
titive  reporters  whose  job  it  is  to 
end  The  Spin  to  find  The  Truth, 
tz  portrays  Clinton  as  a  politician 

suspicious  of  the  news  Estab- 
nt.  "They  like  to  destroy  people," 
'esident  is  quoted  as  telling  ad- 
Dick  Moms.  "That's  how  they  get 
•ocks  off."  The  press,  meanwhile, 
trated  that  most  Americans  seem 
buying  the  Administration's  view 
it's  important  and  what's  not. 
tz,  one  of  the  countiy's  most  re- 
d  media  critics,  does  a  compre- 


hensive job  of  reporting  a  year  in  the 
life  of  the  White  House  spin  machine. 
For  those  of  us  pri-vy  to  the  briefing- 
room  jousting  between  Press  Secretary 
Michael  D.  McCurry  and  press  corps 
agents  provocateurs,  it  is  fascinating  to 
discover  the  maneuvers  behind  McCur- 
ry's  carefully  scripted  word  choices — 
and  the  battles  he  often  wages  to  win 
permission  to  pass  along  slireds  of  in- 
formation. Relying  on  anecdotes  related 
by  White  House  spinners  and  reporters 
alike,  Kurtz  describes  the  White  House's 
favorite  tactics:  deny  the  ac- 
cusations, release  as  little 
information  as  possible,  at- 
tack the  accuser's  motives, 
focus  on  any  inconsistencies, 
describe  the  allegations  as 
part  of  a  right-wing  con- 
spiracy, and — most  of  all — 
change  the  subject  to  the 
economy  or  some  Adminis- 
tration initiative. 

Kurtz  reveals  the  lengths 
to  which  White  House  aides 
will  go  to  attack  and  dis- 
credit Clinton-bashing  re- 
porters. Sometimes,  this  means  a  per- 
sonal Presidential  rebuke  of  offending 
reporters.  But  in  the  case  of  Washing- 
ton Post  Whitewater  reporter  Susan 
Schmidt,  it  meant  a  "frontal  attack"  on 
her  credibility  ordered  by  Hillary  Chn- 
ton,  according  to  Kurtz.  Although 
staffers  bad-mouthed  the  reporter,  the 
idea  of  an  official  White  House  report 
pubUcly  critiquing  Schmidt's  stories  was 
finally  squelched  by  McCurry,  who 
feared  a  media  backlash. 

While  McCurry  and  other  White 
House  spinners  such  as  Lanny  Davis 
and  Rahm  Emanuel  are  generally  given 
high  marks  for  effectiveness,  the  Pres- 
ident and  First  Lady  are  depicted  as 
somewhat  naive  about  the  way  the 
game  is  played.  One  example:  Mrs. 
Clinton  thought  a  private  meeting  with 


INSIDE  THE*!^!^ 
CLINTON 
PROPAGANDA 
MACHINE 

SPINF 
GYj^E 

HOWARD  KURTZ 


Washington  Post  Executive  Editor 
Leonard  Downie  could  temper  the  neg- 
ative tone  of  that  paper's  Whitewater 
coverage.  But,  says  Kurtz,  the  session 
was  "a  disaster."  Her  personal  touch 
wasn't  enough — Downie  kept  pressing 
for  documents  that  could  prove  her  as- 
sertions of  innocence.  "That  was  the 
day  she  knew  she  was  screwed  with 
the  Post,  she  told  a  colleague 
afterward." 

Kurtz's  reporting  is  incredibly  de- 
tailed, but  his  analysis  is  debatable.  He 
devotes  too  much  space  to  the  scandal 
coverage  of  the  Post,  The  New  York 
Times,  and  The  Wall  Street  Journal. 
Those  papers  set  the  tone  for  much  of 
the  White  House  press  corps  coverage, 
but  their  scoops  failed  to  make  much 
of  an  impression  on  Middle  America. 
Kurtz  vastly  underemphasizes  outlets 
used  by  the  Wliite  House  to  refocus  at- 
tention away  from  scandal,  including 
USA  Today,  wire  services,  and  regional 
newspapers.  And  Kurtz  does  not  de- 
vote sufficient  space  to  TV. 

Kurtz's  book  undoubtedly 
will  prove  valuable  to  acad- 
emics who  in  future  years 
will  put  the  Clinton  Presi- 
dency into  historical  per- 
spective. And  it  provides  a 
useful  service  to  contempo- 
raries who  want  to  plumb 
the  depths  of  the  spinmeis- 
ters'  minds.  But  it  seems  a 
bit  out-of-date  in  this 
tabloidish  moment  of  Monica 
Mania.  Tlie  problem:  Kuitz's 
book  focuses  on  1997  and 
White  House  attempts  to  minimize  cam- 
paign fund-raising  and  Whitewater  alle- 
gations. Kathleen  Willey,  who  now 
claims  she  was  gi-oped  by  the  President 
outside  the  Oval  Office,  makes  only  a 
cameo  appearance.  Monica  Lewinsky 
and  Linda  Tripp  are  mentioned  only  in  a 
hastily  added  introduction  and  epilogue. 
Independent  Counsel  Kenneth  W.  Stan- 
is  only  one  of  many  supporting  players 
in  the  drama.  Spin  Cycle  provides  some 
valuable  lessons  that  will  help  a  reader 
understand  the  story  behind  today's 
headlines.  But  if  anyone  picks  it  up  to 
get  the  inside  skinny  on  late-breaking 
developments,  that  person  is  bound  to 
be  disappointed. 

BY  RICHARD  S.  DUNHAM 
Ihinham  covers  the  White  House  for 
BUSINESS  WEEK. 


URTZ  SHOWS  HOW  FAR  THE  WHITE  HOUSE  MLL 
GO  TO  COURT-OR  DISCREDIT-REPORTERS 
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Technology  &  You 


BY  STEPHEN  H.  WiLDSTROIVl 

WHY  MICROSOFT 
MUST  DO  BETTER 


It  may  have  a  point  in 
the  browser  wars, 
but  it  had  better  fix 
all  those  glitches 

My  Feb.  2.3  column, 
which  argued  that 
consumers  would 
benefit  if  Microsoft  Corp.  is 
allowed  to  integrate  a  Web 
browser  into  Windows,  at- 
tracted a  lot  of  comment 
from  readers.  Most  of  the 
messages  took  issue  with  me, 
and  many  of  them  made  me 
think. 

I  still  beheve  that  an  inte- 
gi'ated  browser  is  a  good  idea 
because,  among  other  things, 
it  makes  access  to  the  Inter- 
net easier.  I  even  think  that 
the  common  standaixl  created 
by  the  near-monopoly  of  Mi- 
crosoft's operating  system 
benefits  consumers  by  fonn- 
ing  the  basic  foundation  for 
software  designers.  But  read- 
ers repeatedly  raised  one  im- 
portant point:  Without  com- 
petitors breathing  down  its 
neck,  what  gives  Microsoft  an 
incentive  to  create  the  best 
possible  software? 
ERRATIC.  Microsoft's  argu- 
ment, made  in  recent  Senate 
testimony  by  Chairman 
William  H.  Gates  III,  is  that 
dominance  in  the  high-tech 
business  is  fleeting.  Perhaps 
the  Sun  Microsystems  Inc- 
IBM  collaboration  on  .Java 
software,  which  is  designed 
to  function  on  all  sorts  of 
computers,  vdll  make  operat- 
ing systems  irrelevant.  Or 
maybe  Apple  Computer  Inc.'s 
! incoming  Rhapsody  os  will 
sv  oep  the  market.  But  while 
v.  a  i  ng  for  a  threat  to  Mi- 
crusi  it  s  reign,  consumer 
wania  -s  i.s  justified. 

A  conctf'ie  example  comes 


from  reader  Mark  Hazell  of 
Halifax,  N.  S.  He  needs  to 
read  documents  posted  to  the 
Web  in  many  fomiats,  includ- 
ing Corel  Corp.'s  WordPer- 
fect, the  chief  rival  to  Mi- 
crosoft's Word.  Although  a 
distant  second  in  word  pro- 
cessing, WordPerfect  is  wide- 
ly used  for  legal  doc- 
uments, including 
many  in  the  Justice 
Dept.'s  online 
archive  for  the  U.  S. 
V.  Microsoft  antitiiist 
case. 

Word  can  read 
WordPerfect  files.  If 
you've  told  Windows 
to  use  Word  to  open 
WordPerfect  docu- 
ments, then  when 
you  click  on  a  link 
on  a  Web  page,  youi- 
computer  should 
launch  Word  and 
open  the  file. 
Hazell's  experience 
was  quite  different, 
and  so  was  mine. 
When  I  clicked  on  ■ 
the  link  in  Internet  i 
Explorer,  the  brows- 
er asked  what  pro- 
gi'am  to  use  to  open 
the  file.  Word  then 
fired  up  but  an- 
nounced that  it 
couldn't  open  the 
WordPerfect  file. 
Netscape  Navigator 
4.0,  by  contrast,  launched 
Word  and  opened  the  file 
with  no  trouble.  After  a  week 
of  phone  conversations  and 
E-mail  exchanges,  Microsoft 
traced  the  problem  to  bad  in- 
formation in  the  registry 
database  that  Windows  uses 
to  store  information  about 
your  computer. 

Now,  this  isn't  an  earth- 
shaking  problem.  The  fix, 


once  found,  was  relatively 
simple.  And  you  could  always 
work  around  the  glitch  by 
saving  the  WordPerfect  file 
to  youi'  hard  disk  and  open- 
ing it  from  within  Word.  But 
an  ordinary  customer  has  lit- 
tle hope  of  getting  as  much 
help  as  a  joumalist  working 
on  a  stoiy  Worse,  Microsoft's 
online  help  has  frequently 
been  unusable  because  of  er- 
I'atic  performance  at  its  Web 
site,  support.microsoft.com. 
The  company  says  it  is  in  the 
process  of  upgi'ading  the  site 
to  improve  responsiveness. 

Unfortunately,  Windows 
annoyances  are  fai'  &"om  rai-e. 
Mysterious  crashes  and  mvs- 


Mysterious  crashes  and 
error  messages  add  up  to 
one  big  blind  spot 


tifying  error  messages,  such 
as  the  dread  and  almost  un- 
fLxable  "Windows  Protection 
Error,"  are  far  too  common. 
For  example,  nearly  every 
time  I  install  a  printer  or 
other  device,  Windows  stops 
partway  through  the  process 
and  informs  me  that  it  cannot 
find  some  file  that  it  needs. 
Almost  invariably,  the  file  is 
on  the  installation  disk  the 


computer  has  been  readiij. 
Again,  I  can  work  around  te 
problem,  but  it  has  persistd 
through  two  updates  of  Wi- 
dows 95  and  remains  in  te 
test  version  of  Windows  9 
HIGHER  STANDARD.  These  :- 
tie  glitches  add  up  to  a  Ig 
blind  spot.  Software  may  e 
the  only  business  where  cci- 
panies  routinely  ship  pr(( 
ucts  with  known  defects,  ssfl 
Microsoft  is  no  worse  thn 
many  others.  But  I  belie i 
its  position  in  the  marl . 
gives  it  a  special  responsill- 
ity.  If  I  don't  like  Cyber]\> 
dia  Inc.'G  Uninstaller  utilit; . 
can  use  Quarterdeck  Corjk 
CleanSweep  instead.  Ev 
though  Micros! 
Office  has  mos' 
the  applicatin 
suite  market,  I  (in 
switch  to  Lotis 
SmartSuite  t 
WordPerfect  Sue. 
But  in  operat?^' 
systems,  especi^ 
for  individuals,  le 
choice  is  Windcs 
or  nothing. 

So  what  is  tope 
done?  It's  up  p 
Microsoft  to  s'^p 
up  to  the  {>1;. 
since  the  govev 
ment  can  neitli) 
create  competitai 
nor  regulate  qui- 
ty.  The  comply 
can  produce  hia 
quality  softwgfej 
Windows  NT  is  sB 
as   an  operat^ 
system  for  essB- 
tial  business  fup- 
tions  and,  not  i 
dentally,  faces  il 
competition  fr! 
Unix.  This  is 
reason  it  is  m 
more  reliable  than  Win95. 
versions  are  tested  more 
orously  before  release, 
"hot  fixes"  are  quickly  m|f 
available  as  bugs  are  fourl 
Microsoft  should  be  abk 
do  as  weU  for  consumers  a 
does  for  business  netw 
customers.  We  have  no  ch 
but  to  use  Microsoft  to 
where  we  want  to  go.  T  j 
should  make  it  a  better  t  i. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Be  Sure  You  Own  " 
The  Right  Mutual  Funds 
'  For  1998 


Ask  Prudential  For  A  Free  Portfolio  Review 

The  markets  have  changed.  Tax  laws  have  changed.  Your  financial  situation  and  personal  needs 
may  have  changed,  too.  But  what  about  your  mutual  fund  portfoho?  Now  is  a  good  time  to  make 
sure  that  your  investments  are  still  right  for  you.  Make  an  appointment  today  with  a  Prudential 
professional  for  a  free,  comprehensive  portfolio  review. 


Make  it  part  of 
this  year's  to-do  list 

Get  ready  to  take 
advantage  of  new 
market  opportunities 
in  1998.  Call  for 
an  appointment 
with  a  Prudential 
representative  today. 
Your  professional  will 
discuss  your  needs  and 
goals,  do  a  complete 
portfolio  analysis,  and 

help  you  moke  any 
adjustments  necessary 
to  keep  you  headed  in 
the  right  direction. 


Professional  advice  can 
give  you  an  edge.  Especially 
ill  this  dynamic  market.  Your  Prudential 
professional  will  help  you  understand 
how  changes  at  home  and  around  the 
world  can  impact  your  mutual  funds. 
Then,  using  Prudential's  exclusive 
analysis  and  planning  tools,  you'll 
work  together  to  fine-tune  your  portfolio 
for  today's  investment  climate.  And  as 
your  needs  change,  your  advisor  will 
be  there  to  help  guide  you  toward 
your  goals. 

In  an  uncertain  market, 
experience  counts.  Prudential's 
core  fund  managers  average  more  than 
19  years  of  experience  in  both  bull  and 
bear  markets,  and  in  a  wide  range  of 
investment  styles.  And  whether  you're 
thinking  growth  or  value,  stock  or 
bond,  international  or  domestic, 
there's  a  Prudential  core  fund  to 
help  diversily  your  portfolio. 


Prudential  core  funds — a  wide  range 
of  choices  for  today's  market 


U  S  STOCK 
Prudential  Equity 
Prudential  Equity  Income 
Prudential 
Jennison  Growth 
Prudential  Small 
Company  Value 

TAX-FREE  BONDS 
Prudential  California 

Municipal  Bond 
Prudential  Municipal 

Bond/High  Yield 


GLOBAL  STOCK 
Prudential 
World/International 
Stock 

Prudential 
World/Global 

BONDS 
Prudential 
Diversified  Bond 


Prudential 
High  Yield 


GLOBAL  BONOS 
Global  Total  Return 


Schedule  your  free  portfolio 
analysis  today!  Call  toll  free  to  find 
a  Prudential  representative  near  you. 

1-800-THE-ROCK 

ext.  4694  www.prudential.com 

Prudential 

liivesuiieiai. 

Call  for  a  prospectus  with  more  complete  information  on  shore  classes,  sales  charges,  management  fees  and  expenses.  Read  it  carefully 
before  you  invest.  Shares  of  the  Funds  are  offered  through  Prudential  Secunties  Incorporated,  1  99  Water  Street,  New  York,  NY,  and 
Pruco  Securities  Corporation,  213  Washington  Street,  Newark,  NJ,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 
Portfolio  reviews  can  be  obtained  either  through  Prudential  Securities  Financial  Advisors  or  Pruco  Securities  Registered  Representatives. 
Prudential  Investments  is  o  unit  of  The  Prudential  Insurance  Company  of  America. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


CURRENCY  ROARDS:  A  RAD  IDEA 
THAT  JUST  WONT  GO  AWAY 


PEGGED: 

Boards  like 
the  one 
Suharto 
is  planning 
leave  a  weak 
economy  at 
the  mercy 
of  speculators 


Robert  Kutti  ,_       o-editor  of  The 
American  Prai--  '  and  author  of  The 
End  of  Laissez-f^ue 


One  cmiosity  of  the  Asian  financial  cri- 
sis is  the  vogiie  for  a  qiiifky  idea — the 
currency  board.  In  Indonesia,  Presi- 
dent Suharto  is  proposing  that  the  nipiah  be 
pegged  to  the  U.  S.  doUai;  with  a  politically  in- 
sulated ciuTency  boaixl  empowered  to  set  and 
defend  its  fixed  exchange  rate.  He  is  abetted 
by  a  U.  S.  economist,  Steven  Hanke  at  Johns 
Hopkins  University,  who  promotes  curi-ency 
boards  as  a  monetary  panacea. 

Hanke 's  plan  pegged  the  rupiah  at  5,000  to 
the  dollar — about  twice  its  current  worth. 
The  iTjpiah  briefly  rallied  when  it  was  fii"st 
suggested.  Then,  wiser  heads  prevailed.  To 
put  it  less  politely,  the  International  Monetaiy 
Fund  and  the  Western  powers  warned  the 
old  dictator  that  if  he  persisted,  there  would 
be  no  IMF  aid.  It  may  be  the  imp"  that  backs 
down.  Suharto  appears  to  be  proceeding. 

Currency  boards  and  rigidly  pegged  ex- 
change rates  leave  weak  economies  with  an 
inelastic  monetaiy  system  that  is  hostage  to 
someone  else's  currency.  To  fortify  a  weak 
cun-ency  with  a  pegged  exchange  rate  against 
speculative  assault,  there  is  only  one  policy  in- 
stmment.  The  board  must  raise  domestic  in- 
terest rates  so  high  that  traders  start  buying 
the  currency  rather  than  shorting  it.  In  the 
meantime,  the  high  interest  rates  savage  the 
local  economy. 

Currency  boards  and  pegged  rates  have 
worked  in  very  special  circumstances,  such 
as  Hong  Kong  and  Ai-gentina.  Tlie  foiTner  is  a 
city-state  with  a  very  strong  banking  sys- 
tem. The  latter  suffered  from  hy]Derinflation 
and  turned  to  a  currency  boar'd  as  pari  of  a 
package  of  wide  I'eforms  of  the  sort  Suharto 
has  no  appetite  for-  implementing. 
OVERBURDENED.  If  currency  boar'ds  became 
gener'alized,  the  I'esult  would  be  a  mor-e  rigid 
version  of  the  fixed-exchairge-rate  system  that 
pr-evailed  diuing  the  Br-etton  Woods  er-a,  until 
1973.  At  that  point,  the  U.  S.  dollar  could  no 
longer-  anchor  the  worid's  monetary  system 
without  pr-oducing  inflation  at  home.  America 
shifted  to  a  system  of  floating  r-ates,  widely 
praised  as  more  "mar-ketlike."  But  if  the  U.  S. 
economy,  which  was  r'elatively  mor"e  promi- 
nent in  1971,  could  not  under-girxl  the  global 
money  system  then,  it  can  hai-dly  do  so  today. 

Wliat  is  also  peculiar-  is  that  monetary  con- 
ser-vatives,  led  in  this  case  by  The  Wall  Street 
Journal  editorial  i^age,  love  ciu-r-ency  boards. 
However,  if  all  prices  ar-e  optimized  when 
they  are  set  by  free  markets,  shouldn't  that 


logic  also  apply  to  exchange  rates?  Evident' 
there  are  times  when  market  forces  are  pe 
verse.  Other-wise,  why  saddle  currencies  wi' 
fixed  exchange  rates? 

What  explains  this  muddle  of  fii-st  prim 
pies  by  cheerleaders  for  the  genius  of  tl 
market?  It  tur-ns  out  that  champions  of  cu 
rency  boards  hate  governments  even  mo: 
than  they  love  markets.  The  vogue  for  cu 
r-ency  boar-ds  is  a  close  cousin  to  the  longir 
for  a  gold  standard,  and  to  Milton  Friedmai 
call  for  a  "fixed  monetary  nile."  Namely,  ce 
tral  banks  should  stop  meddling  and  put  mo 
etary  policy  on  automatic  pilot. 
STABILITY  AND  ELASTICITY.  Centr  al  banks, 
cour-se,  ar-e  already  supposed  to  be  insulate 
but  to  some  true  believers,  they  ar-e  not  i 
sulated  enough.  They  com.e  under  politic 
pressur-e  to  print  money.  With  a  current 
boar-d  and  a  pegged  rate,  printing  mon( 
doesn't  help  because  there  must  be  offs€ 
ting  hikes  in  the  interest  r-ate  to  defend  t: 
watered-down  cui-i-ency.  So  interfering  in  t 
market  by  pegging  rates  par-adoxically  fore 
countries  to  bend  to  the  judgment  of  mj 
kets — in  this  case  speculative  financial  m£ 
kets.  That  can  indeed  intr-oduce  draconi; 
monetary  discipline.  But  the  cure  is  ofti 
worse  than  the  disease. 

Ir-onically,  it  was  Keynesians— the  fathe 
of  Bretton  Woods — who  appr-eciated  that  t' 
monetary  system  needs  a  blend  of  stabili 
and  elasticity.  That  requir-es  gover-nment  i 
tervention,  shelter  from  speculative  pressu 
to  deflate,  and  infusions  of  credit  to  nee^ 
cases — not  a  procrustean  fixed  rule. 

The  Bretton  Woods  system  pegged  rat 
and  discouraged  speculation.  It  included: 
collective  defense  of  fixed  r-ates,  lubricat 
by  IMF  cr-edits.  A  cm-rency  board,  in  contra 
leaves  a  weak  economy  at  the  mercy  of  sp^ 
ulators,  with  all  the  rigidities  of  fixed  rat 
and  little  collective  support. 

One  would  welcome  more  stable  exchan 
rates — in  the  context  of  an  elastic  moneta 
system  that  promoted  growth.  Supports 
of  this  middle  ground  have  proposed  a  va 
ety  of  remedies,  fr-om  "crawling  pegs"  (fix 
rates  that  ar-e  adjustable)  to  taxes  on  ci 
rency  speculation  to  regional  regimes 
managed  stability,  such  as  the  Europe 
Monetar-y  System.  But  the  gold  bugs  a 
their  cur-rency-  board  cousins  propose  € 
actly  the  wrong  combination  of  free  mi 
kets  and  rigid  control. 
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JEEP.  THE  MOST 
AWARD-WINNING 
BRAND  OF  4x4s 
ON  EARTH. 


That's  not  surprising  consid- 
ing  that  Jeei?  vehicles  have 
en  at  the  forefront  of  4x4 
;hnology,  innovation,  and 
sign  for  over  50  years.  All  you 
ve  to  do  is  check  the  myriad 
four-wheel  drive  and  auto- 
3tive  enthusiast  magazines  out 
ere — we've  collected  numer- 
is  awards  and  endorsements 
)m  almost  all  of  them. 


All  those  awards  and  endorse- 
ments are  the  result  of  our  con- 
stant mission  to  improve  and 
perfect  4x4  technology.  Whether 
It's  the  legendary  Jeep  Wrangler, 
the  rugged  Jeep  Cherokee,  or 
the  ultimate  m  4x4s,  Jeep  Grand 
Cherokee,  they  all  share  in  that 
classic  Jeep  capability  and 
award-winning  tradition. 

Speaking  of  winning,  we're 
proud  to  announce  that  Jeep 


Grand  Cherokee  5.9  Limited,  the 
fastest  sport  utility  vehicle  in  the 
worldt  has  been  named  the  1998 
4x4  of  the  Year  by  Petersen's 
■i-Whecl  &■  Off-Road  magazine. 
But  then,  what  would  you  expect 
from  the  most  award-winning 
brand  of  4x4s  on  earth?  For  more 
mfomiation.  call  1-800-925-JEEP 
or  check  out  our  Web  site  at 
wwwjeep.com 


Jeep 

THERE'S    ONLY  ONE 


*Based  on  0-60  acceleration.  Always  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children 
Jeep  IS  a  registered  trademark  of  Chrysler  Corporation 


Economic  Trends 


BY  GENE  KORETZ 

HOW  LOW  CAN 
OIL  PRICES  GO? 

Some  analysts  see  more  weakness 

To  U.S.  consumers,  whose  heating 
oil  bills  have  plummeted  and  who 
are  paying  as  little  as  $1  or  less  for  a 
gallon  of  gasoline  at  the  pump  for  the 
first  time  in  recent  memory,  it's  like 
money  in  the  bank.  To  commodity 
traders  and  analysts,  it's  a  move  whose 
sharpness  and  speed  few  anticipated. 
And  to  economists,  it's  a  potent  new  de- 
velopment to  factor  into  their  forecasts 
of  economic  growth  and  inflation. 

Since  October,  oil  prices  on  world 
markets  have  plunged  by  a  third,  dip- 
ping below  $14  per  baiTel  for  the  first 
time  in  a  decade  and  touching  record 
postwar  lows  in  real  terms.  And  though 

OIL  PRICES  TAKE  A  BIG  SLIDE 
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▲  DOLLARS  PER  BARREL  'NEARBY  CONTRACT,  NEW  YORK 

MERCANTILE  EXCHANGE 
DATA  BLOOMBERG  FINANCIAL  MARKETS 

global  stocks  of  oil  almost  never  rise  in 
the  first  months  of  the  year,  they  seem 
likely  to  surge  by  a  heady  1.3  miUion 
ban-els  per  day  in  the  ciurent  quarter, 
says  energy  analyst  Michael  Rotliman  of 
Merrill  Lynch  &  Co. 

A  number  of  factors  are  contribut- 
ing to  the  latest  downward  price  spu'al. 
On  the  demand  side,  the  most  obvious  is 
the  turmoil  in  Asia,  which  has  slashed 
consumption  by  some  500,000  barrels 
per  day,  and  which  may  not  be  resolved 
for  many  months — or  years — to  come. 
In  addition,  both  Europe  and  North 
America  have  experienced  unusually 
warm  winters.  The  U.  S.  government 
'•eports  that  the  first  two  months  of 
'  =^8  were  the  warmest  on  record  in 
lii   'ower  48  states. 

"he  supply  side,  the  OPEC  cartel 
actual!  boosted  its  production  quotas 
last  Ni  ^ber,  and  several  members, 
notably  \  meVd  and  Nigeria,  continue 
to  exceed  t.  ■  quotas.  And  the  U.  N.  is 
now  in  the  p.    ess  of  raising  Iraq's  Limit. 


As  for  the  economic  fallout,  econo- 
mists at  Salomon  Smith  Barney  esti- 
mate that  the  recent  decline  in  oil 
prices,  if  sustained,  could  reduce  con- 
sumer inflation  in  Europe  and  the  U.  S. 
this  year  by  0.25%  to  0.5%  ft-om  where 
it  would  otherwise  be.  Lower  prices 
also  could  add  about  0.25%^  to  economic 
gi'owth,  cutting  the  anticipated  contrac- 
tionary impact  from  the  continuing 
Asian  crisis  by  a  quarter  to  a  half. 

Not  eveiyone  will  benefit  fi'om  lower 
oil  prices,  of  course.  For  oO  exporters,  in 
OPEC  and  out,  the  price  drop  is  a  heavy 
blow.  And  the  collapse  of  Asian  ciuren- 
cies  means  that  for  some  Asian  coun- 
tries, the  price  of  oil  imports  has  actu- 
ally doubled  or  tripled  in  the  past  year. 

The  futures  market  suggests  that  oil 
prices  will  recover  some  gTound  later 
this  year  But  energy  analyst  Richard 
Redash  of  Pradential  Securities  Inc.  ar- 
gues that  the  disairay  in  opec  ranks, 
the  growth  in  non-OPEC  output,  and  con- 
tinuing technological  advances  that  are 
slashing  the  costs  of  finding  and  pro- 
ducing oil  (BW — Nov.  3)  all  suggest  that 
the  market  still  hasn't  hit  bottom. 

Merrill  Lynch's  Rothman  agrees. 
Without  a  production  cut  enforced  by 
OPEC  or  some  geopolitical  disturbance 
that  affects  the  availability  of  oil,  he 
says,  'It's  entii'ely  possible  that  we  could 
eventually  see  prices  retest  then-  1986 
lows  of  $10  per  baiTel." 


THE  MYTH  OF 
STOCK  VOLATILITY 

Price  swings  aren't  out  of  line 

With  the  Dow  bobbing  up  and  down 
like  a  yo-yo  in  recent  years.  Wall 
Streeters  have  come  to  beheve  that  in- 
creased volatility  is  an  unavoidable  fea- 
tiu'e  of  today's  buoyant  mai'ket.  In  point 
of  fact,  however,  the  increased  volatility 
that's  raising  anxiety  levels  is  illusoiy, 
concludes  a  new  study  by  G.  William 
Schwert,  a  professor  at  the  University 
of  Rochester's  William  E.  Simon  Gradu- 
ate School  of  Business  Administration. 

Schwert  studied  U.  S.  stock  indexes 
at  monthly,  daily,  and  intraday  inter- 
vals and  found  that  returns  on  invest- 
ments in  any  of  these  time  fi-ames  over 
the  past  decade  were  not  especially 
volatile  by  historical  standards.  Volatih- 
ty  stayed  high  for  a  short  while  after 
the  1987  crash  but  then  returned  to 
noiTnal  levels,  Schwert's  data  show.  Only 
one  day  in  the  1990s— last  Oct.  27— 
made  the  lists  of  the  top  35  percentage 
falls  or  top  35  rises  fi-om  1928  to  1997. 


That  day  ranked  as  the  17th-large; 
stock  market  decline.  Most  of  tl; 
biggest  changes  were  in  the  eai'ly  193(. 

Wliy  do  many  traders  believe  th; 
markets  are  volatile?  One  likely  reasu 
is  that  they  haven't  gotten  used  to  t'.i 
higher  levels  of  the  major  indexes,  i 
which  small  percentage  changes  pr- 
duce  big  point  swings,  says  Grego' 
van  Kipnis,  chief  executive  of  Invicts 
Partners,  a  New  York  investment  ma! 
ager  When  the  Dow  doubles  in  ju 
thi-ee  yeai's  and  quach-uples  in  a  decad, 
a  100-point  rise  or  drop  in  a  day  isj; 
what  it  used  to  be. 

Another  reason  may  be  a  gi'owing  y- 
petite  for  leveraged  trading.  Some  Wl 
Street  firms,  says  Schwert,  may  be  tt- 
ing  big  risks  in  markets,  so  that  e\'  : 
modest  volatility  seems  scaiy  to  then 
By  Peter  Cj 


THE  TRADE  GAP 
WON'T  BE  ALL  BAI 

Many  overseas  units  may  thrive 

Although  an  ominous  cloud  I0015 
over  America's  trade  balance  tls 
year  in  the  foirn  of  slowing  exjjorts  aj 
fast-rising  imports,  economist  -Josel 
Quinlan  of  Morgan  Stanley,  Dean  Wittj 
Discover  &  Co.  spies  a  silver  lining  1 
the  import  side:  the  growing  role 
overseas  affiliates  of  U.  S.  companiesl 
In  1995,  the  last  yeai-  for  which  da 
ai'e  available,  U.S.  affiliates  operating! 
foreign  countries  accoimted  for  almosi 
fifth  of  U.  S.  merchandise  imports,  a| 
today  that  share  is  probably  higher, 
last  count,  it  was  81%  for  imports  fr(| 
Singapore,  52%  for  Hong  Kong,  46% 
Ireland,  40%c  for  Canada,  30%^  | 
Britain,  26%-  for  Mexico,  and  14%- 
20%  for  Indonesia,  Malaysia,  Brazil,  ajl 
Thailand  (chart).  <«^^ 


As  imports  fi"om 
Asia  and  else- 
where rise  this 
year,  says  Quinlan, 
a  gi'owing  portion 
is  likely  to  come 
from  affiliates  of 
U.S.  multinationals 
benefiting  from 
lower  production 
costs  overseas. 
This  trend,  he 
says,  "will  reflect 
America's  competi- 
tive strength,  not 
its  weakness,  and 
will  mean  added  profits  for  a  numbei 
parent  companies." 


SOME  U.S.  IMPORT  :' 
SPELL  PROFITS  | 

IMPORTS  FROM  U  S.  AFFILIAlf 
AS  PERCENT  OF  TOTAL  IMPOfi'!' 
FROM  SOURCE  COUNTRY 

SINGAPORE 

IREUND 

CANADA 

BRITAIN 
MEXICO  I 
THAILAND 
BRAZIL  I 
MALAYSIA 
INDONESIA^ 
60 

►  PERCENT 

DATA:  COMMERCE  DEPT,MOR 
STANLEY  DEAN  WIHER 
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)NSUMERS'  SHOPPING  CARTS 
IE  FILLING  FAST 

id  fundamentals  and  warm  weather  keep  the  economy  pulsing 


U.S.  ECONOMY 


ISING  STARTS:  BEST 
yiTER  IN  A  DECADE? 


Buying  power:  U.  S.  con- 
sumers have  it,  Asians  don't, 
ein  lies  the  dichotomy  in  the  economy's  first-quar- 
erformance.  Income  growth  is  surging  this  quarter, 
ow  inflation  is  stretching  paychecks  further.  Throw 
Nino's  gift  of  a  mild  winter  in  the  East,  and  you 
the  makings  of  a  powerful  spurt  in  consumer 
ding  and  homebuilding.  But  at  the  same  time, 
s  meltdown  is  hurting  exports,  and  U.  S.  manu- 
rers  are  starting  to  feel  the  effects, 
cording  to  the  latest  data,  not  only  were  January 
i^'ebruary  retail  sales  vibrant,  but  overall  prices  of 
I  goods  are  faUing,  meaning  sales  volume  is  surg- 
^ousing  starts  boomed  in  Febimary  (chart),  and  in 
h,  homebuilders  said  market  conditions  were  the 
in  years.  Also  in  March,  first-time  jobless  claims 
)  the  lowest  level  of  the  year*,  suggesting  continued 
gth  in  job  creation  and  income  growth. 

Meanwhile,  after  a  hearty 
boost  in  their  production  in 
the  foui'th  quarter-,  industrial 
plants  slammed  the  brakes  on 
output  increases  in  February. 
Some  of  that  slower  pace 
clearly  reflects  the  Asian  in- 
fluence on  weaker  exports,  es- 
pecially since  production  of 
capital  goods,  a  big  export 
item,  has  slowed  noticeably. 
Moreover,  business  inventories 
lOt  grow  at  all  in  January,  perhaps  a  sig-nal  that 
lesses  are  making  some  downward  adjustments 
eir  stockpiles. 

e  bottom  line:  Domestic  buying  power,  with  its  fast 
,  is  going  to  triumph  in  the  fii-st  quarter.  Growth  in 
^oss  domestic  product  is  adding  up  to  an  annual 
)f  more  than  3% — close  to  the  3.5%  pace  in  the  sec- 
lalf  of  last  year.  For  the  second  quarter,  a  slowdown 
mestic  demand  is  likely,  given  that  good  weather 
id  some  spring-quarter  buying  to  be  brought  for- 
into  the  winten  But  with  consumer  ftmdamentals  so 
g,  households  may  not  stay  out  of  action  for  long. 

DISTENT  STRENGTH  in  household  demand  has 
the  economy's  key  feature  of  the  past  year.  It 
as  though — when  all  the  first-quarter  data  are 
eal  consumer  outlays  for  goods,  sei-vices,  and  new 
ng  will  have  accounted  for  more  than  80%  of  the 
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economy's  growth  since  the  end  of  1996.  But  the  pat- 
tern has  been  a  zigzag,  with  alternating  quarters  of 
spending  sprees  followed  by  respites. 

The  fii'st  quarter  is  clearly  one  of  those  sprees.  Retail 
sales  rose  a  healthy  0.5%  in  February,  and  January 
receipts  jumped  1%,  a  gain  that  was  revised  sharply 
higher  from  the  0.1%  increase  originally  reported.  Feb- 
ruary receipts,  which  are  based  on  only  partial-month 
reporting,  are  likely  to  be  re-vised  upward  as  well,  giv- 
en the  month's  unusually  waim  weather  and  the  strong 
weekly  results  of  private-sector  sui'veys. 

Leading  the  February  sales  gain:  Department  stores 
and  clothiers  each  posted  1.3%*  increases  in  receipts,  on 
top  of  advances  of  more  than  2%  each  in  January. 
Building  supply  and  hardwai*e  stores  also  scored  big 
gains,  reflecting  the  boomlet  in  housing.  Furniture 
store  sales  dipped  0.4%  in  February,  but  that  followed 
the  largest  two-month  gain  in  four  years. 

MOREOVER.  WHEN  RETAIL  SALES  are  adjusted  for 
inflation  and  to  exclude  those  categories  that  do  not  en- 
ter the  Commerce  Dept.'s  measure  of  real  consumer 
spending  in  the  GDP  data,  so-called  core  retail  sales 
are  on  track  to  post  the  strongest  quarterly  advance  of 
this  seven-year  expansion.  A  conservative  estimate  of 
first-quarter  gi-owth  in  real  consumer  outlays  would 
be  around  5%^ — which  is  about  the  same  powerful  pace 
at  which  real  aftertax  income  appears  to  be  growing. 

Store  r-eceipts  actually  un- 
der-state the  volume  of  goods 
consumers  are  buying  (char't). 
Average  sales  during  the  past 
thi-ee  months  are  up  only  3.4% 
from  the  same  thi-ee  months  a 
year  ago.  But  because  over-all 
retail  prices  have  fallen  1.1%, 
the  real  volume  of  sales  is  up 
a  much  stronger  4.5%. 

Of  course,  that  price  decline 
is  exaggerated  by  the  nearly 
7%  drop  in  prices  at  gasoline  stations  and  by  the  more 
than  32%  plunge  in  pr-ices  of  computei-s  and  softwar-e. 
The  fact  is,  excluding  those  two  categories,  prices  for 
90%  of  retail  goods  are  rising  1.1%.  That's  slov/er  than 
the  1.8%  trend  of  price  gr-owth  during  the  pr-e-dous  two 
years,  but  the  deflation  suggested  by  the  overall  index 
is  far  fi-om  a  general  trend. 

Not  only  are  consumers  spending  their  income,  but 
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they  also  have  enough  left  over  to  relieve  some  of 
their  debt  burdens.  Late  payments  on  bank  credit 
cards  in  the  fourth  quarter  of  1997  dropped  to  the 
lowest  level  since  1994,  says  the  American  Bankers 
Assn.  The  percentage  of  accounts  delinquent  30  days  or 
more  fell  to  3.04%,  down  from  3.53%  in  the  third  quar- 
ter and  from  a  record  3.72%  a  year  ago. 

CONSUMERS  ARE  ALSO  SHELLING  OUT  for  new 

homes.  Homebuilders  broke  gi'ound  on  new  houses  at 
an  annual  rate  of  1.64  million  in  Febi-uary,  up  a  steep 
6%  from  January.  Regionally,  the  month's  gains  fol- 
lowed El  Nino,  with  double-digit  increases  of  14.3% 
in  the  Northeast  and  10.9%  in  the  South.  Midwest 
starts  rose  8.1%,  but  building  in  the  West  dropped 
7.9%,  probably  reflecting  El  Nifio's  unfriendly  side. 

Starts  are  likely  to  fall  from  the  Febiaiary  peak  in 
coming  months,  indicating  in  part  the  payback  from  the 
weather-related  strength.  But  housing  activity  should 
remain  at  a  relatively  high  level  this  spring  and  sum- 
mer because  of  low  mortgage  rates,  record-low  inven- 
tories of  unsold  new  homes,  and  generally  soUd  con- 
sumer fimdamentals.  The  National  Association  of  Home 
Builders'  latest  index  of  market  conditions  dipped  to  67 
in  March,  from  68  in  February,  but  February's  results 
were  the  most  upbeat  in  four  years. 

To  be  sure,  the  news  on  the  first  quarter  is  not  all 
good,  as  the  crosscurrents  in  overall  demand  begin  to 


CANADA 


EQUIPMENT  OUTPUT 
HAS  WEAKENED 


hit  manufacturers,  who  export  a  record  27%  of  the^ 
output.  Earlier  signs  of  weaker  export  orders  and 
flattening  out  of  overall  nonaircraft  bookings  are  nol 
showing  up  in  factory  output.  Industrial  production 
factories,  utilities,  and  mines  failed  to  rise  in  Februai'^ 
as  did  output  in  the  manufacturing  sector  alone.  {, 

Output  does  nDt  appear  to 
be  collapsing,  mind  you.  Fac- 
tory production  is  on  track  to 
rise  at  an  annual  rate  of  about 
3.5%  this  quarter,  but  that 
would  be  a  considerable  slow- 
down from  the  fourth  quar- 
ter's 8%  rate  of  growth.  A 
chief  weak  spot  recently  is 
output  of  industrial  equip- 
ment, which  fell  0.3%  in  Feb- 
ruary, after  dropping  1%  in 
January  (chart).  Exports  of  capital  goods  make 
more  than  half  of  all  foreign  demand  for  U.  S.  goo 
and  that  is  where  Asian  cutbacks  have  been  tl 
sharpest. 

So  if  you're  looking  for  a  slowdown  in  the  U 
economy,  the  lesson  from  the  first  quarter  is:  Doi 
waste  your  time  staring  across  the  Pacific.  Keep  yo 
eyes  peeled  on  the  labor  markets,  consumer  spendir 
and  business  investment.  If  the  slowdown  is  real,  tha 
where  it  will  show  up. 


A  MONTHLY  PERCENT  CHANGE 
DATA-  FEDERAL  RESERVE 


A  BRAWNY  ECONOMY  IS  TAMING  THE  BUDGET 


The  best  news  coming  from 
Canada's  fiscal  front  is 
about . . .  nothing. 

That  at  least  is  one  way  to  read 
Finance  Minister  Paul  Martin's 
announcement  that  the  federal 
budget  will  be  in  bal- 
ance for  the  fiscal  year 
ending  Mar  31.  Martin 
also  said  the  balance 
will  be  zero  for  the 
next  two  years — ciuite 
a  tui'naround  from 
Canada's  huge  deficits 
in  the  early  1990s 
(chart). 

Spending  cuts  have 
helped  to  trim  the 
'eficit,  but  the  real  catalyst  has 
b>  •  n  the  robust  economic  growth 
that  i.'  lifting  revenues  in  this 
heavih   axed  country.  Despite  the 
Asian  cri     and  two  major 
strikes,  ret-,!  gross  domestic  prod- 


CANADA  HEADS  TOWARD 
FISCAL  BAUNGE 


▲  PERCENT 

DAfA-  STANDARD  &  POOR'S  ORL  BUSINESS  WEEK 


uct  rose  at  a  3%  annual  rate  in 
the  fourth  quarter.  Real  GDP  grew 
4.2%  for  all  of  1997,  the  best  pace 
in  three  years. 

And  the  economy  still  shows 
some  energy  now,  even  with  Mon- 
treal's ice  storms,  con- 
tinued fallout  from 
Asia,  and  tightening 
monetary  policy.  Feb- 
ruary payrolls  rose  by 
a  large  81,700,  while 
the  jobless  rate  fell  to 
8.6%  from  8.9%.  The 
economy's  vigor  is 
why  private  analysts 
say  that  Ottawa  will 
actually  post  surplus- 
es this  fiscal  year  and  beyond. 

Martin's  restrained  foi'ecast, 
however,  is  an  attempt  to  head  off 
a  fight  over  how  to  spend  any 
vrindfall.  The  conservative  Reform 
Party  wants  some  tax  relief  and 


debt  reduction.  Even  with  its  re- 
cent deficit-cutting,  Canada's  pub' 
lie  debt  stands  at  a  massive  68.19i 
of  GDP.  The  New  Democrats  want 
a  rise  in  social-service  spending, 
Martin's  governing  Liberal  Party 
has  pledged  tax  cuts  for  lower-in- 
come households,  some  increased 
spending,  and — if  there  is  extra 
cash — a  Little  debt  reduction. 

In  particular,  Martin,  who  is 
seen  as  a  possible  successor  to 
Prime  Minister  Jean  Chretien,  ha 
proposed  federal  scholarships  for 
college  students.  But  critics  argu( 
that  the  money  should  go  directlj 
to  the  provinces  to  improve  Cana 
da's  universities.  Clearly,  the  de- 
bate will  heat  up  later  on  as  the 
strong  economy  bi'ings  in  more 
revenues.  But  Canada's  politiciani 
know  that  argTiing  over  a  surplus 
is  far  easier  than  cutting  a  deficit 
With  Joseph  Weber  in  Toroni 
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WE    LEARNED   THE    VALUE    OF  COMPETITIVE 
PRICING    FROM    THE    REAL  WORLD. 
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LIVING  IN  A  WORLD  d 


Ultra-low  prices 
are  a  boon  for 
business-andjust 
about  everybody 

Consider  it  a  surj^rise  birthday 
gift  to  the  economy  as  the  1990s 
expansion  enters  its  eighth  yeai'. 
Over  the  last  six  months  the 
jwice  of  ciTjde  oil  has  plunged 
from  $22  a  bairel  to  a  low  of  $12.91  a 
baiTel  on  Mar.  17,  a  level  not  seen  since 
October,  1988.  And  the  prices  of  gaso- 
line, electricity,  and  anything  else  pro- 
i!  iced  with  petroleum  are  headed  down: 
K;,.  !-g-y  prices  nationwide  fell  2.4%  in 
tlit  ^--i^t  month  of  this  year  and  are 
down  ..'  %  in  the  12  months  ended  in 
Januarv  '-v  some  cities,  gasoline  has 
fallen  bei     SOc  a  gallon. 

This  yeu!  ,.  stunning  and  unexpected 
decline  in  en<.-!o-y  costs  is  causing  cor- 


porate planners  to  rip  up  then-  budgets. 
At  cuiTent  prices.  Continental  Airlines 
could  save  up  to  $140  million  on  jet  fuel 
this  year,  American  Airlines  says  it 
spent  $50  milhon  less  in  the  fii'st  quaiter 
alone,  and  Tenneco  expects  to  spend  $4 
less  a  ton  to  produce  container  board — 
and  these  cost  declines  drop  straight  to 
the  bottom  line. 

Wliat's  more,  the  falling  energy  costs 
provide  fuel  foi'  more  economic  gi'owth. 
Because  consumers  ai'e  spending  less  on 
fuel  and  heating,  they  have  more  money 
to  spend  on  other  goods  such  as  food,  en- 
tertainment, and  cars.  And  with  falling 
energy  costs  holding  down  inflation,  the 
Fed  has  another  reason  not  to  apply  the 
brakes  with  interest-rate  hikes.  "This  al- 
most offsets  the  effects  of  the  Asian  cri- 
sis on  U.S.  economic  growth,"  says 
David  A.  Wyss,  chief  economist  at  con- 
sultants Standard  &  Poor's  DRi.  Indeed, 
falhng  oO  prices  could  add  foiu"-tenths  of 
a  percentage  point  to  gi'owth  in  1998. 

To  be  sure,  oil  prices  could  pop  back 
up  again.  The  biggest  dangers  are  po- 
litical disruptions  of  the  oil  supply — 


most  likely  suiTounding  the  situation 
Iraq — or  a  sudden  agi-eement  among 
suppliers  to  cut  production.  Venezui 
sent  oil  prices  up  a  tick  on  Mai-.  18  fr( 
their  lows  when  it  announced  that 
vrill  attend  opec's  Mai*.  30  meeting.  Tl  t 
leaves  some  oil  consumers  waiting  .up. 
hopefully — to  see  if  the  low  prices  sti  itrie 
"If  this  continues  for  more  than  seve  lyc( 
months,  we'd  probably  gee  more  ex(  ap$ 
ed,"  says  Continental  Chief  Financ  leri 
Officer  Lawrence  W.  Kellner.  espl 

But  even  skeptics  accept  that  oil  I  sj 
moved  into  a  lower  trading  range.  J  t? ' 
example,  in  January,  when  oil  fell  if- 
low  $17,  Nizam  Sharief,  director  of 
seai'ch  at  energy  risk  managei*s  Horns 
&  Co.,  predicted  that  cmde  would  qui 
ly  return  to  a  trading  range  of  $17 
$21  a  ban-el.  But  Sharief — indeed  m- 
oil  analysts — now  see  more  forces  ho 
ing  prices  down,  to  $10  to  $15  a  ban 
even  after  this  mild.  El  Niho-cb-iven  m 
ter  tiuTis  to  a  hot  .simuner  Oil  consult 
Purvin  &  Gertz  Inc.  say  it  won't  be 
til  2000  before  oil  averages  $17  agairlicain 

Why?  It  looks  more  likely  Asia  ^  ttji^ 
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WITH  GAS  PRICES 
LOW,  CONSUMERS 
CAN  SPEND  MORE 
CASH  ELSEWHERE 


lEAP  OIL 


rears  to  resume  its  prior  gi'owth 
and  appetite  for  oil.  Giant  oil  dis- 
ss in  the  Caspian  Sea  region,  off- 
West  Africa,  and  in  the  Gulf  of 
o's  deep  waters  promise  new 
s  of  non-OPEC  oil  (page  54).  Finally, 
•ganization  of  Petroleum  Exporting 
ries  no  longer  has  the  ability  to 
'  control  pumping  by  its  members, 
ps  most  important,  oil  now  is 
ir  to  iind  and  retrieve,  thanks  to 
xploration  and  production  technol- 

such  as  directional 
g.  "There  is  chronic 

capacity  for  as  far  a-s 
n  see — up  to  2005," 
ieo  P.  DroUas,  deputy 
3r  at  the  Centre  for 
1  Energy  Studies, 
n-based  oil  watchere. 
coiporate  budgeters 
plugging  those  nimi- 
into  their  spread- 
i,  they  see  the  glim- 
if  a  new  dawn.  Big 
2al  manufactui-ei-s  ai'e 
ting  that  raw  materi- 


als used  in  eveiything  from  plastics  to 
di"ugs  will  fall  1.3%  this  year — the  &'st 
time  all  decade.  In  the  past  12  months, 
jet  fuel  prices  are  off  27%.  And,  in  real 
ternis,  the  $1  a  gallon  U.  S.  consumers 
pay  on  average  for  gas  is  the  lowest 
price  in  recorded  history,  according  to 
the  American  Petroleum  Institute. 

"We're  just  beginning  to  assess  what 
this  will  do,"  says  Jeny  Lowe,  a  vice- 
president  and  general  manager  at  Ten- 
iieeo  Packajiing.  Beyond  the  savings  in 


OIL  PRICES 
ARE  FALLING... 


...AND  EFFICIENCY 
GAINS  HAVE  SLOWED 


•73  '80 
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*'97  AND  '98  EST.  ▲  THOUSANDS  OF  BTUs  PER  1 992  DOLLAR' 
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its  container-board  manufacturing,  Lowe 
sees  oil  savings  augmented  by  electric 
deregulation.  Tenneco,  which  now  gen- 
erates half  the  power  to  mn  its  paper 
mills,  is  considering  reducing  its  energy 
assets.  "We  want  to  make  money  in 
products,  not  energy  plants,"  says  Lowe. 

Of  course,  falling  prices  affect  indus- 
tries differently.  Oil  companies  such  as 
Amerada  Hess,  Murphy  Oil,  and  Unocal 
are  reducing  spending  in  anticipation  of 
lower  profits.  Shares  of  the  major  oil- 
field service  companies  have  tumbled, 
taldng  down  the  Standaixl  &  Pooi-'s  well 
equipment  and  services  index  23%  since 
Nov.  5.  Small  carmakers  aren't  seeing 
any  benefit,  either  "When  you  can  buy 
a  gallon  of  gas  for  less  than  it  costs  to 
buy  a  Htei"  of  bottled  water,  there  aren't 
a  lot  of  natiu'al  incentives  to  buy  a  small 
car,"  says  Donald  W.  Hudler,  president 
of  General  Motor's  Saturn  Corp. 
"MINI-TAX  CUT."  On  the  other  hand,  De- 
troit is  selling  lots  of  gas-hungiy  tnicks 
and  sport-utility  vehicles.  Falling  gaso- 
line prices  "represent  a  minitax  cut  for 
consumers  and  provide  oui"  buyers  with 
extra  resources"  to  spend  on  their  ve- 
hicles, says  Ford  Motor  Co.  senior  econ- 
omist Ellen  Hughes-Cromwick. 

Businesses  could  see  a  double  payoff 
by  continuing  to  push  for  energy  effi- 
ciency. Unhke  consumers,  who  can  be 
expected  to  drive  their  Ford  Expedi- 
tions more  this  summer,  corporations 
have  regulatory  reasons  to  continue  ef- 
ficiency efforts.  And  many  are  able  to 
chop  manufactuiing  and  processing  costs 
while  reducing  energy  demands.  "There 
seems  to  be  a  sense  it's  energy's  time," 
says  Charles  L.  Watkins,  president  of 
Duke  Energy's  retail-services  business. 
"The  first  thing  I'm  asked  is,  'how  can 
you  save  me  20%?'  There's  an  assump- 
tion that  prices  will  be  falling." 

Most  oil  companies  seem  to  under- 
stand the  new  realities  of  the  market- 
place. Even  at  $15  a  barrel,  oil  compa- 
nies can  thrive,  thanks  to  years  of 
cost-cutting.  "We've  structured  our- 
selves to  exist  in  that  type  of  an  envi- 
ronment," says  Phillips 
Petroleum  Co.  chief  econ- 
omist Alan  H.  Struth. 

Now,  other  businesses 
are  beginning  to  wake  up 
to  what  the  oil  companies 
already  knew.  Barring  po- 
litical upheavals,  crude 
prices  seem  likely  to  stay 
low — and  that's  gr.od  news 
for  corporations  and  the 
U.  S.  economy. 

By  Gary  iMcWilliams  in 
Houston,  with  bureau 
repmis 
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COlVliVIENTARY 

By  Peter  Coy 


POLLUTION:  TECHNOLOGY  GOT  US  INTO  THIS... 


Cheap  oil  may  be  a  sweet 
dream  for  owners  of  Chevy 
Suburbans,  but  it's  a  night- 
mare for  environmentalists  and 
others  who  are  ft-etting  about 
air  pollution  and  global  warm- 
ing. Cheaper  gasoline  and  other 
transportation  fuels  will  lead  to 
more  consumption  and  more 
harmful  emissions.  "We  have  a 
dangerous  period  here  for  the 
environment,"  says  David  M. 
Nemtzow,  president  of  the  Al- 
liance to  Save  Energy.  "Cheap- 
er oil  is  going  to  make  it  that 
much  harder  for  the  U.  S.  and 
other  countries  to  reverse  their 
course  and  get  on  to  a  more  en- 
ergy-efficient future." 

What's  worse,  the  standard 
prescription  from  economists — 
higher  fuel  taxes,  to  encourage 
efficiency — is  politically 
Nowheresville.  Sure,  higher 
levies  could  be  offset  with  re- 
ductions in  other  taxes,  as  on 
income,  so  the  overall  burden 
would  not  rise.  But  let's  be  re- 
alistic: Regardless  of  the  mer- 
its, $2  or  $3  gasoline  would  go 
over  in  Congi'ess  these  days 
like  a  lead  balloon. 

Does  that  mean  cheap  oil  is 
destined  to  poison  the  earth? 
Not  necessarily.  There  is  a  po- 
tential fix  that  most  politi- 
cians— and  economists  as  well — 
have  underestimated.  It's 
technology.  Revolutionary  ad- 
vances in  finding  and  producing 
oil  cheaply  are  largely  responsible 
for  increasing  the  pollution  threat. 
Now  it's  time  for  another  set  of 
technologies  to  curb  the  pollution,  by 
improving  the  efficiency  with  which 
society  uses  oil. 

CLEAN  MACHINES.  The  predominant 
use  of  oil  is  in  transportation,  partic- 
ularly automobiles.  So  that's  where 
the  bulk  of  research  and  develop- 
ment on  oil-consumption  efficiency 
should  be  focused.  All  the  world's 
auto  makers  are  hot  on  the  trail  of 
"hypercars"  that  could  get  three 
1i  !:  ^s  the  fuel  efficiency  of  today's 
average  vehicles. 

It  may  seem  hard  to  beheve  that 
we're  on  the  way  to  cleaner,  more 


CLEANING  UP 


Just  as  it  has 
created  the  problem  by 
making  oil  abundant,  science 
can  cut  our  use  of  it 


fuel-efficient  vehicles,  given  the 
booming  sales  of  large  gas-guzzlers. 
Last  year,  the  average  fuel  efficiency 
of  cars  and  light  trucks  on  U.  S. 
roads  declined  for  the  fii"st  time 
since  the  1970s.  And  the  alternative 
vehicles  on  the  road  today  are  a  sor- 
ry lot.  General  Motors  Corp.  has 
managed  to  lease  only  about  300  of 
its  EV-l  electric  vehicles  despite  a 
heavy  subsidy. 

But  it's  time  to  stop  being  jaded 
about  alternative  vehicles.  In  the 
past  few  years,  laboratories  in  North 
America,  Europe,  and  Japan  have 
made  major  breakthroughs  in  clean, 
highly  efficient  diesel  engines  and  in 
fuel  cells,  which  extract  energy  fi-om 


hydrocarbon  fuels  without  com- 
bustion. Suddenly,  alternative 
vehicles  aren't  just  for  public 
relations  anymore.  In  late  1997,  \ 
Toyota  Motor  Coi-p.  unveiled  its  ; 
Prius,  a  car  that  gets  66  miles  h 
per  gallon  fi:-om  a  hybrid  power  i 
source  consisting  of  batteries  !j 
and  a  small  gasohne  engine.  • 
Ford  Motor  Co.  and  Daimler  ^ 
Benz  have  said  recently  they  j 
will  begin  selling  fuel-cell  cars  ;( 
by  2004,  and  gm  says  it  wll  j 
have  fuel-cell  cars  "production-  | 
ready"  by  then.  } 
GREEN  ISNT  ENOUGH.  These  ve-  < 
hides  won't  be  stripped-dovm  ' 
econoboxes  that  appeal  to  envi- 1 
ronmentalist  do-gooders.  If  \ 
they  are,  they  won't  stand  a  \ 
chance  in  the  marketplace, 
even  with  heavy  government  ; 
subsidies.  The  Clinton  Adminis-i 
tration  is  prepared  to  pony  up  . 
money — in  the  form  of  tax 
breaks  of  up  to  $4,000  per 
car — to  jump-start  mass  pro-  - 
duction  of  alternative  vehicles.  5 
But  it's  also  pumping  money 
into  R&D,  recognizing  the  need 
for  hypercars  that  have  all  the 
range,  power,  and  comforts  of 
the  best  conventional  cars  of 
today.  "You  need  a  car  that 
people  will  buy  because  it's 
better,  not  because  it  saves  on 
fuel,"  says  Amory  Lovins.  di- 
rector of  the  Rocky  Mountain 
Institute,  a  Colorado-based  en- 
ergy-efficiency outfit. 
Western  industrialized  countries  led 
by  the  U.  S.  are  the  world's  biggest 
producers  of  greenhouse  gases.  Fortu-  ebfi 
nately,  they  also  have  the  wherewitha 
to  do  something  about  them.  No  ques- 
tion, today's  low  fuel  prices  create  a 
formidable  speed  bump  on  the  road  to 
energy-efficient  technologies.  But 
that's  no  reason  to  give  up  the  jour- 
ney altogether.  If  coming  technologies 
like  fuel  cells  are  as  good  as  they're 
cracked  up  to  be,  eventually  they  will 
wm  in  open  competition  for  con- 
sumers' dollars.  We  had  better  hope 
so,  anyway.  Because  there  is  no  politi- 
cally realistic  alternative. 
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Coy  is  associate  economics  editor. 
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CUTIVE  SUITE 


MEN  BOSSES  GET  RICH 
OM  SELLING  THE  COMPANY 

len  parachutes  are  rewarding  dealmaking  CEOs 


■hen  a  company  announces 
[big  merger  plans,  rank 

and  file  employees  of- 
uffer  a  mass  anxiety  at- 

What  plants  will  close? 
1  departments  will  shrink? 
will  be  laid  off?  In  the  ex- 
ve  suite,  however,  the 
is  more  upbeat.  As  this 
n's  proxies  show,  when 
anies  merge  or  sell  out, 
executives  get  mindblow- 
ly  deals  whether  they  stay 
•  ride  off  into  the 
:t — regardless  of 
performance. 
3  payouts  are 
ig,  in  fact, 
some  observers  are  raising  ques- 
about  CEO  motives.  Rich  exit  pack- 
— so-called  golden  parachutes — 
i  designed  to  relieve  executives 
having  to  wony  about  what  could 
;n  to  them,  so  they  could  evalu- 
jals  effectively,"  says  Carol  Bowie, 
rch  director  of  Executive  Com- 
tion  Advisoiy  Services,  a  consul- 

in  Springfield,  Va.  "We've  now 
180  degrees,  to  the  point  that  the 
Y  is  so  big  that  it  must  be  difficult, 

impossible,  not  to  consider  one's 
;ituation." 

arges  of  conflicts  of  interest  are 
:ly   surfacing.   As   part   of  its 
ver  defense.  Computer  Sciences 
filed  suit  against  Computer  Asso- 

International  Inc.,  alleging  that 
;eo,  Charles  B.  Wang,  tried  to  win 
EO  Van  B.  Honeycutt's  support  for 
1  with  a  $35  milUon  payout  and  an 
)yment  contract  worth  $17.5  mil- 
'A  denies  the  allegations. 
RFORMANCE  ANXIETY.  Even  with- 
uch  potential  conflicts,  the  sever- 
packages  are  eye-popping.  Some 
lillion  in  cash,  stock,  and  various 

went  to  ITT  Corp.  CEO  Rand  V. 
tog  when  itt  was  acquired  by 
rood  Hotels  &  Resorts.  Although 
cog  has  left  the  company,  in  Janu- 
le  received  an  option  grant  of 
)0  shai'es  of  Stai-wood  in  exchange 
i\p  during  the  transition.  The  deal 
commits  itt  to  paying  the  "gross- 
axes  due  on  Ai-askog's  cash  sever- 
payments.  That  could  cost  an  ad- 
lal  $22.5  million,  says  Donald 
r,  principal  at  Pasadena  (Calif.)- 
l  Compensation  Resource  Group 


Inc.  And  the  package  is  unrelated 
to  itt's  performance:  Before 
its  takeover  battles  began, 
itt's  stock  had  seriously  under- 
performed  the  market. 

Another  sweet  sendoff  goes  to 
Kent  Kresa,  ceo  of  Northrop 
Gi-umman  Coi-p.,  who  will  collect  a 
cash  payment  of  $7.8  miUion  and 
see  his  stock  rights  and  options 
worth  $16.1  million  vest  should 
Northrop's  merger  with  Lockheed 
Martin  Corp.  go  through. 

Former  Tandem  Comput- 
ers Inc.  CEO  Roel  Pieper 
was  another  winner:  Af- 
ter selling  out  to  Com- 
paq Computer  Corp. 
last  year,  Pieper  walked  away  with  $6 
million  in  cash,  along  with  650,000  new 
Compaq  options  and  the  conversion  of 
Tandem  options  into  Compaq  ones.  Tan- 
dem's earnings  and  stock  price  had  lan- 
guished for  years  before  the  deal. 

You  don't  have  to  leave  to  cash  in,  ei- 
ther Sometimes  CEOs  who  stay  on  get 
special  bonuses  as  well.  When  Charles 
E.  Rice,  CEO  of  Barnett  Banks  Inc.,  sold 


out  to  NationsBank  Coi-p.  last  year  and 
agreed  to  become  nonexecutive  chair- 
man, he  received  250,000  NationsBank 
shares  and  options  for  400,000  more. 
The  proxy  stipulates  that  his  annual 
salary  and  bonus  must  be  at  least  $3.5 
million — and  never  less  than  that  of  Na- 
tionsBank CEO  Hugh  L.  McColl  Jr. 
"That  would  appear  to  be  an  ego 
clause,"  says  Charles  M.  Elson,  a  pay 
expert  and  professor  at  Stetson  Uni- 
versity College  of  Law.  In  1996,  Rice's 
salary  and  bonus  totaled  $2.5  million. 
RETAINER  FEES.  Then  there's  Bert  C. 
Roberts  Jr.,  chaii-man  of  mci  Commu- 
nications Corp.,  which  is  being  acquired 
by  WorldCom  Inc.  If  the  deal  goes 
through,  Roberts  will  become  chairman, 
and  he  and  other  senior  execs  will  split 
a  "retention-bonus  pool"  of  $170  million. 
Roberts'  share:  $10.5  million.  The  move 
wasn't  WorldCom  ceo  Bernard  J. 
Ebbers'  idea,  mci  had  negotiated  similai" 
terms  in  its  failed  merger  with  British 
Telecommunications  PLC  and  extended 
the  terms  with  WorldCom.  "Basically, 
we  walked  into  the  bt-mci  agi-eement," 
says  a  WorldCom  spokeswoman. 

Another  gi'owing  trend  is  to  guaran- 
tee a  departing  exec  a  fat  consulting 
contract.  Northrop  Grumman's  Kresa, 
for  example,  would  garner  $1.4  million 
in  his  fii-st  year  as  a  consultant.  IBM's 
latest  proxy  provides  ceo  Louis  V. 
Gerstner  Jr.  a  10-year  consulting  con- 
tract upon  retirement.  He  will  be  paid 
at  the  daily  rate  of  his  final  salary. 

But  ex-execs  don't  even  have  to  come 


The  Sweet  Hereafter 


TAKE  THE  MONEY  AND  RUN 


RAND  ARASKOG 

ITT  by  Starwood  Lodging 

$20  million  cash  and  stock, 
162,500  new  Starwood  options 

ROEL  PIEPER 

Tandem  by  Compaq 

$6  million,  650,000  new  Compaq 
options 

KENT  KRESA 

Northrop  Grumman 
by  Lockheed  Martin 

$7.8  million  cash 

TAKE  THE  MONEY  AND  STAY 

BERT  ROBERTS 

MCI  by  WorldCom 

$10.5  million  cash  bonus 

CHARLES  RICE 

Barnett  Banks  by 
NationsBank 

250,000  shares,  400,000  options;  min. 
annual  salary  and  bonus:  $3.5  million 
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back  if  trouble  hits.  After  agi'eeing  to 
merge  Union  Pacific  Corp.  with  South- 
em  Pacific  Rail  Corp.  last  year,  then-CEO 
Drew  Lewis  got  a  $4  million  bonus 
along  with  a  five-year,  $3.75  million  con- 
sulting deal.  The  merger  has  been  a 
disaster,  snai'ling  rail  traffic  across  much 
of  the  countiy.  So  is  Lewis  now  helping 
to  get   UP  out  of  this   mess?  up 


spokesman  Gary  F.  Schuster  says  he 
has  been  working  on  an  "as  needed" 
basis.  "It  doesn't  matter  if  he  works  at 
all  or  a  lot,"  says  Schuster  "That's  the 
deal  the  board  cut  with  him." 

With  stocks  in  the  Standard  &  Poor's 
500-stock  index  up  12%  this  year,  there 
is  little  outcry  over  dealmakers'  pay. 
That  may  change  as  pay-related  pro- 


posals come  up  in  annual  meetings,  saj 
Ann  Yerger,  director  of  research  at  tlf 
Council  of  Institutional  Investors.  "P^ 
issues  are  probably  the  No.  1  conceij 
for  our  activist  members,"  she  says.  B| 
by  annual  meeting  season,  many  deal-r 
lated  bonuses  will  be  in  the  bank. 

By  Jennifer  Reiyigold  in  New  Yon 
with  Brad  Wolverton  in  Atlanta 


STOCK  OPTIONS:  LOU  TAKES  A  CUE  FROM  SILICON  VALLEY 


Louis  V.  Gerstner  Jr.  is  not  yet  in 
the  same  league  as  high-tech  bil- 
lionaires such  as  William  H. 
Gates  III  and  Lawi-ence  J.  Ellison. 
But  the  IBM  CEO  doesn't  lack  for  in- 
centive pay.  His  1997  salaiy  and 
bonus  was  $6  million,  up  26%  from  a 
year  ago.  Wliat's  more,  he  stands  to 


In  a  break  from  Big  Blue  tradition, 
he's  opening  stock-option  programs 
to  a  wider  group  of  employees — 
namely  nonexecutives.  Even  though 
stock  options  for  the  rank  and  file 
have  long  been  standard  at  other 
high-tech  companies,  IBM  has  typi- 
cally granted  options  only  to  a  small 


In  the  past,  IBM  gave  options  only  to  a  small 
group-making  it  an  easy  mark  for  high-tech 
companies  who  came  wooing  managers 


make  a  bundle  on  the  2.2  million 
shares  he  received  as  part  of  his  an- 
nual compensation.  According  to 
IBM's  proxy  statement,  Gerstner's 
stock  could  have  a  value  of  $130  mil- 
lion if  the  share  price  appreciates  at 
1%  annually  for  the  10-year  option 
11  '  t-iod.  At  a  10%  annual  increase, 
G;  rstnei"'s  windfall  swells  to  a  cool 
$3M0  I,  i'lion. 

fso'v,  Gerstner  wants  more  iBMers 
to  get,  Silicon  Valley-style  rewards. 


executive  group.  That  makes  iBMers 
an  easy  mark  for  other  high-tech 
companies  that  come  wooing.  "They 
have  lost  a  lot  of  people  over  the 
years,"  says  Andrew  W.  West, 
whose  San  Francisco  consulting 
firm,  WardWest  Pay  Strategies,  de- 
signs stock  plans  for  high-tech  com- 
panies. "They  seeded  the  companies 
in  the  Valley." 

To  halt  the  brain  drain,  Gerstner 
in  1998  is  sweetening  the  pot  for 


performance-related  bonuses  by 
30%,  to  $1.3  billion.  Meanwhile,  the 
merit-pay  pool  is  getting  an  extra 
$2  billion. 

The  big  motivator,  though,  is 
stock.  This  year,  IBM  will  more  than 
triple  the  number  of  employees  who 
get  stock  options.  That's  on  top  of  a 
100%  increase  in  1997.  "This  is  a 
great  way  to  help  bring  the  best 
people  to  IBM,"  says  Josephine  l^ao, 
the  company's  head  of  executive 
compensation. 

HEFTY  INCENTIVES.  IBM  is  starting  to 
catch  up,  but  it  is  still  lagging  be- 
hind most  high-tech  companies.  The 
average  tech  concern  distributes 
about  3.3%  of  its  stock  in  the  form 
of  employee  options  each  year,  ac- 
cording to  Mark  Edwards,  a  consul- 
tant vrith  compensation  specialist 
iQuantic  Inc.  This  year,  IBM  is  plan- 
ning to  set  aside  2.5%  of  its  out- 
standing shares  for  employees,  up 
from  1.8%  in  1997. 

Gerstner's  inner  circle  is  also  re- 
ceiving more  generous  packages.  In 
addition  to  salary  and  bonus  raises  of 
up  to  31%,  Gerstner  is  giving  out 
hefty  incentives  in  the  form  of  re- 
stricted stock — essentially  shares  ex- 
ecutives can  cash  in  after  a  certain 
period  for  the  full  value.  It's  a  much 
better  deal  than  options,  which  in- 
crease in  value  only  when  they  ex- 
ceed a  preset  price.  Accoi'ding  to  the 
proxy,  IBM's  top  three  executives  re- 
ceived $2  million  worth  of  restricted 
stock  each  in  1997.  "That's  great  for 
retention,  but  it  doesn't  do  much  for 
performance,"  says  West. 

So  far,  it's  too  early  to  tell  if 
Gerstner's  compensation  scheme  is 
working.  But,  says  recruiter  Jeffrey 
E.  Chi-istian  of  Cluistian  &  Timbers 
Inc.,  IBM  isn't  the  recmiting  paradise 
"it  once  was."  And  it  won't  be  as 
long  as  Big  Blue's  stock  keeps  head- 
ing north. 

By  Ira  Sager  in  New  Yarl^!  s 
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LECUTIVE  SUITE 


be  or  not  to  be  ceo?  That  is  the 
uestion  Steve  Jobs  can't  seem  to 
nswer.  Now,  after  months  of  waf- 
it  may  be  decision  time.  At  a  Mar. 
lard  meeting,  business  week  has 
id,  some  Apple  Computer  Inc.  di- 
rs  plan  to  put  the  question  to  the 
mder  and  ceo  pro-tem  since  last 
mber:  Ai-e  you  staying  on  perma- 
y,  or  will  you  go  and  make  way 
imebody  new?  To  encourage  him  to 
insiders  say,  the  company  has  of- 
Jobs  a  huge  pay  package — as 
as  8%  of  the  company, 
t  the  offer  can't  sit  on  the  table 
ii:  Says  one  insider:  "Some  mem- 
of  the  board  don't  want  to  leave 
ends  open  for  eons."  In  fact,  the 
has  identified  a  suitable  replace- 
who  is  only  waiting  for  Jobs  to 
up  his  mind,  insiders  say.  But  that 
late  won't  take  the  post  unless  Jobs 
s  to  give  up  the  ceo  title  and  ulti- 
y  the  chau-manship  as  well.  Other 
dates  have  said  the  same  tiling.  "If 
oing  to  go  there,  I  want  to  nm  the 
"  says  one  tech-industry  veteran 
iered  for  the  post.  "I'm  not  inter- 


ested in  being  a  utOity  infieldei'."  Asked 
to  comment  on  the  situation  laid  out  by 
insiders.  Jobs  told  BUSINESS  week  in  an 
E-mail:  "Yom*  sources  are  wi'ong." 

Wliat  is  not  in  dispute,  however,  is 
Jobs's  indecision.  Last  October,  it  seemed 
that  he  was  ready  to  go.  Retiuning  fi-om 
a  soul-searcliing  vacation  in  Hawaii,  he 
told  the  boai-d  he  would  not  take  the  top 
job  pennanently.  Instead,  he  prefeired 
to  pui-sue  his  movie-mogul  cai-eer  as  ceo 
of  Toy  Stoi-y  creator  Pixar  Animation 
Studios  and  spend  more  time  with  liis 
family.  Weeks  later,  in 
December,  he  turned 
ai'ound  and  asked  the 
board  to  make  him  an 
offer,  according  to  in- 
siders. The  reason: 
With  Apple  showing 
signs  of  recovery,  he 
figured  he  could  juggle 
duties  at  Apple  and 
Pixar. 

Two  days  latei-,  the 
board  responded.  Not 
enough.  Jobs  said.  So 
the  board  sweetened 


APPLE'S  STOCK: 
LOOKING  HEALTHY 


STOCK  PRICE 
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its  offer  and  then  waited.  And  waited. 
"We  make  him  an  offer,  and  it's  like 
he  took  a  two-month  vacation,"  gi'ipes 
one  insider.  Then,  in  a  conference  call 
with  the  board  several  weeks  ago.  Jobs 
suddenly  asked  again  for  the  board's 
best  offer.  The  result  was  the  sweetest 
deal  yet:  5%  to  8%  of  Apple  stock, 
worth  up  to  $270  million  at  today's 
price.  According  to  insiders,  Jobs  still 
isn't  sure. 

Indeed,  the  Apple  founder's  zigzag- 
ging has  directors  worried  about  how 
long  he  might  stay  if  he  does  accept. 
"Wlien  a  guy  vacillates  for  this  long,  it 
tells  you  a  lot,"  says  one  insider,  who 
figures  Jobs  will  go  by  yearend.  "After 
all  the  chaos  Apple  has  been  through, 
the  last  thing  it  needs  is  a  permanent 
ceo  for  six  months."  As  insurance, 
three  of  the  six  members  on  Jobs's 
handpicked  board  are  pushing  to  hire  a 
strong  No.  2,  company  insiders  say. 
HELLO,  COLUMBUS?  Is  Jobs  good  for  Ai> 
pie?  He  certainly  has  been.  After  years 
of  muddy  decision-making  by  predeces- 
sors, Jobs  has  simplified  Apple's  Macin- 
tosh product  line,  streamlined  its  dis- 
tribution, and  lolled  pooi-selling  products 
like  the  Newton.  New  pr-oducts  unveiled 
on  Mar.  17,  including  a  Mac  that  is 
claimed  to  be  faster  than  any  Pentium 
PC  and  a  sub-$l,000  consumer  model  ex- 
pected out  in  coming  months,  could 
drive  sales  tlu'ough  the  rest  of  the  yeai'. 

J.  P.  Morgan  Secuiities 
analyst  Daniel  Kun- 
stler  expects  Apple  to 
earn  $155  million  on 
sales  of  just  over  $6 
billion  for  the  year. 
That  has  made  Apple's  stock  a  siz- 
zler — more  than  doubling,  to  26,  since 
January.  Says  former  Chief  Financial 
Officer  Joseph  Graziano:  "Steve  has 
made  a  lot  of  tough  decisions  that  [for- 
mer CEOS  Michael  Spindler  and  Gil 
Amelio]  weren't  willing  to  make." 

The  problem  is  that  Apple's  recoveiy 
could  well  be  short-lived,  and  insiders 
say  that  Jobs  would  not  Hke  to  preside 
over  a  djing  Apple.  But  the  situation 
isn't  hopeless.  Apple  is  preparing  prod- 
ucts to  extend  its  brand  into  new  mai- 
kets,  including  a  TV 
set-top  box-cum-Mac, 
dubbed  Columbus.  But 
vrith  Mac  mai'ket  share 
down  to  low  single  dig- 
its, the  safer  decision 
may  be  to  stick  to  the 
movie  business:  Tlianks 
to  a  recent  runup  in 
Pixar's  stock,  to  more 
than  $33,  Jobs's  72% 
stake  is  now  worth  $1 
billion. 

By  Peter  Burrows 
in  ScDt  Mateo,  Calif. 


FENCE-SITTING: 

Movie  mogul 
or  turnaround 
artist? 
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By  Suzanne  Woolley  &  Paula  Dwyer 


MARKET  OF  THE  FUTURE?  DON'T  HOLD  YOUR  BREATH 


At  fir-st  blush,  the  pi'oposed  merger 
of  the  NASDAQ  Stock  Market  and 
the  American  Stock  Exchange 
seems  like  welcome  news  for  in- 
vestors. By  creating  a  more  formida- 
ble rival  to  the  New  York  Stock  Ex- 
change, the  linkage  of  the  nasdaq  and 
the  Amex  could  lead  to  more  efficient 
markets.  Combining  the  auction  sys- 
tem of  Amex  and  na.sdaq's  dealer 
system  could  yield  a  hybrid  electron- 

BYE-BYE,  FLOOR  BROKERS? 

Not  likely.  To  get  the  deal 
with  NASDAQ  done,  Amex 
promised  the  brokers  their 
jobs  would  not  disappear 

ic-auction  market  that  would 
present  new  choices  and  poten- 
tial cost  savings  for  issuers, 
traders,  and  investors.  "It's  the 
catalyst  that  wall  lead  to  a  com- 
plete reengineering  of  our  mar- 
kets," says  Junius  W.  Peake,  a 
professor  at  the  University  of 
Northern  Colorado  and  a  fomicr 
National  Association  of  Securi- 
ties Dealers  du'ector. 

Don't  count  on  it.  Introducing 
stiuctural  changes  at  the  exchanges 
has  often  been  an  exercise  in  futility. 
Such  efforts  inevitably  huil  the  fi- 
nancial interests  of  entrenched  Wall 
Street  finns  and  trading-floor  person- 
nel by  reducing  their  role  as  middle- 
men. If  a  new  trading  system  does 
develop,  as  it  has  in  London,  the 
original  design  is  likely  to  be  wa- 
tered down  to  make  it  palatable  to 
vested  interests — at  the  expense  of 
creating  a  more  liquid,  open  market 
that  would  benefit  all  investors. 

Consider  the  tale  of  innovation  in- 
teifuptus  at  the  London  Stock  Ex- 
change. For  years,  the  lse  had  used 
mai-ket  makers,  as  nasdaq  does. 
Then,  in  1996,  exchange  officers  at 
the  LSK  proposed  creating  a  comput- 
erized auction  system  that  would 
match  buy  and  sell  orders  and  be 
more  efficient  for  investors.  But  once 
market  makers  realized  that  the  sys- 
tem could  deprive  them  of  business, 
they,  as  ownerb  of  the  exchange,  vot- 
ed out  their  ceo.  Market  makers 


now  use  the  computerized  system 
when  they  want  to  and  avoid  it  when 
they  don't.  "London  is  run  in  many 
ways  for  the  benefit  of  the  profes- 
sional trading  fu'm,"  says  Columbia 
University  law  professor  John  C. 
Coffee  Jr.,  who  is  on  nasd's  legal-ad- 
visory board. 

Most  attempts  to  change  U.  S. 
markets  have  also  failed.  InterVest 
Financial  Services,  for  example,  was 


ed,  and  that  their  jobs  won't  disap- 
pear. That's  not  progress.  "Floor  bro- 
kers are  a  19th  century  Dickensian 
institution  that  still  survives  in  an 
era  of  electronics,"  says  Columbia's 
Coffee. 

There  ai'e  other  innovations  in  the 
works — changes  that  also  must  over- 
come the  human  factor.  For  example, 
NASDAQ  is  proposing  an  electronic 
system  developed  by  OptiMark  Tech- 


created  as  a  trading  system  for  the 
secondaiy  bond  market,  which  has  no 
central  posting  of  bids  and  offers.  In- 
terVest would  post  bids  and  offers 
electronically,  allow  instant  execution, 
and  give  traders  anonymity.  The  goal 
was  a  cheaper,  more  efficient  market. 
But  InterVest's  founder  says  bond 
dealers  refused  to  use  the  service 
since  it  usurped  their  role.  InterVest 
is  now  trying  to  become  an  Internet- 
based  system  but  has  run  out  of 
money. 

"DICKENSIAN."  Proponents  of  the 
NASDAQ-Amex  deal,  which  was  ap- 
proved by  both  boards  on  Mar.  18 
and  now  awaits  a  vote  by  Amex 
members,  say  that  it  will  merge  the 
best  elements  of  dealer  and  auction 
markets.  But  already  that  vision  is 
getting  blun-ed  by  politics.  To  get 
the  deal  done,  Amex  must  convince 
floor  brokers  that  they  aren't  voting 
themselves  out  of  existence.  So  far, 
the  brokers  have  been  assured  that 
the  trading  floor  will  remain  for  10 
years,  that  a  new  floor  may  be  creat- 


nologies  as  an  adjunct  trading  sys- 
tem. OptiMark  uses  artificial  intelli- 
gence software  to  help  institutional 
investors  trade  large  blocks  of  shares 
without  revealing  their  strategy  or 
identity — something  that's  not  possi- 
ble in  the  NASDAQ  market,  "nasdaq 
is  starting  to  understand  how  to  cre- 
ate market  systems  that  investors 
want,"  says  Har'old  Bradley,  a  fund 
manager  with  American  Century  In- 
vestment Management.  But  Opti- 
Mark undercuts  the  role  played  by 
block  trading  desks,  so  it  faces  high 
hurdles. 

It's  another  reminder  that  the 
stock  exchanges  are  still  run  for  the 
benefit  of  theu'  members  and  securi- 
ties firms,  not  for  companies  and 
their  shareholdei's.  Until  that  situa- 
tion changes,  deals  like  the  Amex- 
nasdaq  hookup  won't  produce  the 
gains  investors  expect  and  desei-ve. 


Woolley  covers  tJie  markets  in 
New  York.  Dwyer  covers  securities 
from  Washington. 


36  BUSINESS  WEEK  /  MARCH  30,  1998 


ONLY 
THE  BLUEST 
OF 

BLUE  CHIPS. 


BLUE  CHIP  FUND  a  company's  admission  into  the  AIM  Blue  Chip  Fund 
not  come  easy.  Only  those  ranked  at  the  top  of  their  industries  are  wel- 
come. And  being  an  industry 


AIM  Blue  Chip  Fund 


S  Year 


10  Year 


IW-  MJF-  16.09'' 
4.65"   *V.W'  15.44'' 

les  b  50%  sales  charge   Average  Annual  Total  Return  as  ol  12-51-9/ 


leader  is  no  guarantee  that  a 
company  is  "blue-chip"  enough. 

Our  disciplined  strategy 
searches  out  only  the  best  growth 


value  stocks.  Which  means  we  accept  only  those  companies  that  have 
ing  earnings  or  are  undervalued  among  blue-chip  companies, 
t  is  a  strategy  that  seeks  performance  through  discipline.  A  strategy 
ined  to  create  a  fund  full  of  the  kind  of  companies  that  will  make  you 
more  confident  in  your  investments.  This  Is  as  blue  as  it  gets. 


Invest  with  DISCIPLINE 


sm 


www.aimfunds.cotn 


MUTUAL  FUNDS 

irfonnance  cannot  guarantee  comparable  future  results. 

.  YOUR  FINANCIAL  CONSULTANT  for  more  complete  information  about  the  Fund,  including  charges  and  expenses,  a  Fund  prospectus  and  Investors 
Performance  figures  are  historical  and  reflect  reinvested  distributions  and  changes  in  net  asset  value  for  Class  A  shares.  Investment  return  and  principal  value  will  vary  so 
>u  may  have  a  gain  or  loss  when  you  sell  shares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  AIM  and  design  is  a  registered  trademaric  of  A I M 
ement  Group  Inc.  AIM  Distributors,  Inc  1 998 


COMMENTARY 


By  Howard  Gleckman  &  Dean  Foust 

WHY  CONGRESS  CAN'T  AFFORD 
TO  SHAHER  GLASS-STEAGALL 


I 


t's  an  election  year,  so  it's  time  for 
biennial  rituals.  Lawmakers  are 
cutting  ribbons  at  senior  citizen 
housing  projects.  They're  touring 
local  schools.  And  Congress  is 
debating  whether  to  overhaul  the 
Depression-era  law  that  kept  banks, 
securities  firms,  and  insurers  out  of 
each  other's  business,  ""liiiiiiiiiiiii""" 

When  the  dust  set- 
tles this  fall,  two 
things  will  be  certain: 
The  1983  Glass-Stea- 
gall  Act  will  still  be 
on  the  books.  And  the 
camimign  coffers  of 
Wasliington  lawmak- 
ei"s  will  have  been 
filled  by  financial-ser- 
vices fimis,  which 
forked  out  more  than 
$19  million  in  1997 
alone.  "They  are  rais- 
ing money  fi'om  the 
competing  industries 
big,  big  time,"  says 
one  bank  lobbyist. 

This  year,  House 
Speaker  Newt  Ging- 
rich (R-Ga.)  is  pusliing 
for  passage  of  a  finan- 
cial-seivices  deregula- 
tion bill  by  Easter  It 
wouldn't  do  anything  for  banks,  which 
have  won  apj^roval  by  the  courts  and 
regulator's  to  sell  mutual  fimds,  do 
some  securities  undei-wiiting,  and 
peddle  insurance.  Indeed,  it  would  im- 
pose new  restrictions  on  the  ability  of 
banks  to  sell  insurance.  But  the  bill,  a 
compromise  cobbled  by  Representa- 
tive John  A.  Boehner  (R-Ohio),  would 
give  brokers  a  boost,  pennitting  them 
to  acquh'e  banks,  which  have  the 
powei'  to  lend  and  take  federally  in- 
sured deposits. 

FLOOD  OF  CASH.  The  bill's  backers 
vow  they  will  succeed  at  last.  "I 
know  it  has  failed  10  times  in  the 
past  20  years,  but  this  time  is  differ- 
nt,"  says  Bruce  E.  Thompson,  Mer- 
■  "  ^^ynch  &  Co.'s  chief  lobbyist. 

.   .  chance.  The  Clinton  Ti-easury 
Depi    ,  noses  the  bill.  So  do  con- 
sumer !.;.  vip.-;.  And  banks,  long  ad- 
vocates G  ■ '  "(lass-Steagall  reform, 


SHAKING 
THE  MONEY  TREE 

Banks,  brokers,  and  insur- 
ance companies  are  among 
the  most  generous  soft- 
money  givers  to  botfi 
Democrats  and  Republicans 


TOP  EIGHT  GIVERS: 

MILLIONS 

SECURITIES  & 

INVESTMENT  FIRMS 

$4,336 

INSURANCE 

3.841 

TELECOMMUNICATIONS 

3.521 

REAL  ESTATE 

3.237 

TOBACCO 

3.070 

OIL  &  GAS 

3.040 

ENTERTAINMENT  &  MEDIA  2.278 

BANKS  &  LENDERS 

1.791 

TOTAL  BUSINESS: 

$51,402 

now  contest  any  change  in  an  act 
that  still  limits  the  powers  of  bro- 
kers and  insurers.  Even  if  the  bill 
clears  the  House,  Senate  Majority 
Leader  Ti-ent  Lott  (R-Miss.)  has 
said  he  won't  consider  controversial 
legislation  this  year. 

But  the  mere  thi-eat  of  a  House 
■ii""^"""""  vote  has  unleashed  a 
flood  of  campaign  con- 
tributions from  banks, 
insurers,  and  broker- 
age companies.  In 
1997,  securities  firms 
ponied  up  $4.3  million, 
while  insurers  gave 
$3.8  million  and  banks 
and  other  lenders 
gave  $1.8  milHon  to 
the  national  Democra- 


OATA:  FEDERAL  ELECTION  COMMISSION.  COMMON  CAUSE 


nearly  20%  of  all  the 
unlimited  soft-money 
donations  the  two  par- 
ties got  from  Corpo- 
rate America.  It's  the 
same  with  political  ac- 
tion committees.  Fi- 
nancial service  pacs 
have  given  $10  million 
so  far  in  this  election 
cycle — nearly  double 
the  next  most  generous  industiy. 

Boehner  knows  the  fund-raising 
power  of  Glass-Steagall  legislation 
well.  In  January,  just  before  he  bro- 
kered the  GOP  bill,  he  hosted  a  golf 
outing  at  California's  Rancho  La 
Quinta  that  attracted  a  gaggle  of  fi- 
nancial-services representatives.  The 
price  to  tee  off:  $1,500.  Boehner  has 
scheduled  another  golf  fund-raiser 
for  Jacksonville,  Fla. 

But  the  big  bucks  buy  only  stale- 
mate on  Capitol  Hill.  Elsewhere, 
couit  decisions  and  new  technology 
such  as  electronic  banking  are  ren- 
dering Glass-Steagall  as  obsolete  as 
the  Model  T.  Except,  of  course,  when 
it  comes  to  driving  home  those  cam- 
paign contributions. 

Gleckman  and  Foust  liave  covered 
bankmg  reform  again,  and  again, 
and  again. 


BAHERY 
BREAKTHROUGH 

Plastic  power  is  on  the  way, 
and  the  U.S.  leads  the  chargj 


Last  September,  at  the  World 
Expo  in  Tokyo,  Japan's  digerati  [ 
a  glimpse  of  the  world's  thinn^ 
notebook  computer.  Built  by  Mitsubi 
Electric  Coip.,  the  Pedion  measures  j 
over  half  an  inch  thick  and  weighs  o; 
3.1  pounds.  The  secret:  a  revolutiom 
new  tyjje  of  lithium  battery  made  ft' 
flexible  sheets  of  plastic.  But  the  bigg 
surprise  was  the  batteiy's  pedigi-ee. 
didn't  come  from  Sony,  Sanyo,  oi'  Tos 
ba,  whose  batteries  power  most  of 
world's  portable  computers.  It  was  mi 
by  a  Newark  (N.  Y.)-based  start 
called  Ultrahfe  Batteries  Inc. 

Ultralife  is  part  of  a  new  gang 
U.  S.  batteiy  makers  that  see  their 
ture  in  plastic.  And  all  of  them  are 
geting  the  booming  market  for  porta 
electronics  gear.  In  1997,  manufactur 
ai'ound  the  world  shipped  some  14.7 
lion  mobile  computers,  along  with  n 
ly  90  million  cell  phones,  according 
Dataquest.  By  2001,  yearly  noteb 
sales  could  reach  almost  30  million 
and  phone  sales  could  exceed  210 
Usere  will  expect  improved  perform 
says  Dataquest  analyst  Mike  McG 
"Eveiyone  is  interested  in  seeing 
battery  technology." 

All  the  U.  S.  developers  of  plas 
lithium  batteries  have  licensed  key  te 
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\  your  desktop  or  notebook 
IP  built-in:"  External  Zip 
I  available  for  $149.95  and 
disks  as  low  as  $12.95.* 


What's  the  point  of  having  a  lightweight  laptop  if  you  need  a  forklift  to  carry  your  briefcase?  Try 
toting  around  genuine  100MB  Zip*  disks  instead.  Each  one  puts  the  capacity  of  70  floppies  in  the 
palm  of  your  hand.  Like  a  little  virtual  briefcase  for  all  your  stuff.  With  over  10  million  out  there, 
you'll  find  Zip  drives  just  about  everywhere  you  go.  In  fact,  most  leading  PC  companies  now  offer 
ZIP  BUILT-IN"  d  rives.  And  if  you  already  have  a  computer,  you  can  buy  an  external  Zip  drive. 
So  pack  up  your  Zip  disks  and  hit  the  road,  warriors.  Who  needs  an  office  anyway?  Get  your  Zip 
drive  and  Zip  disks  where  you  get  computer  products.  Or  visit  our  Website:  www.iomega.com/zip 

BECAUSE     it's     YOUR     STUFF . ' 


Iomega 


nology  from  Bellcore,  the  former  re- 
search arm  of  the  Baby  Bells,  which 
unveiled  the  world's  first  workable  de- 
signs back  in  1998.  Instead  of  com- 
pressing liquid  chemicals  in  a  metal 
tube,  Bellcore  scientists  encapsulated 
them  in  plastic.  So  the  batteries  are 
safe  and  can  be  folded  to  fit  any  product 
shape.  "That  affords  design  freedom 
that  no  other  battery  provides,"  says 
Andrew  J.  Zaremba,  product  line  man- 
ager at  Hewlett-Packaixl  Co.'s  mobile- 
computing  division.  And  now  that  the 
technology  is  widely  dispersed,  "we  vdll 
finally  stait  to  see  a  lot  more  product  in 
the  market,"  says  Christina  Lampe-On- 
nerud,  Bellcore's  senior  scientist  in 
charge  of  battery  development. 
AUTOMATION  SNAG.  Once  a  few  kinks 
are  ironed  out,  that  is.  As  Hewlett- 
Packai'd  learned  fii'sthand,  plastic  lithium 
batteries  are  easier  to  admire  than  to 
build.  With  help  from  Mitsubishi,  hp  on 
Mar.  18  unveiled  a  U.  S.  version  of  the 
Pedion,  called  OmniBook  Sojourn.  But 
Ultralife,  wliich  had  been  hu-ed  to  make 
plastic  batteries  for  hp,  hit  a  snag  au- 
tomating its  production  line.  So  instead, 
the  Sojourn  rans  on  a  new  lithium-ion 
design.  These  batteries  are  light  and 
thin,  but  designers  say  they  still  would 
hke  plastic. 

Ultralife  isn't  the  only  one  to  suffer 
production  glitches.  Over  the  past  nine 
years.  Valence  Technology  Inc.  of  Hen- 
derson, Nev.,  has  invested  $150  million 
in  developing  plastic  lithium  batteries. 
But  the  company  has  been  slow  to  get 
products  out  the  door  and  doesn't  ex- 
pect volume  shipments  until  the  fall. 

In  the  face  of  such  delays,  some  large 
potential  customers,  including  Compaq 
Computei'  Coip.,  remain  skeptical  about 
plastic  batteries.  Other  than  flexibility  in 
design,  says  Ted  H.  Clark,  Compaq's 
mai'keting  vice-president  in  the  poitable- 
pc  division,  plastic  "has  few  advantages 
over  lithium-ion  today."  Shares  of  both 
Ultralife  and  Valence  are  trading  far 
below  their  52-week  highs. 

Another  concern  is  mounting  compe- 
tition from  Asia.  The  Japanese  cmrent- 
ly  owTi  the  lithium-ion  market  and  are 
feverishly  pursuing  plastic  technology — 
fi'om  both  Bellcore  and  domestic  com- 
panies. Toshiba,  Sony,  and  Matsushita 
could  all,  at  some  point,  be  major  play- 
ers. A  Bellcore  licensee  in  Malaysia 
called  Shubila  Battery  is  also  ramping 
VI 1)  production.  But  whether  the  game 
vc/i  ii.ns  in  the  U.S.  or  moves  to  Asia, 
pla;  t';  batteries  are  on  track  to  just 
keep  g'!;;L'4  and  going  and  going. 

By  N-'ii  G-rosf;  in  New  York,  with 
Irene  Kuh;  in.  Tokyo  and  Nathan 
Estep  in  Foii  lnuderdale,  Flu. 


COMMENTARY 


By  David  Greising 


IS  BIG  TOBACCO'S  ANTISMOKING  PUSH 
A  SMOKESCREEN? 


Some  people 
might  think  that 
Big  Tobacco  was 
smoking  something 
pretty  strong  when 
it  offered  to  fund 
massive  advertising 
to  discourage  under- 
age smoking.  They 
would  be  wrong. 

Sui'e,  the  cam- 
paigns are  aimed  at 
scaring  futui'e  smok- 
ers off.  But  Big  To- 
bacco realizes  that 
such  efforts  to  brain- 
wash rebellious  teens 
ai'e  veiy  Hkely  to 
fail.  They  know,  for 
example,  that  under- 
age smokers  mimic 
young  adults,  who 
can  smoke  legally  be- 
ginning at  age  18. 
When  14-yeai-olds 
see  Leonardo  Di- 
Caprio  lighting  up  on 
screen,  millions  spent 
on  antismoking  mes- 
sages go  up  in 
smoke. 

Small  wonder, 
then,  that  in  all  the 
state  lawsuits  the  in- 
dustiy  has  settled,  it 
has  expressly  limited 
antitobacco  pro- 
grams to  underage 
smokers.  "The  tobacco  industry  has 
done  a  great  job  of  snookering 
everyone  into  saying,  'Just  let's  stop 
kids  from  smoking.'  To  the  extent 
any  program  is  limited  to  youth,  it 
will  fail,"  says  Stanton  A.  Glantz,  an 
antismoking  activist. 

To  stack  the  deck  further,  when  the 
industiy  settled  in  Florida,  which 
kicks  off  the  first  statewide  teen-anti- 
smoking  campaign  at  the  end  of 
March,  it  limited  the  campaign  to  24 
months — not  much  time  to  change  the 
attitude  of  an  entu'e  generation.  Flori- 
da is  seeking  an  extension. 

Will  anything  stop  teens  from  start- 
ing? Appeals  aimed  at  getting  in-the- 
moment  youths  to  consider  long-term 


COOL,  MAN 

From  Dean  to  DiCaprio 
teens  find  smoking 
sexv  in  the  movies 


health  risks  are  large 
ly  futile.  Pocketbook 
arguments  ai*e  ineffec- 
tual, too.  In  theii"  ear- 
ly teens,  young  smok- 
ers consume  relatival: 
little — maybe  a  pack 
week.  So  the  price  in- 
crease, unless  it's  sud- 
den and  massive,  is  ar 
unlikely  deterrent.  As 
John  P.  Pierce,  head 
of  cancer  prevention 
at  the  University  of 
California  at  San 
Diego,  points  out,  a 
proposed  $1.50  per 
pack  federal  tax 
would  cost  teens  far 
less  per  week  than 
they  spend  on  one 
movie.  "If  kids  were 
that  price-sensitive, 
they'd  all  be  smoking 
generics,  but  they're 
all  smoking  Marl- 
boros,"  he  says. 
ANTI-AUTHORiTY.  Two 
main  messages  work 
with  teens,  according 
to  a  study  of  anti- 
smoking  campaigns  in 
CahfoiTiia,  Massachu- 
setts, and  other  states 
by  Glantz  in  this 
month's  Journal  of  th 
Ameyican  MeAical 
Assn.  Ads  portraying 
the  tobacco  industry  as  deceitful  and 
manipulative  resonate  vrith  teens  al- 
ready inclined  to  suspect  authority 
figiu'es.  And  ads  that  focus  on  the 
dangers  of  secondhand  smoke  can 
arouse  a  sense  of  injustice. 

Florida  will  test  those  themes, 
along  with  others,  when  it  convenes 
youth  summit  on  Mai".  29.  "A  lot  of 
states  are  looking  to  Florida,"  says 
Gaiy  T.  Rudman,  president  of  market 
ing  fuTn  Teen- Age  Research  UrJimit- 
ed.  "There's  a  lot  of  pressure  on  then 
to  do  it  right."  And  a  pile  of  odds 
stacked  against  them. 


Greishig  covers  the  tobacco  itidus- 
try  for  BUSINESS  week. 
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OW  DO  YOU  FOLLOW  UP  A  CO  0  L  M  U  LT  I  M  E  D  I  A  PRESENTATION? 


COOL  MULTIMEDIA  HANDOUTS 


1 
J 


Now  that  your  presentations  have  gone  Hollywood,  why  not  let  your  handouts 
follow  suit.  With  the  capacity  of  70  floppies,  a  genuine  100MB  Zip"  disk  can  hold 
your  multimedia  stuff.  Audio  stuff.  Video  stuff.  Charts  that  do  the  Watusi.  With  over 
10  million  out  there,  you'll  find  Zip  drives  just  about  everywhere  you  go.  In  fact,  most 
leading  PC  companies  now  offer  ZIP  BUILT-IN'"  drives.  Of  course  if  you  already  have  a  computer, 
you  can  always  buy  an  external  Zip  drive.  So  when  the  applause  dies  down,  you  can  either  pass  out 
disappointing  stacks  of  paper,  or  surprise  them  with  copies  of  the  real  thing.  Get  your  Zip  drive  and 
Zip  disks  wherever  you  get  your  computer  products.  Or  check  out  our  Website:  www.iomega.com/zip 


BECAUSE     IT     S     YOUR  STUFF. 
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News:  Analysis  &  Commentary 


STIRRING  THINGS  UP 
AT  QUAKER  OATS 

Will  axing  Gatorade's 
Doyle  and  other  top 
execs  help  cure 
its  ills? 


0t 


When  James  F.  Doyle  plopped 
down  on  a  lobby  sofa  at  the 
Naples  (Fla.)  Ritz-Carlton  for  a 
chat  with  his  boss  on  the  evening  of 
Feb.  16,  he  had  no  idea  he  was  about  to 
be   fired.   The   45-year-old   head  of 
Gatorade  had  led  the  brand  to  sLx  years 
of  red-hot  gj'owth — even  as  parent  com- 
pany Quaker  Oats  Co.  had  struggled 
under  the  weight  of  its  disastrous  $1.7 
billion  Snapple  acquisition.  Doyle  and 
new  Quaker  CEO  Robert  S. 
Morrison  had  just  finished  re- 
hearsing speeches  they  would 
give  to  Wall  Street  analysts  the 
next  day  outlining  Quaker's 


the  97-year-old  Chicago  food  company 
from  the  management  toii:)or  that  Mor- 
rison says  has  held  it  back.  With  $5  bil- 
lion in  annual  sales,  Quaker  is  a  rela- 
tively small  player  in  food — less  than 
one-sixth  the  size  of  Ki-aft — but  its  or- 
ganization is  more  convoluted.  "We  have 
an  unnecessarily  complex  structure," 
Morrison  told  analysts  Mar.  12,  adding 
that  the  jobs  he  cut  "are  no  longer 
needed  [or]  relevant." 

MANAGEMENT  ON  A  DIET 


WHO'S  OUT. 

Three  executive  vice-presidents: 


growth  strategies. 

But  dui-ing  a  20-minute  chat,  M^S_l'A^!'^'_'*^'_ 


BARBARA  ALLEN, 
DOUGLAS  MILLS, 


45,  head  of  international  foods 
52,  head  of  North  American  foods 


Morrison  made  it  clear  that 
Quaker's  future  and  Doyle's 
would  no  longer  converge.  "It 
was  new  news  to  me,"  Doyle 
says.  Monison,  who  left  the  top 
job  at  Kj-aft  Foods  Inc.  to  join 
Quaker  in  October,  told  Doyle 
of  his  plan  to  eliminate  an  en- 
tire level  of  top  management, 
including  Doyle.  On  Mar.  12, 
Morrison  announced  those  _ 
changes  and  promoted  10  man-  "«««10ENT,  40,  cold  cereals 
agers  to  oversee  Quaker's  vari- 
ous brands,  including  Life 
cereal,  Rice-A-Roni,  and  the 
flagship  oatmeal  line.  All  report  SHAPIRO,  42,  rice  and  pasta  products 

RUSSELL  YOUNG,  49,  manufacturing 
TERRENCE  MOHR,  54,  sales 


...WHO'S  IN 

Nine  line  managers  now  reporting  directly  to  CEO 
Robert  Morrison,  including: 
BERNARDO  WOLFSON,  44,  Latin  American  businesses 
CASSIAN  CHEUNG,  42,  Asian  businesses 
SUSAN  WELLINGTON,  39,  U.S.  Gatorade 


CHARLES  MANISCALCO,  44,  snacks  business 
POLLY  KAWALEK,  43,  hot-cereals  business 


directly  to  the  ceo.  Morrison 
also  aruioimced  a  $1  biUion  stock 
buyback. 

It's  all  in  an  effort  to  wake 


DATA  QUAKER  OATS 


Still,  analysts  mourn  Doyle's  deps- 
tiu-e.  Doyle  "was  one  of  the  few  no-no- 
sense  executives  in  a  company  whei 
there  was  cleai'ly  a  lot  of  nonsense,"  sai 
Prudential  Securities  analyst  John  ]. 
McMillin,  referring  to  the  Snapple  debr 
cle.  Gatorade's  8%  U.  S.  revenue  growl 
in  1997,  to  $1.2  billion,  beat  any  esta:' 
lished  food  brand,  says  Steven  M.  G;,- 
braith,  a  Sanford  C.  Bernstein  analyst 
IN  THE  BAG.  With  the  new  organizatiq 
Monison  makes  his  mai-k — anointing* 
new  cadre  of  mostly  younger  execs  ail 
piu-ging  those  elevated  by  his  predecfi- 
sor,  William  D.  Smithbui'g.  Smithbul; 
stepped  dowTi  m  1997  after  Snapple  ws 
sold  for  a  $1.4  billion  loss.  The  division 
will  no  longer  operate  as  separate  fi(- 
doms,  as  Gatorade  had  under  Doyl 
Morrison  is  also  aii- 
ing  to  generate  $15  n> 
lion  to  $25  million  in  a- 
nual  savings.  The  cuts  are  key  becau; 
futiu'e  revenue  gi'owth  won't  be  easy  l"- 
Quaker.  Its  hot-cereal  business,  whii 
Prudential  says  accounts  for  9%  of  re- 
enue  and  16%  of  earnings,  isn't  gi'ovrir 
much.  In  cold  cereals,  sales  grew  2^6 
in  1997  as  Quaker  expanded  distributii 
and  introduced  cheaper  bagged  product 
But  domestic  sales  can't  expand  forev. 
and  bagged  cereals  have  relatively  k? 
mai'gins.  Plus,  Quaker  is  vulnerable  3 
price  cuts  by  bigger  rivals  such  as  Ge- 
eral  Mills  Inc.  Even  Gatorade  isn't  wit- 
out  problems:  It  lost  roughly  $15  millia 
in  the  often  slow  fouith  quarter. 

Internationally,  the  situation  is  down- 
right troublesome.  Only  3%  of  Quakes 
operating  earnings  come  frca 
overseas,  even  though  21%  tf 
revenues  is  international.  Ar- 
lysts  say  Monison  will  likely  t? 
and  seU  the  Em'opean  food  bur 
ness.  Gatorade's  Latin  Americn 
business  is  strong,  but  it  he 
stiaiggled  in  Asia. 

Will  the  changes  work?  |b 
first,  Wall  Street  was  encoi 
aged — bidding  up  Quake 
shai'es  more  than  5%,  to  as  hi 
as  60X.  But  by  Mar.  18,  t 
stock  had  retreated  to  bT/K. 

  Meanwhile,  Doyle  is  bidi 

his  time  until  a  noncompt 
clause  lets  him  back  in 

  food  business.  He's  taking 

  separation  package  he  ca 

"more  than  fair"  and  headi 
off  for  the  Caribbean  and 

  weeklong  family  vacation  or 

51-foot  boat.  You  can  gu( 
what  beverage  they  wo 
have  on  board. 

  By  David  Leonlia 

hi  Chicc 
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iow  to  squeeze  more  "P"  out  of  your  P&L. 

A  Direct  Reimbursement  Dental  Benefits  Plan 
could  mean  savings  that  go  right  to  your  bottom  line. 


DIRECT 

REIMBURSEMENT 


When  it  comes  to 
your  company's 
P&L,  the  buck  stops  on  your  desk. 


So  consider  the  advantages  of  Direct 
Reimbursement  dental  coverage.  You  get  a 
program  financed  by  an  interest-earning 
fund  you  control,  which  reduces  your  costs. 

What  you  don't  get  is  just  as  important... 
high  administrative  costs,  excessive 
paperwork  and  red  tape,  and  the  overhead 
associated  with  insurance  companies. 


Dental 

Benefits  Plan 
Smart  Companies 


Your  employees 
win  because  they 
get  an  easy-to-understand  program  that 
gives  them  freedom  to  choose  dentists 
and  select  appropriate  dental  treatment. 
You  win  where  it  matters  most:  with  a 
healthier  bottom  line. 

For  a  free  estimate  of  the  cost  of  a  Direct 
Reimbursement  dental  plan  for  your 
company,  call 

1-800-232-7698. 


American  Dental  Association 
http://www.ada.org 


In  Business  This  Week 


EDITED  BY  PAT  WECHSLER 


THE  LOCKHEED  DEAL 
MAY  GOME  UNDONE 


IS  LOCKHEED  MARTIN'S  $11. (i 

billion  bid  for  Northrop 
Grumman  Corp.  unraveling? 
At  a  meeting  with  govern- 
ment officials  Mar.  16,  the 
company  offered  to  divest  $1 
billion  in  defense  electronics 
assets  and  agreed  to  let  com- 
petitors bid  for  subcontract- 
ing work  on  items  such  as 
radar.  That  wasn't  enough 
for  the  Justice  Dept.,  which 
wants  Lockheed  to  shed  $4 
billion  worth  of  Northrop 
Grumman's  electronics  busi- 
ness to  make  sui'e  Lockheed- 
Martin  doesn't  favor  in-house 
suppliers.  For  the  company, 
that's  a  deal-breaker.  The 
two  sides  were  meeting  to 
try  to  negotiate  their  differ- 
ences but  sources  at  Justice 


CLOSING  BELL 


CELLS  RING 

If  you  put  your  money  in  cel- 
lular stocks  at  the  first  of  the 
year,  you  must  feel  very  smart 
indeed.  Local  and  regional 
wireless  providers  have 
become  prime  targets  for  big 
phone  companies.  The 
largest  leap  came  on  Mar.  13, 
when  the  cell  index  jumped 
6.8%,  to  275.8,  on  news  that 
Alltel  would  buy  360  Degrees 
Communications.  Cell  stocks 
have  jumped  75%  since  Jan- 
uary, vs.  35%  for  the  S&P. 
But  Bear  Stearns  analyst 
David  Freedman  says  we  may 
have  already  seen  the 
biggest  jumps  in  the  index. 


MAR.  2. '9c  MAR.  17 

•INCLUOESCfll        'HONE  COMPANIES  AND  PCS 
OAIA  RLAl'srfARNSSCO 


say  the  antitrust  division  is 
prepared  go  to  court  to  stop 
the  deal  if  a  compromise 
can't  be  reached. 


CHASE  WIELDS 

A  BIG  AX  

IN  ANOTHER  BELT-TIGHTENING 

move  for  big  banks,  Chase 
Manhattan  announced  on 
Mar.  17  it  would  cut  6%  of  its 
workforce,  or  4,500  employ- 
ees. Savings  from  the  cuts, 
estimated  to  be  $460  million, 
will  be  put  into  high-growth 
businesses  such  as  invest- 
ment banking  and  mortgage 
servicing.  "I  would  call  it 
better  rationalization  of 
scarce  resources,"  says  Hal 
Schroeder,  of  Keefe, 
Bruyette  &  Woods  in  New 
York,  commenting  on  the 
layoffs.  The  company  hopes 
to  accomplish  almost  half  of 
the  cuts  through  attrition. 

COMPROMISING  ON 
INTERNET  TAXES 

HOUSE    REPUBLICANS  ARE 

tiying  to  avert  a  wai-  between 
the  states  and  the  feds  over 
Internet  taxes.  President 
Clinton  backs  a  moratorium 
to  help  E -commerce  take 
hold;  states  want  the  sales- 
ta.x  revenue.  The  House  may 
soon  adopt  a  compromise.  A 
bill  to  be  introduced  as  early 
as  Mar.  18  by  Representative 
Chris  Cox'(R-Cal.)  would 
pave  the  way  for  governors  to 
impose  levies  after  three 
years,  half  the  moratorium 
proposed  by  the  original  bill 
backed  by  the  industry.  It  will 
also  establish  a  commission 
charged  with  setting  gi'ound 
rules  for  state  sales  taxes  on 
Net  commerce.  The  panel 
would  have  two  years  to  fin- 
ish its  work. 


CLOSING  THE  BOOKS 
ON  A  FIASCO 

DOW  .JONES  &  CO.  MAY  FINAL- 

ly  get  the  Telerate  monkey 


HEADLINER:  ROBERT  JOHNSON 


A  BIG  BET  ON  BET 


BET  Holdings  Chairman 
Robert  Johnson  may  finally 
succeed  in  taking  his  com- 
pany private.  On  Mar. 
16,  with  the  help  of 
longtime  partner 
Liberty  Media, 
the  cable  impre- 
sario who 
founded  the 
Black  Enter- 
tainment TV  net- 
work in  1980  of- 
fered shareholders  a 
sweetened  $63  a  share  to 
take  his  company  private — 
up  from  the  $48  he  first  of- 
fered in  September. 
The  deal,  likely  to  go 
through  this  summei*,  will 
free  Johnson  to  fund  his 
expansion  plans  without 
wonying  about  the  impact 
on  earnings  or  the  concerns 
of  other  shareholders.  His 


goal  is  to  leverage  bet's 
brand  recognition  among 
African- Americans  in 
non-cable  ventures  such 
as  magazines,  cloth- 
ing, and  financial 
services.  And  its 
lucrative  core 
cable  busi- 
ness— which 
Acom  Fund 
manager  Chuck 
McQuaid  says  will  j 
generate  $85  million  i- 
in  cash  flow  in  fiscal  1998 —  \ 
is  ready  to  foot  the  biU.  In 
the  future,  look  for  some  of 
these  new  businesses — such 
as  the  BET  SoundStage 
Restaurants — to  be  spun 
off,  says  analyst  H.  f 
Bemai'd  Dorshow  of  Balti- 
more-based Chapman  Co.  f 
By  Catherine  Yanfft 
in  Washingtonl 


off  its  back.  On  Mar.  17,  the 
publisher  agreed  to  sell  its 
Dow  Jones  Markets  unit, 
formerly  known  as  Tele- 
rate,  for  $510  million.  The 
buyer.  Bridge  Information 
Systems,  still  must  obtain 
financing.  In  its  costliest 
acquisition  ever,  Dow  Jones 
bought  Telerate  in  the  late 
1980s  for  a  steep  $1.6  billion. 
In  late  1997,  the  company 
wrote  down  the  value  of  its 
investment  by  $992.5  million 
and  now  says  it  will  take  an 
additional  write-off  of 
unspecified  size  as  it  closes 
the  books  on  the  Telerate 
fiasco. 


STEWART  HIT  WITH 
$4.9  MILLION  FINE 

BUSINESSMAN  THOMAS  STEW- 
art,  owner  of  Seattle-based 
Food  Services  of  America 
and  the  largest  Republican 
contributor  in  Washington, 
agreed  to  pay  a  $4.9  million 
fine  and  serve  60  days  of 


home  detention  for  makiii 
illegal  campaign  donatiun|. 
Stewart  will  cough  u'' 
$100,000,  with  the  remaindc 
to  be  paid  by  his  $1  billic. 
privately  owned  companjj 
Stewart  admitted  to  funne* 
ing  donations  through  h: 
employees  to  various  fedei' 
candidates.  But  his  money 
still  good  to  the  Republ- 
cans:  Stewart  has  cov 
tributed  $20,000  this  yeij 
and  the  state  pai'ty  says  th., 
the  funds  will  not  1] 
returned. 

ETCETERA... 


■  Ad  agency  Wells  bddp 
closing  after  months  of  i 
fighting  and  client  defectior 

■  Boeing  was  hit  with  an  $ 
million  suit  charging  the  j 
maker  with  racial  bias. 

■  Dow  Chemical  is  sun 
Union  Pacific  for  lossi 
allegedly  from  rail  tie-ups 

■  Cement-maker  Southdov 
is  buying  Medusa  for  abo 
$1  billion  in  stock. 
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We  Jove  seeing 
you  fast  asleep  at 
550  m.p.h.,  your 

mind  drifting 
along  at  a  more 

leisurely  pace. 


L'Espc\cc  180  mtwis  flying  first  class 
on  your  bock,  or  your  side,  or  your  stomach. 


AIR  FRANCE 


WmNmC  THE  HEARTS  OF  THE  WORLX). 


MOST  MEETINGS  ARE  SAVED  BY  SOMEBODY  PULLING  SOMETHING  FROM 
THEIR  BACK  POCKET.  LIKE  A  COLOR  PRESENTATION. 

With  its  640  x  240  pixel  color  screen,  the  new  HP  620LX  lets  you  do  everything  in  color: 
send  e-mail,  surf  the  net,  create  spreadsheets,  give  compelling  presentations.  Wherever, 
,;     whene^M^Wvyf  hp. com/handheld 


THE  NEW  HP  620LX  COLOR  PALMTOP  PC 


Extra-wide  256-color  display 


Powered  by 


Pocket  PowerPoint"  with  SVGA  PC-can 
iGMB  memory 


v'oM.f?  recorder  with  closed-case  recording 


Microsoft* 


Month  at-a-Glance  (exclusively  from  HP)  Windows'CE 


HEWLETT® 
PACKARD 


E-mail  &  In+ernet  access  via  Type  It  PC  cara  modem* 


'SVGA  PC-CJfJ  <ind  mod' m  are  optional  Microsoft,  Windows  and  iiie  Windows  CE  logo  are 
eiihet  rpgiMeietJ  trademdrks  or  traderridrks  of  fvlicrosoft  Corporation  in  ihe  U^nied  States  and/or 
oih'.T  cnuntfies  Scree'i  n  simulated  'S)1998  Hewlett-Packard  Company  PPG489 


Washington  Outlook 


FED  BY  OWEN  ULLMANN 


UN  A  DIFFERENT  KIND  OF  DEMOGRAr 
ETAKE  THE  HOUSE? 


Republican 
Democrat 


helley  Berkley  has  the  kind  of  business-Mendly  resume 
that  should  make  the  local  chamber  of  commerce  ecstat- 
ic. The  Las  Vegas  congressional  candidate  is  a  former 
■  of  the  Nevada  Hotel  &  Motel  Assn.,  general  counsel  to 
;al  utility,  and  former  deputy  director  of  the  Nevada 
merce  Dept.  She's  also  a  Democrat.  And  she  laughs  at 
ibhcan  attempts  to  paint  her  as  a  liberal:  "That's  a  label 
will  be  tough  to  stick  on  me." 
ith  Democrats  dreaming  of  recapturing 
louse  this  fall,  Berkley  is  part  of  a  crop  of 
idates  out  to  moderate  the  party's  repu- 
n  in  the  House  as  a  bunch  of  left-wingers, 
crew  includes  economic  moderates,  social 
!rvatives,  and  unabashed  business  backers, 
re  trying  to  recruit  candidates  who  fit  the 
icts,"  says  Representative  Martin  Frost 
3X.),  head  of  the  Democratic  Congi-ession- 
impaign  Committee. 

;  TALK.  That's  pretty  basic  politics.  Yet  in 
)ast,  the  Democrats  leaned  heavily  on  tri- 
vyers,  friends  of  labor,  and  other  liberal  ac- 
;s  for  their  pool  of  House  candidates.  No 
Under  Frost's  four-year  rule  as  chief 
iter,  the  party's  Class  of  '96  turned  out  to 
le  most  pro-business  in  memory.  Frost 
3  a  comparable  group  of  candidates  will 
Democrats  capture  the  12  seats  needed  to 
Newt  Gingi-ich  out  of  the  Speaker's  chaii-  (table).  Wliile 
rts  say  a  takeover  in  '98  remains  a  long  shot,  the  new 
i  of  recruit  boosts  the  party's  chances  in  key  battle- 
ids.  "It  takes  a  different  kind  of  Democrat  to  even  have 
nee  of  vanning"  in  some  of  the  consei-vative  districts  tar- 
1,  says  Joe  Turnham,  an  Alabama  social  conservative 
5  trying  to  unseat  Republican  freshman  Bob  Riley, 
rnham,  the  state  Democratic  Party  chairman,  is  just 
a  candidate.  He  helps  iiin  his  family  business — selHng 
ig  for  auditoriums,  churches,  and  grandstands.  A  staunch 


HOUSE  OF 
REPRESENTATIVES 

CURRENT  MEMBERSHIP 


227 
204 


Independent 

1 

Vacancies 

3 

OPEN  SEATS  IN  PUY 

Republican 

12 

Democrat 

9 

VULNERABLE  INCUMBENTS 


Republican 
Democrat 

Needed  for 
majority 


backer  of  civil  rights  and  public  schools,  he's  also  in  sync  on 
social  issues  with  Chiistian  conservatives.  "A  lot  of  Democrats 
feel  uncomfortable  debating  moral  topics  in  the  Christian 
community,"  he  says.  "I'll  debate  my  opponent  on  the  issues 
or  do  Bible  sword  drills." 

In  Pennsylvania,  antiabortion  candidate  Patrick  Casey,  son 
of  ex-Govemor  Robert  P.  Casey,  gives  the  Democrats  a  good 
shot  at  winning  a  district  long  held  by  the  gop. 
SimQai'ly,  a  pro-life,  pro-gun  gospel  singer,  Dave 
Phelps,  is  the  best  bet  for  holding  a  marginal 
Democratic  seat  in  Illinois  being  vacated  by 
the  party's  nominee  for  governor.  These  candi- 
dates have  another  advantage:  money.  In  races 
with  no  incumbent,  the  14  candidates  with  the 
biggest  war  chests  are  all  Democrats. 

Republicans  aren't  quaking  at  the  sight  of  a 
few  fonnidable  foes,  gop  strategists  note  that 
many  of  the  strongest  potential  candidates 
have  turned  Frost  down,  and  some  consei-va- 
tives  may  get  knocked  off  in  primaiies  by  tra- 
ditional liberals.  Even  if  the  newcomers  win, 
the  GOP  won't  go  easy  on  them  in  the  fall. 
"They've  had  people  for  20  years  who  have 
claimed  to  be  conservative  while  at  the  Ro- 
tai-y  Club  and  then  voted  liberal  in  Washing- 
ton," jabs  National  Republican  Congi-essional 
Committee  ChaiiTnan  John  Linder  (R-Ga.). 
The  (Jop  also  points  out  that  a  similar  recioiitment  gambit 
by  Senate  Dems  failed  in  '96.  All  eight  centrist  business  ex- 
ecutives tapped  to  retake  the  Senate  lost  their  races. 

The  difference  this  time:  Unlike  those  Senate  "business- 
crats,"  who  were  neophyte  candidates.  Frost's  friends  all 
have  at  least  some  political  experience.  Besides,  Frost  has  lit- 
tle choice  but  to  seek  out  the  center.  If  the  Democrats  are  to 
have  any  hope  of  retaking  the  House,  they  have  to  go  where 
the  swing  voters  are. 

By  Richard  S.  Dmiham 


17 
10 

218 


CAPITAL  WRAPUP 


FORMING  SECURITIES  REFORM 

Congressional  support  is  building 
a  bill  making  it  tougher  for 
estors  to  file  class  actions  against 
(lie  companies.  The  measure  would 
a  1995  reform  law  that  protects 
h-tech  companies  from  suits  if  rosy 
jcasts  turn  out  wrong  and  stock 
;es  drop.  Since  enactment,  invest- 
have  used  a  loophole — suing  in 
:e  courts.  The  new  bill  would  ban 
h  actions.  The  Securities  & 
change  Commission  favors  the 
nge,  but  it  wants  lawmakers  to 


make  another  change  in  the  '95 
statute:  setting  a  more  lenient  stan- 
dard for  fraud  suits  in  federal  court. 

DR.  NEWT  BESTS  DOG  HILLARY 

►  Hillary  Clinton  still  faces  public 
suspicion  about  fixing  medical-care 
problems.  A  suburban  Washington 
focus  group  was  assembled  on  Mar.  11 
to  help  the  American  Heart  Assn.  and 
other  health  groups  gauge  public  atti- 
tudes. Asked  who  they  trusted  to 
reform  health  care,  the  First  Lady  or 
House  Speaker  Newt  Gingrich,  a 
majority  chose  Gingrich. 


GLINTGN  S  IMF  STRATEGY 

►  With  House  conservatives  vowing 
to  slap  antiabortion  and  other  mea- 
sures onto  a  bill  giving  the  Interna- 
tional Monetary  Fund  $18  billion,  the 
White  House  is  now  focusing  its  lob- 
bying on  the  Senate,  where  IMF  sup- 
port is  broader.  The  strategy:  push 
for  a  quick  Senate  vote,  and  step  up 
pressure  on  wavering  House  mem- 
bers. The  plan  made  progre.^-s  on  Mar. 
17,  when  a  Senate  panel  approved 
funding — though  with  conditions  the 
Administration  hopes  to  water  down. 
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International  Business 


PIEGH'S  DREAMS... AND  THE  RISKS 


•  Purchase  Rolls-Royce, 
which  would  crown  Volks- 
wagon  as  a  gilt-edged  brand 


•  Buy  Scania,  which  would  add 
heavy  trucks  to  the  product  line 


•  Overtake  Toyota  as  No.  3  vehicle 
manufacturer  with  across-the- 
board  brand  recognition 


•  Burnish  the  VW  brand  to 
match  Mercedes-Benz 


•  Making  RR  efficient 
could  cost  the  cars  their 
exclusive  image 


•  Global  overcapacity  and  priij} 
wars  limit  VW's  chances  to  p 


VW  could  sacrifice  quality 
standards,  which  are  the  ke 
to  catching  Japan's  leader 


•  Luxury-car  buyers  may  balk/ 
at  paying  big  for  a  VW 


GERMANY 


IS  VW  REVVING 
TOO  HIGH? 

Piech's  grand  plans  could  stall  the  carmaker's  comeback 


You  would  never  pick  Ferdinand 
Piech  for  a  dreamer.  The  prag- 
matic, 60-year-old  chief  executive 
has  had  Volkswagen  in  the  repair 
shop  for  five  yeare.  Now  that  it's  jxmning 
again,  however,  Piech  plans  to  add  a  su- 
pei'charger  and  lots  of  flashy  chi'ome.  To 
I  "ke  vw  into  ultraluxuiy  cars,  he  wants 
to  buy  Britain's  Rolls-Royce.  He  hopes 
bu^/inf  Scania,  the  Swedish  tnickmaker, 
\\n]'i  '  muI  vw  into  the  heavy  end  of  the 
V' '    '  ■  market.  Piech  even  entertains 


plans  for  a  vs-powered  Volkswagen  to 
compete  directly  with  Mercedes-Benz. 
The  goal:  overtake  Toyota  Motor  Corp. 
as  the  world's  No.  3  caiTnaker. 

Piech's  skills  as  a  fixer  are  clear.  A 
fleet  of  hot  new  models,  including  the 
stylish  new  Passat,  has  rocked  rivals 
such  as  Adam  Opel  and  Ford  Motor  Co. 
Profits  continue  to  rebound  fi-om  the 
heavy  losses  of  the  eai'ly  1990s,  liitting 
$748  million  last  year  on  sales  of  $62.2 
billion.  In  Eiu'ope,  SKAT  and  Skoda,  once- 
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  weak  su\ 

sidiaiies,  ai'e  grovm' 
bnskly.  Its  luxuiy  brand,  Audi,  is  goir' 
strong.  In  the  U.  S.,  Beetlemania  is  po\ 
eiing  a  vw  comeback.  Even  in  Asia,  w, 
sales  have  been  barely  dented  by  tl' 
economic  crisis,  thanks  to  its  market  lea^ 
ersMp  in  China. 

The  i"isk  in  Piech's  dreams:  He  mi- 
push  too  far,  too  fast,  vw  still  faces  i 
host  of  problems.  The  launch  of  a  ne 
version  of  the  best-selling  Golf  has  be<i 
a  disaster.  Factories  in  western  Ge- 
many  rank  among  Europe's  least  ef- 
cient.  Yw's  quahty  is  middle-of-the-roa. 
Management  is  overtaxed,  and  addii; 
more  tasks  could  short-circuit  vw's  tor- 
around.  "They  just  don't  have  the  h- 
man  resources,"  worries  an  executi" 
at  a  large  institutional  investor. 

Nonetheless,  Piech  envisions  a  gi'ail 
ftitui'e  for  the  company  his  gi'andfathi; 
Ferdinand  Porsche,  co-founded  befo; 
World  Wai-  II  to  build  "the  people's  ca' 
The  u'on-willed  Piech  wants  to  distanj 
vw  from  its  mass-market  heritage  a)l 
mold  a  brand  with  a  Mercedes-Hke  re- 
utation — and  Mercedes-like  margins,  h 
has  ali'eady  set  new  industiy  standaiM 
for  luxurious  interiors  in  mid-markt 
models  such  as  the  Passat  and  the  Gc'. 
Next,  he  plans  to  point  new  modes 
squarely  at  Mercedes.  One,  informalr 
called  the  Passat  Plus,  likely  will  ma;? 
its  debut  in  model  year  2000.  Ther<s 
even  talk  of  a  top-end  vi2  model.  Bf-  H 
persuading  consumers  to  pay  Merced|  h 
prices  for  a  vw  badge  would  be  toughi  tes 
BIDDING  WAR.  Rolls-Royce  would  cro\|  t } 
the  product  range — if  Piech  wins  tisii 
bidding  war  against  BMW  and  otheil*{ 
That  could  be  clear  viathin  a  few  weelf  ilii 
"Wlien  a  brand  like  this  is  available,  i  i'or 
a  one-time  opportunity,"  says  Robe  Sfs 
Btichelhofer,  vw's  managing  dii'ector  i\  ito 
sales  and  mai-keting.  And  buying  Scaii  Sec 
would  give  vw  a  strong  global  presenNi'' 
in  heavy  tiTicks,  a  segment  w  has  6^*111: 
plored  only  in  Brazil.  It's  uncle.%!Sl( 
though,  whether  a  deal  can  be  stru(  ::pl; 
Scania  officials  say  that  they  have  d'  •  1;  if 
cussed  only  joint  projects. 

With  $11  billion  in  cash  and  an  imr^p'  f 
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,  rights  offering  expected  to  raise  $i 
m  more,  vw  can  afford  a  spree.  But 
mes  up  short,  say  foiTner  executives 
others  close  to  the  company,  in  top- 
h  managers.  Pointing  to  bmw's  diffi- 
y  in  digesting  Rover  Group  Ltd., 
e  sources  warn  that  acquisitions  can 
istractions.  That's  paiticulai'ly  tnae  in 
lents  where  vw  has  little  experience, 
lysts  fear  vw  could  min  rr's  exclu- 
cachet  in  its  effort  to  boost  elBciency. 
N  still  has  repaii's  to  finish  at  home, 
ough  the  new  $14,300  Golf  has  been 
sed  by  the  motor  press,  the  cars 
sn't  ready  when  vw  began  turning 
1  out  last  September  Glitches  now 
)  production  at  2,000  a  day — against 
"get  of  3,300.  Still,  vw  officials  insist 
Golf  is  on  course.  "You  can't  mea- 

success  or  failure  in  four  to  six 
ths,"  says  Biichelhofer. 
'  RANKING.  Perhaps  not.  But  the 

underscores  flaws  in  the  develop- 
t  process  that  could  take  years  to 
rhat's  tiiie,  too,  of  vw's  quahty  per- 
lance.  Thi-ee  surveys  in  Europe  rank 
well  behind  industiy  leaders  such 
londa,  Toyota,  and  Mercedes.  A 
ter  of  the  old-model  Golfs  have  had 
lanical  problems  after  thi'ee  yeai"s  of 
ing,  vs.  17%  of  Toyota  Corollas  and 

of  C-Class  Mercedes,  according  to 
nan  auto  inspection  data. 
N  trails  in  productivity,  too.  Its 
sburg  plant  still  operates  on  a  fom-- 
28-hour  workweek.  Analysts  esti- 
s  that  the  plant,  which  employs 
)0,  has  20,000  to  30,000  workers  too 
y.  The  Economist  InteUigence  Unit 
;ed  vw's  plant  in  Emden  last  in  a 

productivity  study  of  European 

plants.  Emden  produced  21.3  cars 
employee  per  year,  compared  with 

at  the  top-ranked  Nissan  Motor 
plant  in  Sunderland,  England, 
ains  have  come  slowly,  vw's  work- 
3  gi'ew  5.4%  last  year — nearly  as 
as  unit  sales.  Piech  admits  it  takes 
ours  to  build  the  new  Golf,  vs.  the 
of  20.  vw  officials  say  many  recent 
3  are  temporaiy  worker's  who  will 
it  go  once  the  bugs  are  eliminated, 
espite  improved  profits,  vw's  diffi- 
es  are  still  reflected  in  the  bottom 

Net  earnings  as  a  proportion  of 
;  in  1997  were  1.2%,  compared  with 
)  for  Ford.  That  should  improve  as 
shifts  models  onto  foui'  main  veliicle 
"oirns.  But  rivals  are  pm-suing  the 
3  strategy,  so  vw  has  to  hit  a  mov- 
:arget  ff  it  wants  to  compete, 
iech,  for  all  his  bravado,  knows  well 

vw's  situation  is  still  delicate.  He 
made  ceo  in  1993  to  clean  up  the 
3  left  by  the  overexuberant  expan- 
plans  of  Cai-1  H.  Hahn.  The  irony  is 

if  he  isn't  careful,  he  could  find 
self  caught  in  a  similar  bind. 

By  David  Woodruff  in  Frankfurt 


COMMENTARY 


By  Joan  Warner 


GUESS  WHAT?  EUROPE  GOULD 
USE  MORE  LAWSUITS 


The  latest  salvo  in  Europe's  ice 
cream  wars  is  enough  to  melt  an 
American  lawyer's  litigious 
heait.  Mars  Inc.,  the  U.  S.  candymak- 
er,  won  a  decision  on  Mar  11  from 
the  European  Commission  that 
Unilever  PLC  was  unfairly  hogging 
the  Irish  ice-cream  market.  Mars 
may  now  sue  the  Anglo-Dutch  giant 
for  damages  in  Ireland's  national 
court.  And  it  could  ask  for  as  much 
as  $1  bilhon. 

Mars  ought  to  go  for  it.  The 
prospect  of  a  billion-dollar  award, 
paid  by  a  powerful 
company  to  a 


it's  simply  cheaper  to  go  to  Brussels. 
For  $25,000  or  so,  the  EC's  competi- 
tion office  will  gather  evidence,  make 
a  decision,  and  sanction  or  fine  the 
offender.  Lawsuits,  by  contrast,  usu- 
ally start  in  the  six  figures — prohibi- 
tive for  an  upstart  challenging  a  big- 
foot.  In  the  tf.  S.,  damage  awards  are 
determined  by  a  jury,  and  a  company 
can  collect  triple  damages  for  lost 
business.  In  Europe,  a  judge  rales  on 
the  value  of  the  missed  opportunity. 
Plaintiffs  collect  only  that  amount. 
But  the  anti-lawsuit  cultui'e  is 
gi-adually  changing. 


straggling  rival,  is  just  what  Em-ope 
needs  to  push  business  toward  free 
competition.  Given  that  monopolistic 
practices  are  more  the  exception 
than  the  rale,  a  few  knock-down, 
drag-out  legal  confrontations  could 
work  wonders.  "More  companies 
should  be  doing  it,"  says  an  antitrast 
lawyer  vdth  a  white-shoe  fii'm  in 
New  York. 

FREE  FREEZERS.  Complaining  to 
Brassels  is  the  usual  com'se  when 
big  companies  force  consumers  to 
buy  goods  at  a  certain  place  and 
price.  In  the  ice-cream  case,  Unilever 
must  stop  giving  free  fi'eezers  to 
Irish  retailers  on  condition  they 
stock  only  Unilever  ice  cream — a  de- 
cision the  company  is  appealing.  But 
while  the  EC  has  become  more  ag- 
gressive, litigation  would  radically 
raise  the  stakes  for  offenders. 

By  tradition,  Europeans  prefer  ar- 
bitration to  court  battles,  and  the 
clubby  business  community  eschews 
open  hostility.  With  antitrast  gripes, 


"It's  more  in  the  con- 
sciousness of  compa- 
nies and  their 
-    lawyers  that  they 
have  private  remedies 
before  national  couits," 
says  Alasdair  Bell,  an  an- 
titrast lawyer  vdth  White  & 
Case  in  Brassels.  As  Ger- 
many deregulates  its 
telecom  industiy,  phone 
companies  are  using  law- 
suits to  scrap  for  market  share. 
Britain's  First  Telecom,  an  upstart 
challenger  to  giant  Deutsche 
Telekom,  sued  the  former  monopoly 
after  dt  ran  a  one-time  ad  question- 
ing First  Telecom's  quality — a  no-no 
under  German  law. 

DT  never  repeated  the  ad,  and  the 
lawsuit  generated  good  publicity  for 
Fii'st  Telecom.  "The  downside  is  that 
once  you  punch  the  big  elephant," 
says  First  Telecom  Managing  Direc- 
tor Bernhard  Pussel,  "he  gets  ex- 
tremely nasty."  Pussel  says  dt's  legal 
department  now  dashes  off  notices 
weekly,  mainly  for  breaking  advertis- 
ing law  by  claiming  to  be  cheaper. 

Despite  such  hassles,  the  EC  ui'ges 
more  cooperation  between  BiTissels, 
the  comts,  and  national  regulators. 
The  commission  also  has  hinted  that 
it  will  hike  fines  on  companies  that 
break  competition  laws.  Although  the 
EC  technically  can  dock  a  violator 
10%  of  annual  global  tm-nover,  it 
never  has  done  so.  And  it  never  has 
awarded  damages  to  a  victim.  That's 
why  a  thumping  private  lawsuit 
could  set  a  healthy  precedent. 

Senior  News  Editor  Warner  covers 
European  bushiess. 
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MALAISE:  The  Kuala  Lumpur  rail  system  is  one  of  many  projects  on  hold 


MALAYSIA 


CAN  MAHATHIR 
GO  HIS  OWN  WAY? 

So  far,  he  is  avoiding  reforms 
-and  the  economy  shows  it 

The  glittering  twin  towers  of  the 
Kuala  Lumpur  City  Centre  are  the 
world's  tallest  buildings — and  mon- 
uments to  Malaysian  Prime  Minister 
Mahathir  Mohamad's  obsession  with 
making  his  country  rich  and  powerful. 
Yet  the  capital  is  buzzing  with  a  rumor: 
Occupancy  rates  for  the  towers  are  so 
low  that  the  super-rich  Sultan  of  Bi-unei 
is  buying  one  to  bail  out  developers. 

State  oil  company  Petroliam  Nasional, 
the  towers'  owner,  denies  such  talk  and 
says  it  has  plenty  of  cash.  Could  well 
be.  The  point  is  that  in  the  days  of 
breakneck  expansion,  such  a  rumor 
would  never  have  started.  These  are 
uncertain  times.  Mahathir  swears  he 
has  a  homegrown  solution  to  pull 
Malaysia  Inc.  out  of  the  morass  of  bad 
debts,  foreign  exchange  losses,  and 
slumping  sales  created  by  the  crisis. 
But  instead  of  inspii-ing  confidence,  the 
Mahathii"  plan  is  provoking  murmui's  of 
doubt.  Bailing  out  all  the  banks  and  big 
companies  may  be  a  way  to  avoid  shut- 
ting down  weak  institutions  and  shaking 
up  industry.  Some  skeptics  even  fear 
that  big  bailouts  may  drive  up  inflation. 
If  so,  Malaysia's  workout  may  resem- 
ble Indonesia's  more  than  Thailand's  or 
South  Korea's.  Those  countries  are  opt- 
ing for  painful  reforms  in  hopes  of  a 
cjuick  turnaround. 

DEBT  DEFAULTS.  This  is  a  risky  moment 
for  the  Malaysian  economy.  Mahathir 
has  clearly  decided  to  spend  heavily  to 
shore  up  key  companies.  The  govern- 
ment has  just  concluded  a  $500  million 
bailout  of  Sime  Bank  and  Bank  Bu- 
miputra  Malaysia,  two  of  the  nation's 
largest  financial  insti- 
tutions. Rather  than 
adopt  the  kinds  of 
stringent  reforms  man- 
dated by  the  Interna- 
tional Monetary  Fund, 
Mahathir  and  his  ad- 
visers are  going  it 
alone.  Because  Malay- 
sia has  relatively  httle 
foreign  debt,  it  has  so 
far  avoided  an  external 
bailout. 

But  internally,  de- 
faults on  ringgit-de- 


nominated  debt  are  surging.  The  gov- 
ernment is  reluctant  to  force  interest 
rates  any  higher,  lest  more  companies 
default.  But  economists  say  only  higher 
rates  can  check  inflation  and  the  cur- 
rency's depreciation.  "The  pain  is  there," 
says  Abdul  Rashid  Hussein,  executive 
chairman  of  Rashid  Hussein  Bank, 
which  is  buying  Sime  Bank. 

The  pain  is  shooting  through  almost 
every  corporate  boardroom  in  Malaysia. 
Cellulai"  giant  Technology  Resources  In- 
dustries has  reported  a  $200  million  for- 
eign exchange  loss  for  1997.  PoHtically 
prominent  conglomerate  Malaysian  Re- 
sources Corp.  has  delayed  its  annual 
meeting  as  it  scrambles  to  refinance  a 
$250  million  bridge  loan,  even  after  it 
benefited  from  a  generous  purchase  of 
its  cellular  unit  by  Telekom  Malaysia. 

Mahathir  thinks  IMF-style  reforms 
would  just  make  things  worse.  Indone- 
sia "took  the  IMF  medicine,  and  the  pa- 
tient died,"  says  Rashid  Hussein.  By 
channeling  local  bank  funds  to  ailing 
companies,  he  says,  "we  can  manage  it 
better"  Adds  Francis  Yeoh,  managing 
director  of  YTL  Corp.,  a  specialist  in 
power  and  inft-asti-uctui'e  projects:  "The 
IMF  has  too  frosty 
a  grip.  We  need  a 
warmer  embrace." 

The  Mahathir  strat- 
egy typically  favors  a 
chosen  few,  even 
though  the  govenmient 
claims  such  deals  are 
legitimate  transactions. 
Rashid  Hussein  Bank's 
$225  million  takeover 
of  Sime  Bank  rescued 
shareholders  in  kub 
Malaysia,  which  is  con- 
trolled by  prominent 


members  of  the  ruling  United  Mala>j 
National  Oi'ganization.  Mirzan  Mahathi 
the  Prime  Minister's  son,  is  selling  h;, 
indebted  shipping  empire  to  Petronas^ 

Yet  a  small  but  increasingly  striderii 
number  of  people  in  government  an 
the  business  community  wish  Mahathj 
would  institute  reforms.  The  reformei* 
apparently  have  the  ear  of  Deput 
Prime  Minister  and  Finance  Ministe 
Anwar  Ibrahim,  who  has  complained  i 
visitors  about  the  lack  of  reform.  "M^ 
hathii-  should  have  let  his  son  fail,"  sa.\; 
a  UMNO  activist.  "That  would  have  coi 
founded  eveiyone  and  distinguished  i 
from  Indonesia.  We  were  getting 
message  out  that  we  were  on  track,  hi 
now  what  do  we  tell  people?" 
ILLEGAL  IMMIGRANTS.  On  top  of  its  n\v 
problems,  Malaysia  has  to  worry  abm! 
the  impact  of  Indonesia's.  Thousands  < 
illegal  immigi'ants  have  come  ashore  i 
boats  from  the  nearby  Indonesian  i 
land  of  Sumatra.  With  more  than  2  1 1 1 
hon  immigi'ants  already  in  Malaysia  : 
most  of  them  Indonesians — the  count  i! 
can  ill  afford  more. 

Malaysia's  basic  strengths  vrill  keeji 
stable.  Its  oil  and  gas  production  pr 
vides  handsome  hai'd-cuirency  eaminy 
Prices  of  palm  oil  and  rubber,  two  maji 
exports,  are  high.  Its  electronics  induli 
ti-y,  though  dominated  by  multinational) 
continues  to  boom.  i 

But  even  vrith  these  fundamental  ajl 
vantages,  the  evidence  of  corj^orate  dili 
tress  increases  daily.  It's  understand 
able  that  Mahathir  wants  to  help  o'^ 
his  business  friends.  But  the  physicia 
turned-politician  should  remember  th 
the  alterTiative  to  stiff  medicine  can  be  i 
patient  who  doesn't  get  better 

By  Mark  L.  CUffa 
in  Kuala  Lump, 


MALAYSIA'S  SLOWDOWN 
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COMMITMENT 


is  being  steadfast  in  one's  beliefs  in  a  sea  of  doubt  and  hesitation. 


IMMITMENT  is  the  inevitable  consequence  of  an  unerring  belief  in  disciplinei 
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International  Business 


Ml 


TAKE  YOUR  INVESTMENTS  ELSEWHERE,  PLEASE 


Hobel  peace  prize  wirmer 
Aung  San  Suu  Kyi,  52, 
swept  Burma's  elections 
in  1990,  but  the  ruling  mili- 
tary regime  has  never  permit- 
ted her  Nat  ional  League  for 
Democracy  (nld)  to  take  pow- 
er. In  a  rare  interview  at  the 
Rangoon  home  where  she 
spent  six  years  under  house 
arrest,  Suu  Kyi  discussed  the 
issue  of  U.  S.  sanctio7is.  hi 
February,  a  U.  S.  delegation 
to  Burma  recommended  some 
sanctions  be  eased  on  human- 
itarian grounds.  But  any 
investment,  says  Suu  Kyi, 
strengtheris  the  junta  and 
undermines  democracy.  Com- 
panies such  as  Motorola,  Levi 
Stratiss,  and  PepsiCo  have 
heeded  this  plea  and  pulled 
out.  Unocal,  which  has  an 
exemption  for  its  $1.2  billion 
gas  project,  is  one  of  the  few 
U.  S.  companies  to  remain. 

While  technically  no  longer 
detained,  Suu  Kyi  reynmns 
closely  mon  itored,  and  jour- 
nalists are  forbidden  to  meet 
her.  On  Mar.  6,  Asia  Editor 
Sheri  Prasso  was  able  to  circumvent 
security  forces  and  interview  her. 

Q:  Wmt  is  your  reaction  to  the  rec- 
ommendation to  ease  some  sanctions? 
A:  I  don't  understand  why  they 
want  to  soften  the  sanctions  [or]  on 
what  grounds.  There  are  those  who 
claim  the  people  of  Burma  are  suffer- 
ing as  a  consequence  of  sanctions, 
but  that  is  not  tioie.  First  of  all,  the 
U.  S.  did  not  have  many  investments 
here  to  begin  with.  As  it  is,  there 
are  many  companies  pulhng  out  be- 
cause conditions  are  not  light  in  Bur- 
ma for  successful  investment. 

Q:  Have  there  been  any  tangible  re- 
sults from,  the  sanctions? 
A:  We  vei-y  much  appreciate  the 
U.  S.  sanctions  because  they  have 
been  a  tremendous  psychological 
boost  for  the  democracy  movement, 
and  also  they  have  made  businesses 
think  carefully  about  what  is  really 
going  on  in  Burma.  As  a  result  of 
their  investigations,  they  have  decid- 
ed they  really  didn't  want  to  invest 
here . . .  because  the  economic  policies 


"  We  want  investment ...  at 

the  right  time-when  the 
benefits  will  go  to  the  people 
of  Burma" 

AUNG  SAN  SUU  KYI 

of  the  government  do  not  promote 
development  in  the  long  run. 

Q:  Wfmt  message  do  you  have  for  in- 
vestors who  want  to  come  to  Bwrma? 
A:  We  want  investment  to  be  at  the 
right  time — when  the  benefits  will  go 
to  the  people  of  Bunna,  not  just  to  a 
small,  select  elite  connected  to  the 
goveniment.  We  do  not  think  invest- 
ing at  this  time  really  helps  the  peo- 
ple of  Burma.  It  provides  the  mili- 
tary regime  with  a  psychological 
boost.  If  companies  from  Western 
democracies  are  prepared  to  invest 
under  these  circumstances,  then  it 
gives  the  military  regime  reason  to 
think  that  they  can  continue  violat- 
ing human  rights  because  even  West- 
ern business  companies  don't  mind. 


Q:  You  met  recently  with 
Unocal  Corp.  President  John 
F.  Imle  Jr.  Did  he  try  to  per- 
suade you  to  change  your  op- 
position to  sanctions? 
A:  I  never  discuss  my  meet- 
ings . . .  [but]  we  believe  in 
talking  to  people,  even  those 
with  whom  we  disagree. 

Q:  What  is  the  economic 
climate  here? 

A:  The  economic  situation  is 
very  bad.  Prices  are  rising.  A 
lot  of  businesses  are  pulling 
out.  There  isn't  much  invest- 
ment coming  in,  if  at  all.  The 
big  hotels — I  think  they  built 
too  many  to  begin  with — they 
don't  have  many  chents  and 
are  unable  to  cope.  The  rice 
harvest  is  very  poor  this  year. 
Farmers  tell  me  it's  one  of 
the  worst  hai-vests  they've 
ever  known — in  something 
like  60-plus  years. 

Q:  Wliat  is  the  potential  for 
civil  unrest? 

A:  It's  difficult  to  tell  what 
triggers  people's  discontent  to 
the  point  where  they  decide  they 
won't  take  it  anymore.  I  know  there 
has  been  a  lot  of  speculation  as  to 
whether  the  situation  is  bad  enough 
for  a  general  uprising.  The  nld  is 
not  tiying  to  create  an  uprising. 

Q:  There  is  some  confusion  over 
what  to  call  this  country.  Do  you 
have  a  ■preference? 

A:  Yes,  Burma — because  Myanmar  is 
a  name  that  this  military  regime 
chose  when  it  took  over.  We  don't 
think  that  any  government,  especial- 
ly one  that  is  not  elected  by  the  peo- 
ple, has  the  right  to  change  the 
name  of  the  country  just  because 
they  fancy  it. 

Q:  Under  wliat  conditions  can  you 
see  a  resohition  to  the  current  politi- 
cal impasse,  such  as  a  power-sharing 
agreemeyit? 

A:  Everything  has  to  start  with  dia- 
logue. If  anyone  is  interested  in  pow- 
er-sharing, they  can  put  it  forward  in 
the  process  of  dialogue.  We  have 
said,  with  regard  to  dialogue,  we  are 
prepared  to  discuss  anything. 
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BURNED:  The  government 
has  lost  a  lot  of  revenue 


MEXICO 


MEXICO  SLIPS 
IN  AN  OIL  PUDDLE 

As  crude  prices  plunge,  investors  worry  about  the  economy 


Mi 


Iexico  started  the  year  on  a  high 
note.  The  economy  had  largely 
shrugged  off  the  impact  of  Asia's 
turnnoil.  The  government  of  President 
Ernesto  Zedillo  Ponce  de  Leon  was 
forecasting  5.2%  gi'owth  in  gross  do- 
mestic product,  and  beleaguered  Mexi- 
can woi'kers  were  looking  foi-ward  to 
their  fii-st  real  wage  hikes  in  foui'  years. 
Then  the  price  of  Mexico's  oil  fell — and 
fell  some  more,  by  nearly  one-third,  or 
about  $4.40  per  barrel,  since  December. 

That's  scary,  given  Mexico's  reliance 
on  oil.  Although  many  analysts  still  see 
bright  spots,  jittery  investors,  particu- 
larly foreigners,  are  shunning  Mexico's 
stock  market.  It's  down  14.1%  in  dollar 
terms  this  year  (chart).  American  de- 
positary receipts  of  blue  chips  such  as 
steelmaker  Hylsamex  and  construction 
giant  Gnipo  k:a  are  off  28.2%/  and  27%, 
respectively.  "A  few  months  ago,  it  was 
the  Asian  crisis — now  it's  the  oil  cri- 
sis," says  Raymundo  Winkler,  director  of 
the  Center  for  Private  Sector  Econom- 
ic Studies  in  Mexico  City.  "Until  the 
dust  settles,  investors  will  be  nervous." 

What's  making  them  wary,  after  last 
yeai-'s  exhilarating  52%  rise  in  the  bolsa, 
is  the  damper  on  the  economy  from  oil's 
collapse.  Lower  oO  prices  mean  less  rev- 
enue for  the  government  and  a  widening 
trade  gap  that  puts  pressure  on  the 


peso.  Although  oil  accounts  for  only  10% 
of  Mexico's  exports,  state  oil  monopoly 
Petroleos  Mexicanos  provides  almost 
40%  of  government  revenues — which 
shrink  by  $800  million  for  each  dollar 
that  oil  prices  drop.  In  response,  Zedil- 
lo's team  cut  spending  by  $1.8  billion 
in  January  and  recently 
tightened  monetary  pol- 
icy to  fight  inflation. 

While  that's  prudent, 
analysts  expect  the 
moves  to  trim  GDP 
growth  to  4.7%  or  less. 
What  worries  portfolio 
investors  is  the  poten- 
tial brake  on  corporate 
profits  and  stock  prices. 
With  more  spending 
cuts  likely,  people  are 
"waiting  for  the  other 
shoe  to  drop,"  says  Gray  Newman,  Latin 
America  economist  for  HSBC  Securities 
Inc.  Some  investors  have  left  for  Brazil, 
where  Sao  Paulo's  market  has  risen  14% 
this  year  after  recent  free-market  re- 
forms and  privatization  plans. 

Mexico's  trade  balance,  as  well  as  its 
budget,  is  being  hurt  by  the  price  drop 
at  a  time  when  imports  have  been 
spurred  by  last  year's  7%  GDP  growth. 
The  result  is  downward  pressure  on  the 
peso,  off  by  6.4%  so  far  this  year,  and 
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upward  pressure  on  con 
sumer  prices.  They  rose  al 
most  4%  through  Februar; 
putting  the  government' 
12%  inflation  target  for  th 
year  out  of  reach. 

While  the  uncertainty  h; 
made  investors  sit  thin: 
out,  their  skepticism  puzzli 
many  Wall  Street  analyst! 
who  are  relatively  upbe 
about  Mexico.  That's  b 
cause  of  the  continuing  mi 
mentum  from  last  year 
consiuner  recovery.  In  t. 
crisis  after  the  1994  pes| 
devaluation,  Mexican  wor] 
ers  lost  a  quarter  of  the: 
purchasing  power.  But  nov 
employers  are  starting  to  give  pay  rais 
es  of  19%  or  so.  That  will  give  a  furtb 
boost  to  long-depressed  consumption. 
BOND  BETS.  There  are  other  positi 
signs.  At  a  breakfast  this  month  in  Lc 
Pinos,  Zedillo's  official  residence,  execi 
fives  of  199  multinationals  such  as  For 
Motor,  Sony,  and  Philips  Electronic 
pledged  to  invest  $10.5  billion  in  Mexic 
this  year,  creating  46,000  jobs.  The  ir 
flow  will  cover  a  good  chunk  of  Mexico 
current  account  deficit,  which  could  h 
$14  billion  this  year  as  imports  risi 
And  in  the  global  bond  market,  Mexic 
placed  a  $415  million,  15-year  Italia 
lira  issue  on  Mar.  17,  just  two  weel 
after  a  $1  billion,  10-year  global  bond  i; 
sue  in  the  U.  S.  "The  debt  markc 
seems  to  be  shruggin 
off  concerns,"  says  E( 
uardo  M.  Cabrera,  chii 
Latin  America  strategis 
for  Merrill  Lynch  &  C' 
in  New  York. 

Most  analysts  belie\ 
it's  time  for  a  tun 
around.  They  are  mo.'' 
bullish  on  stocks  th{ 
will  gain  from  risin 
consumer  demand,  suc; 
as  brewer  FEMSA  am 
retailer  Soriana,  eve 
though  FE  MSA's  ADRs  are  down  12.9':  } 
and  Soriana  is  off  by  13.1%  on  the  bolsi 
They  also  like  bellwether  Telefonos  Oi  stic 
Mexico,  though  its  ADRs  are  off  by  2.9' 
for  the  year.  But  discordant  voices,  su<  f 
as  Salomon  Smith  Barney's  Latin  equil  : 
strategist  James  W.  Barrineau,  wai: 
that  earnings  may  look  flat  this  yet" 
after  1997's  strong  growth.  And  as  cJ 
prices  shde,  such  voices  are  the  on<. 
that  investors  seem  to  be  heeding. 
By  Elizabeth  Malkin  in  Mexico  Ci'^ 
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For  our  high-tech  headquarters, 
Nokia  made  only  one  calir 


V* 


-  Olli  Kallasvuo, 
President, 
Nokia,  Inc. 

ife^r   • 


■* 


As  the  world's  leading  manufacturer  of  digital  mobile  phones  and  a  pioneer  in  telecommunications  technology, 
kia  thrives  on  innovation.  So  when  a  state-of-the-art  office  complex  was  needed  to  establish  Nokia's  Americas  headquarters, 
/  knew  who  to  call.  Cushman  &  Wakefield. 

Nokia  wanted  the  one  real  estate  services  firm  that  not  only  understood  their  high-tech  business,  but  could  handle  site- 
ction,  negotiate  an  economic  incentives  package  and  provide  ongoing  construction  management,  now  and  in  the  future. 

From  our  global  reach  to  our  depth  of  services,  from  our  proprietary  research 
)ur  creative  problem-solving,  we're  unmatched  in  the  industry.  In  fact,  nobody 
3S  more  businesses  of  all  sizes,  here  and  around  the  world. 

To  find  out  how  we  can  help  you,  give  us  a  call  at  1-800-346-6789.  Improving  your  place  in  the  world!" 


it  www.cushwake.com  for  our  high-tech  real  estate  report.     mSs  Cushman  &  Wakefield  Worldwide 
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TED  BY  JOHN  TEMPLEMAN 


fHY  THE  STRAITS  OF  TAIWAN 
RE  LOOKING  CALMER 


fter  nearly  three  years  of  standoffs  and  saber-rattling, 
Taipei  and  Beijing  are  close  to  resuming  talks  that  Chi- 
Ina  broke  off  after  Taiwan  President  Lee  Teng-hui's  1995 
;  to  the  U.  S.  Beijing  took  the  first  step  by  offering  a  ma- 
concession.  Instead  of  insisting,  as  before,  that  the  re- 
ication  of  Taiwan  with  China  be  on  the  agenda,  Beijing  is 
ready  to  discuss  practical  matters  such  as  fishing  rights 
lout  raising  the  charged  reunification  issue.  One  Chi- 
3  official  says  Beijing  also  may  offer  to  ' " 
lounce  the  use  of  force"  in  its  dealings 
1  Taiwan  to  smooth  long-term  discussions 
at  reunification. 

owerful  forces  are  shaping  China's  new 
ics.  President  Jiang  Zemin  is  due  to  hold 
:her  summit  with  President  Clinton  this 
men  China's  ambitious  economic  makeover, 
lestrated  by  Premier  Zhu  Rongji,  could 
more  Taiwanese  knowhow  and  investments, 
the  same  time,  Beijing  is  nervous  about 
rise  of  Taiwan's  opposition  Democratic  Pro- 
!sive  Party  (dpp)  and  the  possibility  that  it 
ht  fan  support  for  independence.  Analysts 
the  DPP  will  advance  in  general  elections 

year,  and  a  tough  Chinese  stance  on  re- 
ication  would  only  advance  the  dpp  cause, 
resident  Lee  can't  afford  to  get  sucked 

talks  about  reunification,  either  Taiwan's 
ly  enfranchised  voters  are  deeply  divided 
•  independence.  Most  favoi-  the  present  ambiguous  situa- 
,  but  polls  show  the  proportion  favoring  independence  is 
ving.  "Lee's  interest  is  to  keep  the  status  quo  as  long  as 
jible.  There's  no  consensus  in  domestic  politics  on  the 
China  issue,"  says  Andrew  Yang,  secretary  general  of  the 
lese  Council  for  Advanced  Policy  Studies, 
few  talks  could  shar-pen  differences.  The  issue  of  who 
s  Taiwan  won't  stay  in  the  backgr-ound  forever  now  that 
ig  Kong  is  back  in  Chinese  hands.  Beijing  insists  it  wants 


GLOBAL  WRAPUP 


ANGRY:  Independence  rally 


to  move  "step  by  step"  and  not  for-ce  reunification  talks — but 
the/r'e  still  the  objective.  And  Taiwan  wonies  that  Beijing  will 
exploit  the  discussions  to  divide  domestic  opinion  by,  say,  en- 
com-aging  executives  to  pr'ess  for  direct  flights  to  China. 
PRESSURE.  Despite  Beijing's  new  line,  old  animosities  lie 
close  to  the  surface.  China's  Foreign  Minister  angrily  de- 
nounced Taiwan  on  Mar.  12  for  dragging  its  feet  after  Beijing 
offered  to  resume  talks.  He  accused  Taiwan  of  creating  trou- 
ble in  Southeast  Asia — first  in  October  by  de- 
valuing its  ciuTency  and  now  by  offering  in- 
vestment cash  to  win  allies.  "[They]  want 
political  r-ewards,"  says  a  Chinese  official. 

Indeed,  Taiwan  is  busOy  seeking  new  Mends 
because  it  feels  pressured  by  the  U.  S.  to  ne- 
gotiate with  China.  A  string  of  former  U.  S.  of- 
ficials and  academics — such  as  former  Defense 
Secr'etaiy  William  Perry  and  Joseph  Nye,  dean 
of  Har-vard  University's  Kermedy  School — have 
visited  Taipei  this  year  to  ur-ge  talks  with  Bei- 
jing. "The  U.  S.  is  doing  everything  except 
overtly  pr-essure  Taiwan,  but  the  pressur'e  is 
r'eal,"  says  National  Taiwan  Univer-sity  political 
science  Professor  Chu  Yun-han. 

It  could  har'dly  be  otherwise.  At  his  summit 
^  vdth  President  Clinton  last  year*.  President 
\  Jiang  won  a  r-enewed  U.  S.  commitment  to  the 
one-China  policy.  Taiwan's  comtship  of  South- 
east  Asia  is  har-dly  a  counter-balance.  Taiwan 
got  a  foot  in  the  door*  with  countries  that  don't  officially  rec- 
ognize it,  such  as  Malaysia.  But  these  new  fiiends  aren't 
likely  to  stick  their  necks  out  and  anger  China. 

The  har"d  r-eality  doesn't  change.  Beijing  may  use  a  more 
patient  and  less  confi-ontational  policy,  thus  easing  regional 
tensions.  But  China's  leaders  ar-e  unswer"ving  in  their  ultimate 
goal — they  want  to  reclaim  contr-ol  of  Taiwan. 

By  JonatJian  Moore  in  Taipei, 
with.  Joyce  Barnathan  in  Beiji}ig 


ilNT  PRAISE  FOR  JOSPIN 

rhe  first  round  of  French  regional 
ictions  on  Mar.  15  gave  a  weak  en- 
rsement  to  Socialist  Prime  Minister 
onel  Jospin.  His  left-wing  coalition 
set  to  vdn  at  least  10  of  France's  22 
gions,  up  from  2  in  1992.  But  ab- 
jntions  ran  at  42%,  high  for  France, 
id  extr-eme  parties  on  the  left  and 
^ht  made  gains,  with  Jean-Marie  Le 
;n's  extreme-right  National  Front 
rnering  nearly  16%  of  votes. 
The  rising  tides  of  extremism  and 
athy  make  it  hard  for  Jospin  to 


move  the  left  toward  the  center  and 
prepare  France  for  global  competition. 
Moderate-right  parties,  meanwhile,  are 
still  in  disarray.  Unwilling  to  align 
with  Le  Pen  or  rally  behind  a  centrist 
platform,  they  seem  destined  to  re- 
main in  opposition  for  some  time. 


►  Slovak  opposition  gr'oups  plan  a  big 
demonstration  against  Prime  Minister 
Vladimir  Meciar  on  Mar.  25.  They  say 
Meciar  wants  to  set  up  a  one-party 
dictatorship.  He  assumed  interim 
presidential  powers  on  Mar.  4,  after 


President  Michal  Kovac's  term  ended. 
Meciar  lost  no  time  in  throwing  his 
weight  around — replacing  all  but  one 
of  Slovakia's  ambassadors. 

Opponents  say  Meciar*  intends  to 
make  himself  President  with  enhanced 
power-s — and  change  electoral  laws  to 
stifle  opposition.  Legally,  he  can  act  as 
President  until  the  Slovak  Parliament, 
which  he  controls,  elects  Kovac's  succes- 
sor by  a  two-thirds  majority.  Meciar's 
ambition  could  cost  Slovakia  plenty.  Al- 
ready, his  disr'egard  for  human  rights 
has  kept  the  country  off  the  fast  track 
to  join  NATO  and  the  European  Union. 


POWER  GRAB  IN  SLOVAKIA? 
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CONSERVATION 


ONLY  GOD  AND  TOYOTA 
CAN  MAKE  A  TREE 

The  carmaker  is  cultivating  a  smog-eating  forest 


In  the  labs  of  Toyota  Motor  Corp.  out- 
side Nagoya,  40  researchers  are 
working  to  improve  an  unhkely  ob- 
ject: the  tree.  To  counteract  environ- 
mental damage  from  car  and  tmck  ex- 
haust, Toyota  is  developing  unique  trees 
that  can  absorb  some  of  the  toxic  gases 
contained  in  smog  and  might  help  pre- 
vent global  waiTning. 


phere.  TVees  absorb  a  lot  of  cai'bon  diox- 
ide, and  genetically  engineered  trees 
might  do  even  better. 

Toyota  is  not  alone.  Royal  Dutch/Shell 
will  spend  $500  million  over  the  next  five 
year's  planting  forests  in  Chile  and  New 
Zealand  to  absorb  carbon  dioxide.  Shell  is 
also  tiying  to  find  cleaner  ways  to  bui'n 
wood,  rather  than  oil,  for  fuel.  In  .Ta]ian, 


the  versions  with  double  chromosomes^ 
He  has  since  refined  his  technique  s(l 
that  it  works  in  as  many  as  six  seeds 
out  of  100.  Toyota  applied  for  a  patent  u 
1995  and  sought  a  second  patent  in  199'| 
when  Matsui  discovered  that  his  su 
peitrees  withstand  salty  ocean  vvand.- 
Today,  Matsui  nui'ses  50  different  vari 
eties  of  the  trees  on  a  plot  near  Toyota' 
factory  In  lab  tests,  his  designer  euca 
lyptus  ti-ees  absoi'b  up  to  30%  mor-e  ni- 
trous  oxide  than  the  avei'age  tree,  whili 
alter-ed  London  plane  trees  absoi'b  20^ 
more.  Matsui  still  must  determin( 
whether  the  trees  perform  as  well  out! 
doors,  and  whether  they  do  any  darr^ 
age,  such  as  taking  up  more  than  thei 
shai'e  of  soil  nutrients. 

Indeed,  some  environmentahsts  sa: 
Toyota  is  headed  in  the  vwong  directior^ 
"If  we  want  to  reduce  [nitrous  oxide 


WHY  TOYOTA'S 
TREES  ARE  SO 
SPECIAL 

►  The  pores  on  their 
leaves  that  absorb 
greenhouse  gases 
have  been  enlarged 
and  strengthened 


Why    is  Japan's 
MATSUI:  Putting   No.  1  carmaker  dab- 
twice  as  many      bling  in  the  agricul- 
chroniosomes       tural  arts?  It's  all 
the  tree  part  of  an  effort  to 

establish  itself  as  the 
woi'ld's  greenest  camiaker  Last  Decem- 
ber, Toyota  became  the  first  auto  maker 
to  bring  to  market  an  affor'dable  hybrid 
car — powered  by  electricity  and  gasoline. 
In  1991,  Toyota  I'esearchers  began  work 
on  biology-based  ways  to  clean  u])  the  en- 
vii'onment.  They  launched  Forest  of  Toy- 
ota, a  pi'oject  ranging  fi'om  planting  more 
trees  to  developing  smog-eating  plants. 
COOL  SHADES.  The  effect  of  Toyota's  re- 
engineered  trees  won't  be  huge — it  takes 
20  r-egular  trees  to  absorb  the  noxious 
Tases  of  just  one  car  in  a  year.  But  Toy- 
a  says  it  can  improve  that  performance 
) .  30% — and  that's  better  than  doing 
notlung.  Toyota  is  also  probing  the  po- 
teii' ial  of  trees  to  prevent  climate  change, 
(iiobal  warming  can  be  caused  by  a 
■.uHdup  of  carbon  dioxide  in  the  atmos- 


the  P^ir'esti'y  Agency  is  examining  liow 
timberlands,  which  cover  70%-  of  the 
country,  can  absorb  mor-e  of  the  estimat- 
ed 320  million  tons  of  car'bon  dioxide  that 
Japan  gener-ates  every  year-.  "Now,  mor-e 
people  are  researching  what  use  our 
forests  have,  not  in  ter-ms  of  wood  pr-od- 
ucts  but  in  terms  of  our  ecosystem,"  says 
Kazuo  Suzuki,  a  botany  pr-ofessor  at 
Tokyo  University. 

Kunio  Matsui,  the  chief  botanist  on 
Toyota's  tree  pr-oject,  says  the  goal  was 
to  create  trees  that  absor-b  toxic  gases 
such  as  nitr-ous  oxide  and  sulftu'  dioxide 
found  in  smog.  These  can  kill  tr-ees.  But 
Matsui  found  that  doubling  the  number 
of  chromosomes  in  experimental  trees 
vridened  the  tiny  aii-  inlets  on  stems  and 
leaves.  Aftei-ward,  the  inlets  absorbed 
mor-e  nitrous  oxide  than  in  standard  trees. 

Matsui's  methods  wer-en't  particulai-ly 
efficient.  He  treated  seeds  of  gum  trees, 
conifers,  br'oad-leaf  trees,  and  London 
plane  trees,  but  could  make  only  two 
out  of  10,000  seeds  metamor-phose  into 


►  They  absorb  as 
much  as  30%  more 
smog  in  tabs  than 
regular  trees 

►  They  also  with- 
stand salty  ocean 
winds  longer 

we  should  reduce  our  automobile  pi-c 
duction  and  set  lower  emission  star^  jj; 
dai'ds,"  says  Yuichi  Sato,  deputy  directafem 
of  i-eseai-ch  at  Japan's  Forestry  Agenc}^%| 

Another  pari  of  the  Forest  of  ToyotS^, 
project  is  an  $800,000  model  forest  th|jy 
company  created  last  year  next  to  a  r^p 
sort  called  F'oi-esta  Hills.  The  forest  wi,S:ltl 
soon  be  monitored  with  $80,000  wortS-tfj 
of  emissions-measuring  equipment  sitjsj 
Toyota  can  test  the  impact  that  differeif  $ 
forestry  techniques  have  on  reducing  cajijj^j 
bon  dioxide  levels.  Company  researcheritfji 
are  also  tr-ying  to  grow  trees  in  acic 
drenched  soil,  a  technique  that  could  h 
used  to  restock  ravaged  rain  for-ests 
Southeast  Asia. 

Meanwhile,  Toyota  wants  to  line  tlA;^ 
highways  of  Japan  with  old-fashione  j[„ 
trees  to  absorb  mor-e  carbon  dioxide  bi  '^^ 
must  first  win  per-mission  in  overregi  f^, 
lated  Japan.  Building  a  better  tree  jj^j 
only  half  the  battle — Toyota  must  sti 
fight  to  plant  them. 

By  Emily  Thornton  in  Tok% 
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RE  DRUG  ADS  A 
URE-ALL? 


;r  deregulation, 
lufacturers 
finding  it 
i  to  master 
art  of 

id-building 

or  years,  drug- 
makers  pinned  : 
their  lackluster 
consumer  mt  rket- 
1  Big  Brother.  The 
&  Drug  Adminis- 
•n's  tight  restric-  ■ 
on  how  prescrip- 
drugs  could  be 
ed  to  patients, 
naceutical  firms 
lained,  meant  their 
Duld  never  shine.  But 
August,  after  the  fua 
;d  rules  on  TV  and  radio 
)r  prescription  drugs,  the 
try  sprinted  to  create  hot 
Is  out  of  everything  from  allergy 
,0  herpes  medications. 
Tis  out  selling  theu*  message  to  the 
/as  the  easy  pait.  Now,  ch-ugmakers 
ruggMng  to  master  the  art  of  brand- 
ng.  Some  aggressive  promotions 
backfired  with  consumere.  And  since 
ny  factors  influence  the  wtiting  of  a 
iption — most  importantly,  the  opin- 
'  the  physician — many  dmgmakers 
niggling  to  measui'e  the  cost-effec- 
iss  of  their  multimillion-dollar  cam- 
s.  "Over  80%  of  our  clients  are 
ioning  the  efficiency  of  theii-  con- 
!'  advertising,"  says  Lee  Weinblatt, 
executive  at  PreTesting  Co.  of 
ly,  N.J.,  an  advertising  consultancy. 
.EEWAY.  Even  so,  that  uncertainty 
Irying  up  the  doUai-s.  Di-ug  industiy 
5  are  surging,  thanks  to  record  niun- 
)f  new  products.  That  has  intensifietl 
it  share  battles,  leaving  diTigmakei-s 
pe  alluring  ads  will  help  them  win 
mer  loyalty.  "The  days  of  products 
ng  a  five-year  window  without  com- 
m  are  gone,"  says  Stephen  S.  Tang, 
lal  director  of  A.  T.  Kearney  Inc.'s 


pharmaceutical  consulting  practice.  "Any 
significant  therapeutic  class  now  sees 
competition  within  six  to  nine  months." 

That's  why  drugmakers  cheered 
changes  in  their  advertising  rules.  Be- 
fore the  FDA  guidelines  were  revamped 
last  August,  consumer  ding  ads  on  TV 
and  radio  either  named  the  ailment  or 
the  ding — but  not  both,  a  restriction 
that  kept  many  companies  from  even 
trying.  Now,  the  ads  can  include  both 
information  on  the 
product  and  the  Olness 
as  long  as  they  give 
leads  for  more  infor- 
mation and  a  summa- 
ry of  the  major  risks. 
That  new  leeway  sent 
radio  and  TV  drug  ad 
spending  soaring  last 
year,  more  than  dou- 
king  in  1997,  to  $167 
million,  according  to 
Competitive  Media 
Reporting,  a  fii-m  that 
tracks  ad  spending. 
Total  drug  ad  spend- 


HEALTHY  SPENDING 
ON  DRUG  ADS 
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DATA  COMPETITIVE  MEDIA  REPORTING, 
IMS  AMERICA  LTD,  ESTIMATE 


ing,  including  print,  TV,  and  radio,  is  ex- 
pected to  top  $1  bilhon  in  1998. 

Freedom,  however,  comes  with  its  own 
set  of  problems.  In  the  category  of  aller- 
gy rehef,  drugmakers  hope  that  adver- 
tising will  help  them  catch  Schering- 
Plough  Corp.'s  Claritin,  which  boosted 
its  U.  S.  sales  350%  over  three  years, 
thanks  in  part  to  an  aggi*essive  campaign 
of  consumer  ads.  Glaxo  Wellcome  PLC 
spent  $42  million  on  its  ad  bUtz  last  year 
for  allergy-relief  nasal  spray  Flonase. 
Wliile  Glaxo  says  that  it  was  pleased 
with  the  campaign's  impact, 
the  result  was  a  less-than- 
stunning  $47  milUon  U.  S. 
sales  gain. 

Hoechst  Marion  Rous- 
sel  Inc.,  too,  is  in  the  al- 
lergy marketing  act, 
spending  a  hefty  $64 
million  on  its  consumer 
campaign  last  year  for 
Allegi'a.  Pfizer  Inc.  was 
not  far  behind,  with  a 
$51  million  media  blitz 
for  its  own  allergy 
product,  Zyrtec.  Sales 
for  both  are  strong. 
But  pharmaceutical  of- 
ficials say  they're  un- 
sui'e  how  much  of  the 
growth  is  thanks  to 
consumer  advertising, 
vs.  the  more  traditional 
promotion  efforts,  such 
as  ones  aimed  at  doc- 
tors. "Because  of  all  the 
advertising  [of  allergy 
dmgsj  now,  it  is  much  harder  to  mea- 
sui'e,"  says  Diane  Parks,  head  of  mar- 
keting for  Allegi'a. 

WILD  CARD.  Adding  to  their  difficulties, 
diTigmakers  still  must  contend  with  a 
powerful  third  party  in  their  consumer 
marketing:  doctors.  A  strong  medical 
consensus  can  easily  eclipse  millions  of 
doUai's  spent  on  brand-building.  Consid- 
er the  ad  spending  by  Merck  &  Co.  and 
Bristol-Myers  Squibb  Co.  on  their 
cholesterol-lowering 
drugs.  Bristol's  push 
for  Pravachol  was  the 
most  expensive  ad 
campaign  of  last  year, 
according  to  Competi- 
tive Media  Reporting, 
nearing  $67  million. 
Merck  spent  close  to 
$46  million  promoting 
its  cholesterol  drug, 
Zocor.  Both  saw 
strong  sales  gi'owth  of 
36%  in  1997,  with  Zo- 
cor and  Pravachol 
sales  hitting  $1.4  bil- 
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To  a  six-year-old 
laving  an  asthma  attack, 
this  is  like  blowing  out 
a  forest  fire. 


l-800-LUNG-USA 

Because..  . When  you  can't  breathe, 
nothing  else  matters. (io 
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AMERICAN 
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lion  and  $768  million,  respectively. 

But  both  are  quickly  being  chal- 
lenged by  another  drug,  Lipitor, 
which  did  no  consumer  advertising. 
Lipitor,  launched  in  Febniaiy,  1997, 
by  Warner-Lambert  Co.,  was  pro- 
moted to  doctors  through  a  mar- 
keting partnership  with  Pfizer.  Be- 
cause of  the  drug's  exceptional 
ability  to  lower  ldl  cholesterol — 
the  so-called  "bad"  cholesterol — 
physicians  made  Lipitor  the  fastest- 
growing  ding  in  the  categoiy.  Sales 
last  year  jumped  to  $583  million, 
and  Lipitor  is  rapidly  gaining  on  its 
high-spending  rivals.  Says  PreTesting's 
Weinblatt:  "If  the  physician  is  aware  of 
what  they  think  is  a  better  alternative, 
consumer  advertising  will  be  very  in- 
effective." 

FALLING  ON  DEAR  EARS?  Part  of  the 
problem  for  the  diTig  companies  is  that 
perhaps  as  much  as  half  the  population 
isn't  particularly  receptive  to  their  ap- 


ssidiDratadffie' 


CLARITIN:  A  massive  spending  pushed 
sales  Hp  350%  in  three  years 

peals.  As  it  turns  out,  men  are  far  less 
likely  to  suggest  a  brand-name  dmg  to 
then-  doctors  than  women.  A  study  by 
Health  Medical  Consumer  Advertising 
&  Mai'keting  found  29%  of  women  asked 
their  doctor  about  a  branded  prescrip- 
tion dmg,  vs.  just  14%  of  men.  Pfizer 
learned  that  the  hard  way,  spending  $14 
million  on  a  print  campaign  for  Cai'- 
dura,  a  drug  for  benign  enlarged 
prostate — with  limited  success.  "In 
diseases  that  are  primarily  male, 
there  may  be  more  effective  ways 
to  communicate  than  talking  dii'ect- 
ly  to  the  patient,"  says  J.  Patrick 
Kelly,  a  vice-president  at  Pfizer. 

Sometimes,  communication  can 
even  lead  to  consumer  backlash.  In 
Febinaiy,  both  cvs  Coip.  and  Giant 
Food  Inc.  came  under  fii'e  when  it 

PRAVACHOL:  Spent  big,  but  one 
major  rival  ran  no  consumer  ads 


ALLEGRA:  A  later  entry  in  the  allergij. 
wars,  it  must  cut  through  ad  clutter  , 

was  revealed  that  their  pharmacie 
were  sending  names  and  addresses  c 
patients  to  an  outside  direct-marketin 
fiiTn.  That  company  then  sent  out  lettei 
to  patients  who  had  prescriptions  fo: 
products  such  as  Merck's  Zocor  to  hel' 
remind  them  to  take  their  mec 
ication — and  also,  of  course 
drive  the  sale  of  refills  to  tli 
brands.  Consumers  woraed  tht 
their  pharmacies  were  lettin!; 
intimate  medical  informatini 
loose  into  the  hands  of  mat 
keters.  While  the  retailei 
maiiitain  no  confidentiality  w;! 
breached,  they  were  stung  bt 
the  response.  Both  companiei 
dropped  the  program.  i! 

Despite  a  sometimes  painfuf 
education,  pharmaceutical  conl 
panies  are  unlikely  to  back  o( 
their  consumer  advertising  oj; 
fensive.  And,  for  now,  the  risk  of  ^ 
physician  backlash,  once  a  huge  potentii 
obstacle,  seems  less  likely.  "I  don't  lil^' 
it,"  says  Dr  Donald  Miller,  a  rheums 
tologist  in  Biyn  Mawi;  Pa.  "But  it  hasft 
created  a  major  headache  foi'  me."  Unlf 
they  master  the  world  of  consum^ 
branding,  drugmakers  may  find  tha. 
they  are  the  ones  suffering  the  res' 
headaches.  | 
By  Amy  Barrett  i-)i  Philadelphi 
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Sports  Business 


BASEBALL 


PITCHING  100  MPH 
IN  PHOENIX 

Can  Jerry  Colangelo  make  the  Diamondbacks  sparkle? 


Ah,  spring  training  in  Arizona.  It's 
a  time  when  baseball  fans  settle 
into  cozy  stadiums  c-lose  enough  to 
the  field  to  banter  with  their  fa- 
vorite heroes  or  gi'ab  an  autogTaph.  But 
on  this  day  in  Hohokam  Stadium,  just 
east  of  Phoenix  in  Mesa,  the  fans 
stream  past  slugger  Matt  Williams  for 
the  star  of  the  moment.  Decked  out  in 
black  silk  pants  and  a  white  polo  shirt, 
Jeny  Colangelo  sits  in  a  fii"st-row  seat 
behind  the  plate.  One  by  one,  the  fans 
shove  progi'ams,  baseballs,  even  a  water 
bottle  at  the  man  who  brought  Major 
League  Baseball  to  the  desert.  Says 
Colangelo:  "The  moment  they  stop  ask- 
ing, it  means  you'i'e  in  trouble." 

Colangelo  sure  isn't  in  trouble  just 
now.  The  58-year-old  onetime  college 
basketball  star  is  spending  big-league 
dollars  to  give  a  sports-crazed  state  a 
baseball  team.  By  all  accounts,  his  Ari- 
zona Diamondbacks  probably  vrill  finish 
dead  last  in  the  National  League's  five- 
team  Western  Div.  But  so  what?  With 
season-ticket  buyers  holding  nearly 
three-quarters  of  the  48,5(39  seats  in  a 
$350  million  new  stadium  in  Phoenix — 
even  before  the  team  takes  the  field  on 


JERRY  COLANGELO 

BORN  Nov.  20,  1939 


AREE 


1966  Head  scout  and  director  of 
merchandising,  Chicago  Bulls 

1987  Led  group  that  bought 
Phoenix  Suns  for  $44.5  million 

1995  Landed  Major  League  Base- 
ball expansion  franchise  in  Arizona 


OWNERSHIP 


36%*  of  Phoenix  Suns  pro  basket- 
ball team,  worth  $200  million 

1%**  of  Arizona  Diamondbacks 
baseball  team,  worth  $350  million 

36%*  of  license  for  Phoenix  Mer- 
cury of  WBNA,  worth  $25  million 

25%  of  Arizona  Rattlers  arena 
football  team,  worth  $50  million 

*  Controls  management  group  that  owns  36%  of  teams 
**  Colangelo  management  group  has  options  to  purchase 
up  to  25%  of  team 

DATA:  TEAM  INFORMATION,  BUSINESS  WEEK  ESTIMATES 


Mar.  31 — the  Diamondbacks  are  all  b; 
assured  of  placing  among  the  lead 
in  attendance  and  operating  profits. 

That  would  only  add  to  Colangel 
winning  streak,  which  started  not  lo 
after  he  came  to  Phoenix  in  1968  wit 
wife,  thi-ee  young  kids,  and  "a  cou 
hundred  bucks  in  my  pocket."  T 
Phoenix  Suns  basketball  team  that 
controls  and  owns  36%  of  has  sold 
369  straight  games — second  only  to 
Chicago  Bulls'  519.  He  has  made  monr 
as  well  with  the  year-old  Phoenix  M^- 
cury,  which  led  the  Women 
National  Basketball  Assn.  !i 
attendance,  and  the  Arizoi 
Rattlers,  last  year's  Are-> 
Football  League  champs. 

But  nowhere  are  the  staki 
higher  than  with  the  Di- 
mondbacks,  which  have  cdk 
Colangelo  and  his  cadre  of  1 
mostly  corporate  investcp 

SPLASHY  1 

Colangelo's  fancy  new  ' 
stadium  includes  a 
swimming  pool  that 
overlooks  right  field  j 


more  than  $325  million  to  \.t 
on  the  field.  That  sum  indues 
a  record  $130  million  expul- 
sion fee  the  Diamondbacs 
l^aid  and  $100  million  that  tly 
paid  toward  constnaction  oa 
$350  million  state-of-the-art  stadiui. 
And  that's  not  counting  the  $100  iruEics- 
plus  that  the  Diamondbacks  spent  p 
field  a  team.  Colangelo  committed  a  i- 
tal  of  $79  million  to  two  players  aloj, 
Williams  and  shortstop  Jay  Bell. 
MARLINS  REDUX?  Baseball  histories 
don't  have  to  go  back  far  to  find  teas 
that  spent  their  way  into  woe.  To 
years  back,  the  Florida  Marlins  p;ri 
$89  million  to  free  agents.  They  wii 
the  World  Series  last  yeai-,  but  owner  I. 
Wayne  Huizenga  was  forced  to  put  fie 
money-losing  team  up  for  sale  and  dil 
off  its  stars.  Colangelo  "still  hastt 
proven  that  people  are  going  to  wafc 
baseball  in  those  hot  desert  summei," 
says  Colorado  Rockies  owner  Jeny  I> 
Morris,  whose  fi-anchise,  the  most  pif- 
itable  in  baseball,  is  Colangelo's  modi. 

Sitting  behind  the  screen  watch 
his  team  on  its  way  towai'd  beating 
Chicago  Cubs  9-8,  Colangelo  fau-ly  b:^ 
ties  at  charges  by  New  York  Yank« 
owner  George  Steinbrenner  and  oth^s 
that  he  is  overspending.  His  player  pf- 
roll,  he  says,  is  a  little  more  than  ;10 
million  for  the  year.  "And  I'm  gettg 
criticized  by  folks  that  have  $70  millli. 
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LI  N  L  I  M  1    r  E  D      P  A  R  1   N  t  K  i  H  I  H 
MIKE  ROBERGE  FROM  ARAMARK  with  RALPH  SCURFIELD  FROM  SUNSHINE  VIl.LACE  IN  BANFF,  ALBERTA,  CANADA 


REVENUES  ARE  UP 


50%  since  ARAMARK  took  our  restaurants  to  a  new  level.  Just  go  up 


7,700  FEET. 


Our  partnership  with  ARAMARK  began  when  we  did  a  major  expansion  of  ski  terrain,"  says  Ralph  Scurfield  of 
lunshine  Village.  "The  challenge  to  Mike  Roberge  and  ARAMARK  was  to  help  us  make  our  food  service  every  bit  as 
;ood  as  the  skiing.  And  they  did.  In  the  first  year  they  revised  menus  and  redesigned  our  existing  facilities.  The  following 
ear  they  added  600  new  dining  seats  at  eight  locations  and  even  turned  an  unprofitable  "brown  bag"  area  into  a  busy 
ski-to"  lounge.  This  year,  we've  expanded  our  partnership  to  include  an  apprenticeship  program  with  special  training 
ind  opportunities  for  young  people."  At  ARAMARK  we  know  "raising  the  bar"  calls  for  proactive  thinking.  So  we  don't 
ust  tell  partners  what  to  do,  we  do  it  for  them  -  from  consultation  through  operation.  And  that  approach  always  finds 
ts  way  to  the  bottom  line.  Adds  Ralph,  Revenues  have  increased  by  50%  and  per  cap  spending  is  up  \  7%.  And  better  still 
he  Rocky  Mouinain  Lxpiess  News  rated  our  food  best  on-mountain  and  .S;;(»iv  Country  voted  us  the  #2  ski  resort  in  (^.anada." 

^0  learn  more  about  Managed  Services  through  Unlimited  Partnership  call  1 -800-ARAMARK  or  visit  us  at  www.aranuii  k.com 
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Red,  White 
And  Blue  Chip. 


Premier 
American  Portfolio 


Now  you  can  have  easy,  affordable 
access  to  many  of  the  premier 
companies  in  the  country.  This  fund 
offers  you  36  of  America's  blue  chip 
companies.  And  it  seeks  total  return 
through  capital  appreciation  and 
dividenti  income. 

These  premier  companies  were 
chosen  for  their  high  quality  and 
established  earnings  record.  Along  with 
a  predetermined  portfolio  and  maturity 
date,  the  fund  offers  you: 

•  Large  capitalization  companies 

•  Defined  maturity  of  4  years 

•  Quarterly  income 

•  $250  minimum  investment 

•  Diversification  among  sev  eral  industries 

Call  Defined  Asset  Funds'"  today  for 
our  free  Premier  American  Portfolio 
Guide  which  describes  how  affordable 
and  easy  investing  in  our  blue  chip 
stock  fund  can  be. 

1-800-562-2926  ext.  531 


Bm-  With  Kncwledge. 

JD^efined  Asset  Funds 

SM 

Hold  With  Co.nhdiiNce. 

Family  of  funds  offered  by 
Merrill  Lynch 

Salomon  Smith  Barney 
PaineWebber 
Dean  Wu  tcr 


A  free  prospectus  containing  mv.  complete 
liilonnation  on  Defined  Asset  Fund'  /  <..";7y 
Inimiie  hund  Concept  Series  Blue  Chip  •■lock 
Series  -f  Premier  American  Portfolio  incl.  d^ni; 
all  charfjcs  and  expenses,  is  available  froiir  ,inx 
of  the  above  sponsors.  Read  the  prospectus 
carefully  before  investing. 
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payrolls,"  he  says.  He  predicts  the  team 
will  draw  3.5  million  fans  this  year,  up 
there  with  leaders  like  the  Rockies  and 
the  Los  Angeles  Dodgers.  And  what 
about  largesse  such  as  the  $45  million 
he's  paying  32-year-old  Williams  over 
five  years?  "These  are  hardly  irrespon- 
sible deals,"  he  says.  "We  are  signing 
players  that  will  be  role  models  for  the 
team  and  solid  citizens  for  their  com- 
munity, as  well  as  play  the  game  well." 

Just  as  Williams  can  hit  a  fastball, 
Colangelo  knows  how  to  market  to  fans 
and  partners  alike.  "When  Jeny  looked 
for  investors  in  his  sports  team,  we  all 
wanted  in,"  says  John  Teets,  former 
chaiiTnan  of  Dial  Coip.,  which 
bought  into  the  Suns  and  the 
Diamondbacks.  The  team 
ownership  group  Colangelo 
has  this  time  includes  the 
state's  two  major  dailies,  its 
three  largest  banks,  its 
biggest  mining  company,  and 
America  West  Airlines  Inc. 
Many  of  them  also  kicked  in 
to  help  the  team  raise  an  im- 
pressive $500  million  in  mar- 
keting revenue,  including 
$140  million  that  team  in- 
vestor Bank  One  paid  to  slap 
its  name  on  the  stadium. 

The  foiTnula  of  high-priced 
talent  and  corporate  spon- 
sorship has  driven  the  Suns 
since  1987,  when  Colangelo 
put  together  a  corporate  group  to  buy 
the  then  stmggling  team  for  $44.5  mil- 
lion. Many  Diamondbacks  employees, 
including  President  Richard  H.  Dozer, 
come  from  the  Suns.  The  two  teams 
also  share  an  ad  agency,  SRO,  which  just 
happens  to  be  controlled  by  Colange- 
lo's  management  group.  Few  teams, 
however,  can  match  the  Diamondbacks' 
new  stadiuin.  Sitting  imder  a  retractable 
dome,  it  boasts  69  luxury  boxes,  six 
party  suites,  and  a  microbrewery  and 
restaurant.  And  let's  not  forget  the 
swimming  pool  overlooking  right  field, 
which  ah'eady  has  brought  in  $600,000  in 
ads  from  a  pool  chemical  company. 
HUSTLING.  Such  business  acumen  has 
made  Colangelo  a  five-time  winner  of 
the  Arizona  Business  Gazette's  Execu- 
tive of  the  Year  award.  That's  a  long 
way  from  the  gi'itty  Hungry  Heights 
neighborhood  of  Chicago  Heights,  where 
Colangelo  gi'ew  up  with  dreams  of  being 
a  big-league  baseball  player  A  sore  ami 
turned  him  to  basketball,  and  he  be- 
came an  All  Big  Ten  selection  at  the 
LIniversity  of  Illinois.  Although  he 
played  semi-pro  after  college,  it  was 
selling  that  really  fired  him  up.  "He  was 
a  hustler  all  his  life,"  says  Frank  Nar- 


cisi,  a  friend  from  Chicago  who  ran 
tuxedo-rental  business  with  ColangelS 
in  the  late  '50s  and  early  '60s. 

Colangelo's  training  to  run  a  profea 
sional  sports  operation  came  when  hli 
worked  vrith  Dick  Klein,  a  Chicago  cor 
sumer  marketer  When  Klein  propose 
applying  for  what  became  the  Nations ; 
Basketball  Assn.  franchise  to  own  th 
Chicago  Bulls,  Colangelo  lined  up  ir 
vestors  to  raise  the  $1.25  million  frar' 
chise  fee.  In  1966,  when  the  Bulls  tuo| 
the  court,  Colangelo  was  its  head  seoii 
and  merchandising  director.  Two  yeai; 
later,  at  28,  he  went  to  Phoenix  to  p 
together  the  Phoenix  franchise. 


THROWING  MONEY 
The  Diamondbacks  paid  $45  million  over  fiv(! 
years  for  32-year-old  slugger  Matt  Williams,  | 
and  fans  are  snapping  up  season  tickets 

Colangelo  and  the  laid-back  Arizor 
lifestyle  ai'e  among  the  reasons  that  A 
Stars  such  as  Danny  Manning  ignore 
better  offers  and  joined  the  Suns.  Bi 
not  everyone  is  enamored  of  Colangel 
Two  years  after  he  helped  them  relocai 
from  Winnipeg,  the  Phoenix  Coyot( 
hockey  team  is  losing  money — in  pai 
claims  owner  Richard  T.  Burke,  becau! 
Colangelo  misled  him  about  the  revem 
the  team  could  generate  from  the  Cola 
gelo-i-un  arena.  "It's  our  own  fault, 
guess,"  Burke  recently  told  the  Arizor 
Republic.  "We  chose  to  believe  peop 
meant  what  they  said." 

Colangelo  argues  that  the  Coyot 
have  a  better  lease  than  the  Suns — ai 
notes  that  the  Coyotes  still  have  thri 
years  on  a  five-year  lease,  so  thin 
could  change.  Then  he  turns  back 
his  latest  project,  the  Diamondbac 
who  are  rallying  for  foui'  iixns  aga: 
the  Cubs.  A  week  of  celebrations,  i| 
eluding  a  black-tie  symphony  concei 
is  planned  for  the  opening  of  the  sta 
um.  The  megaprofitable  Rockies  come 
town  for  the  first  official  game  on  M: 
31.  That's  one  team  Jerry  Colangelo  i 
tends  to  beat — both  on  and  off  the  fiel 
By  Ronald  Grover  in  Mesa,  Ar 
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MR.  BOHNETT! 
CYBERHQOD 

First,  GeoCities  offered 
home  Dages.  Now  it's  . 


uriiigiiig  III  uiiiiiitj  siiups— 

and  preparing  to  go  public  ^ 


It's  a  beautiful  day  in  tlie  neighbor- 
hood. Just  ask  "Grandma."  She  lives 
11  miles  from  her  nearest  neigh- 
bor— and  three  miles  from  her  mail- 
box— on  Little  Stony  Mountain  in  West 
Vh-ginia.  But  these  days,  she's  spending 
lots  of  time  in  Heartland,  her  Geo- 
Cities cyberhood.  Her  address:  www. 
geocities.com/Heartland/Plams/6501.  "I'm 
a  Geo  junkie,"  says  Grandma,  a  disabled 
grandmother  who  prefers  anonymity. 
"It's  my  main  contact  with  people." 

With  more  than  1.5  million  cyberaauts 
home.steading  in  40  different  GeoCities 
neighborhoods,  such  testimonials  are 
endless.  That's  exactly  what  David 
Bohnett,  a  42-year-old  former  market- 
ing executive  at  softwai-e  company  Leg- 
ent  Coip.,  was  banking  on  when  he  set 
out  in  1994  to  create  a  giant  Internet 
community.  Bohnett  (pronounced  BO- 
net)  bet  that  if  he  gave  away  Web  space 
and  home-page  |)ublishing  tools  and  cre- 
ated neighborhoods  built  around  com- 
mon interests  or  hobbies,  Netizens  would 
pour  in.  Sure  enough,  TV  and  movie 
buffs  flocked  to  create  addresses  in  the 
Hollywood  neighborhood,  nerds  migrated 
to  Silicon  Valley,  and  small  investors 
converged  on  W;ill  Street. 

It's  a  land-office  business.  GeoCities  is 
signing  up  new  membere  at  a  rate  of  six 
per  minute.  In  P^bruary,  Geocities.com 
was  the  seventh  most  visited  Web  site, 
according  to  Web-traffic  monitor  Rele- 
vantKnowledge.  It  was  the  second- 


fastest-growing  Web  site  last  yeai",  after 
Bluemountainarts.com,  an  electronic 
greeting-card  publisher.  The  result: 
GeoCities  racked  up  $6  million  in  rev- 
enues last  year,  80%  fi-om  advertisers 
keen  to  target  specific  neighborhoods. 

Now,  Bohnett  thinks  he  can  quach-uple 
revenues,  to  about  $25  million  this  yeai; 
partly  by  adding  online  stores  to  the 
neighborhoods.  This  month,  a  new  pro- 
gram called  GeoShops  will  let  Netizens 
open  electronic  storefi'onts  for  $24.95  a 
month.  For  an  extra  $40,  plus  5%  of 
sales,  they  can  plug  into  GeoCities'  or- 
der- and  transaction-processing  system, 
including  credit-card  verification  and 

WHERE  CYBERNAUTS 
MEET  AND  GREET 
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DATA:  RELEVANTKNOWLEDGE  INC. 


FOUNDING  FATHER:  Chairman  Bolme^, 
is  on  the  lookout  for  a  CEO 


sales-tax  calculation.  Bohnett  ftgurled 
more  than  100,000  entrepreneurs  w  se 
hang  then"  shingles  dming  the  first  ye;  loci 

This  is  no  ordinary  electronic  ma  rs- 
an  approach  that  has  flopped  on  tl  k[ 
Net.  Instead,  online  merchants  can  pi 
neighborhoods  where  people  of  11 
minds  hang  out  and  chat.  A  maker 
hand-tied  fhes  for  ti-out  seekers,  for  e 
ample,  could  opt  for  Yosemite,  an  ar  [Ge 
for  outdoor  sports  fans.  "It's  like  Avi 
ladies  online,  where  ordinary  people  l  leto 
come  a  sales  force,"  says  analyst  Ka  lin^, 
Delhagen  of  Fon'ester  Research  Inc. 

Comer  cyberstores  is  just  GeoCitii 
latest  foray  into  E-commerce.  In  receltesi 
months,  the  Santa  Monica  (Calif.)  stai  k 
up  signed  deals  with  online  retails  py 
such  as  bookseller  Amazon.com,  reco 
shop  CDnow  Inc.,  and  credit  card  coi 
pany  Fu-st  USA  Visa:  They  get  a  pron  p-s 
nent  and  exclusive  placement  on  i  f,  §, 
site — and  GeoCities  gets  a  cut  of  the  jii^ 
revenues,  an  arrangement  that  cou  lei^ 
bring  millions  to  GeoCities. 

The  startup  has  already  proven 
can  draw  the  advertising  dollars — sor 
$4.8  million  last  year.  By  letting  co\ 
panies  zero  in  on  specific  neighborhoo( 
GeoCities  appeals  to  40  to  50  advert 
ers  at  any  given  time,  including  Foi 
Microsoft",  M&M's,  and  Cathay  Pacil 
"What  intrigued  us  about  GeoCities  w 
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lility  to  target  the  auto  enthusiast 
Dorhoods,"  says  Jon  Bucci,  inter- 
communications manager  for  Toy- 
otor  Sales  usA  Inc.,  a  Motor  City 
tiser. 

,  it's  fees  ft'om  shopkeepers  and 
lie-sharing  from  the  giant  online 
'rs  that  will  propel  GeoCities  into 
lie  offering  and  profitability  this 
Bohnett  says.  In  1998,  he  figui'es 
ties  will  report  between  $20  mil- 
nd  $25  million  in  revenues,  70% 
t  from  advertising,  including  the 
itional  fees  and  commissions  paid 
exclusive  commerce  pailners.  The 
nil  be  monthly  rent  and  commis- 
[rom  GeoShops. 

areparing  for  its  IPO,  GeoCities  is 
ig  a  professional  management  team. 
!d  an  ad  chief  fi'om  Disney  Online, 
b1  G.  Ban-ett,  and  a  CFO,  Stephen 
isen,  from  Univei-sal  Studios.  Next 
I  CEO  to  replace  Bohnett,  who  violl 
1  as  chaiiTnan.  Says  Bohnett:  "My 
'ound  is  software,  but  what  we  re- 
!ed  is  a  sawy  media  or  publishing 
;ive."  He  expects  to  name  a  new 
n  a  few  months. 

'ORS.  Success  means  competition, 
soCities  ah*eady  has  a  batch  of  im- 
,  including  such  sites  as  The  Globe, 
fire,  and  FortuneCity.  In  Febru- 
3  biggest  rival  for  free  Web  space, 
i  Inc.,  was  snapped  up  by  seai'ch- 
company  Lycos  Inc.  for  $58  million 
;k.  Success  also  has  meant  buyout 
—GeoCities  says  it  had  two  last 
it  won't  name  the  companies.  In- 
in  Januai-y  the  company  raised 
iUion  from  Softbank  Holdings  Inc. 
5  million  from  search  engine  Ya- 
nc. — for  a  combined  stake  of  32%. 
reoCities  can  stave  off  the  compe- 
and  keep  grovring,  will  it  lose  its 
own  appeal?  Already  some  are 
g.  Last  fall,  the  company  decided 
ers  had  to  accept  ad  banners  or 
3  advertising  on  their  sites.  That 
some  homesteaders  away. 
.  most  GeoCities'  residents  are 
with  theii-  fi-ee  Web  homes — even 
Schalchlin,  who's  decamping  soon 
s  own  site.  Two  years  ago  the 
-songwriter  in  North  Hollywood, 
set  up  a  page  in  the  Broadway 
aorhood  to  keep  a  diary  so  his 
?rs  in  Texas  could  follow  his  fight 
t  AIDS.  The  resulting  publicity  led 
Off-Broadway  production  of  a  mu- 
le'd  written.  The  Last  Session. 
Schalchlin  wants  his  own  domain 
"But  I'll  always  keep  the  GeoCi- 
ik,"  he  says.  It's  that  kind  of  loy- 
hat  Bohnett  will  need  to  grow 
ties  into  a  major  metropolis. 
Lam/  Arrnstrcmg  in  Santa  Mmiica 


ANOTHER  NET  IPO  FRENZY 
-WITH  A  DIFFERENCE 


Spring  is  warming  up  fast  for 
Internet  ipos.  On  the  heels  of 
successful  offerings  by 
VeriSign,  DoubleClick,  and  conow, 
whose  share  prices  have  risen 
between  50%  and  220%  above  their 
asking  prices,  bankers  are  scram- 
bling to  find  candidates  they  can 
throw  at  investors  hungry  for  Net 
stocks.  "We're  in  the  strongest  mar- 
ket for  Internet  ipos  since  we  took 
Yahoo!  public  two  years  ago,"  says 


high-tech  iPOs,  according  to  Securi- 
ties Data  Co. 

Still,  this  isn't  shaping  up  to  be  a 
repeat  of  the  1995  Net  IPO  frenzy, 
when  any  company  vrith  a  promise 
went  public.  Startups  now  boast 
higher  revenue,  more  Web  traffic, 
and  seasoned  management  teams,  iss 
Group  Inc.,  for  example,  is  an  At- 
lanta provider  of  network-security 
monitoring  software.  With  1997  rev- 
enues of  $13.5  million  and  a  $3.9  mil- 


The  Sizzle  Is  Back 


COMPANY 

IPO 

STOCK  PRICE 

CURRENT 
STOCK  PRICE 

VERISIGN  Makes  security  software 

and  digital  certificates  for  the  Internet 

Jan.  29 
at  14 

44'^ 

CDNOW  One  of  the  pioneers  of 
selling  CD-ROMs  on  the  Web 

Feb  10 
at  16 

2m 

DOUBLECLICK  Places  ads  for  advertisers 
across  a  network  of  Web  sites 

Feb.  20 
at  17 

35 

PC  CONNECTION  Sells  PCs,  hardware,  and  software 
via  the  Web,  catalogs,  and  telemarketing 

Mar.  2 
at  IVA 

m 

DATA:  BUSINESS  WEEK,  BLOOMBERG  FINANCIAL  MARKETS 

Bradford  C.  Koenig,  a  managing 
director  at  Goldman,  Sachs  &  Co. 

That's  a  turnabout.  Many  Internet 
companies  sat  on  the  sidelines  last 
year  as  stocks  stumbled  after  the  ini- 
tial Web  euphoria.  No  more  than  two 
companies  a  month  have  gone  public 
since  July,  1996,  vrith  Net  IPGs  drop- 
ping to  12  in  1997  from  21  the  year 
before. 

Now  there's  a  new  attitude.  As 
anxieties  over  the  Asian  crisis  ease 
and  Net  companies  show  staying 
power — highfliers  Yahoo!  Inc.  and 
Lycos  Inc.  are  turning  a  profit — in- 
vestors have  wanned  to  the  group. 
The  big  thaw,  though,  comes  from 
reports  of  lower  than  expected  earn- 
ings from  Intel  Corp.  and  Compaq 
Computer  Coi"p.  The  computer  indus- 
try giants  are  suffering  lower  mar- 
gins brought  on  by  the  explosion  in 
sub-$l,000  PCS — a  trend  that's  sure 
to  bring  more  people  to  the  Web. 
The  news  sent  the  stocks  of  search 
engine  Yahoo!  and  Internet  book- 
seller Amazon.com  Inc.  to  all-time 
highs  the  week  of  Mar.  9.  This 
month,  there  already  have  been  nine 


lion  loss,  it's  slated  to  go  public  on 
Mar.  23  at  14  to  16  a  share.  Compare 
that  with  the  $127,400  in  annual 
sales  CyberCash  Inc.  had  when  it 
went  public  in  1996. 
READY  TO  GO.  Others  are  lining  up 
to  go.  Verio  Inc.,  an  Englewood 
(Colo.)  Internet  service  provider  with 
1997  revenues  of  $77.9  million,  has 
filed,  and  so  has  Exodus  Communica- 
tions Inc.,  a  Santa  Clara  (Calif.) 
provider  of  network  management 
services  vdth  sales  of  $7.5  million 
through  September,  1997.  Other  like- 
ly candidates,  say  analysts  and 
bankers,  are  Vignette  and  NetOb- 
jects, which  help  companies  publish 
Web  sites.  And  GeoCities,  the  sev- 
enth-most-visited Web  site,  which 
lets  Netizens  post  their  home  pages 
for  free,  is  expected  later  this  year. 
"The  IPO  track  is  certainly  what  we 
have  in  mind,"  says  Peter  Mills,  a 
managing  partner  at  cmg  ©Ventures 
LP,  a  GeoCities  investor. 

They  had  better  huny.  Between 
investor  whims  and  El  Nino,  who 
knows  what  summer  holds. 

By  Heather  Green  in  New  York 
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YEAR  2000 


EHERMINATING 
THE  MILLENNIUM  BUG 

On  the  scene  with  a  medical  insurer's  SWAT  team 


;   "^Mary  Libens 

f   briefs  Medical 

"-.   Mutual  of 

I  Ohio's  help-desk 
I  team  on  the 
I  ki^ids  of  prob- 
I  lems  they  can 
*  expect  in  2000 


m-The  Y2Kteam 
needs  to  be  able  to 
reach  Libens  at  all 
times.  The  brain- 
storming  continues 
at  home  and  on  the 
road 


'^Team  mem- 
liers  meet  every 
Tuesday  at  9 
A.M.  to  go  over 
the  week's 
schedule.  But 
inforynal  meet- 
ings continue 
throughout 
the  week 


If  you  think  fixing  the  Year  2000 
is  routine,  talk  to  Maiy  Libens,  chf 
"Y2k"  troubleshooter  at  Medical  M- 
tual  of  Ohio.  The  $2  billion  rnediJ 
insui'ance  company  in  Cleveland  mas 
all  the  right  moves.  It  got  an  eai-ly  st;t 
grappling  with  its  millennium  problei. 
It  brought  in  Ernst  &  Young  cons  - 
tants— some  of  the  most  experienced  % 
the  business — at  bargain  rates.  Libe  s' 
coworkers  cooperated,  grasping  t^ 
enormity  of  the  problem.  And  senlr 
management  made  Y2K  a  top  prioritjji 
The  results?  At  20  months  and  coul*- 
ing  to  Jan.  1,  2000,  Mutual  is  still  racit 
to  debug  and  test  its  systems.  Libef 
team  long  ago  despaired  of  scrutinizif 
every  date  in  the  company's  sprawli? 
software  operations  and  databas-!, 
wliich  contain  the  equivalent  of  64  billin 
pages.  For  whole  swaths  of  noncritijl 
programs,  they've  resorted  to  a  patih 
work  of  quick  fixes,  trade-offs,  tries, 
and  triage.  Through  it  all,  a  string  sf 
unpleasant  surprises  in  the  repi" 
process,  called  remediation,  have  \h 
Mutual's  Y2K  team  awestruck  at  te 
task's  scope.  "The  job  is  orders  of  m;;- 
nitude  bigger  than  expected,"  Libes 
admits.  "We're  scrambling.' 

The  good  news:  Mutufis 
critical  systems  should 
shipshape  by  the  end  of  19!l, 
allowing  for  a  full  yeai"  of  tej- 
ing.  When  the  final  bell  tof, 
Libens  is  confident  that  © 
major  system  will  bump  intia 
date  that  reads  "00,"  inteipit 
it  as  1900,  and  imn  amok.  lit 
it  has  been  a  slog,  even  wh 
tons  of  time  and  resourcs. 
And  though  all  may  end  wi, 
Mutual's  travails  and  haiTcr- 
ing  discoveries  make  it  a  chi- 
ing  case  study  for  any  laif 
company  that  is  just  headi 
down  the  Y2K  obstacle  courj 
The  majority  of  big  eorj 
rations  like  Mutual  have  sp| 
much  of  the  past  40  ye| 
adding  new  computers 
software  willy-nilly  to  their  data  cl 
ters,  building  up  great  Augean  staq 
of  information  and  a  tangle  of  jerj 
built  routines.  With  Y2K,  for  the  fij 
time  they  will  be  forced  to  sift  throu 
these  diverse  systems.  The  progral 
they  devise  to  remedy  the  date  bugj 
like  any  software — will  be  imperfq 
causing  new  glitches.  And  at  this  1 
date,  companies  could  have  trouble 
listing  the  aid  of  qualified  consultaij 
most  of  whom  are  already  tapped 
assisting  customers  that  signed  up  A 
ly.  As  the  clock  ticks,  programs  slapj 
together  will  produce  increasingly 
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Redefining  tlie  Internet 
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things. 


Every  day,  we  create  new  ways  for  the  Internet  to  do  new 
things  that  create  new  opportunities  for  your  business. 
That's  why  we  built  the  world's  most  extensive,  nnost 
rigorously  engineered  Internet  network.  It's  what 
drove  us  to  develop  products  like  our  exclusive 
ExtraLink^"  services.  And  breakthroughs  like 
Preferred  Access^'^  DSL  technology-high-speed 
dedicated  access  over  traditional  copper  data  lines. 
Both  made  possible  by  our  merger  with  WorldComf 
one  of  the  world's  leading  long-distance  an 
local-loop  carriers.  What  have  we  been  up  to 
while  you  read  this'i' 
There's  an  easy  way  to 
find  out.  1  800  465  1822 
or  www.uu.net/bw20. 
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satisfactory  results.  The  problems,  says 
Libens,  "are  overwhelmingly  huge." 

Mutual  owes  its  early  start  to  Libens' 
boss,  Chief  Infor-mation  Officer  Kemieth 
Sidon.  Early  in  the  decade,  Sidon  re- 
calls that  the  millennium  bomb  "was 
something  we  kidded  about."  But 
when  he  began  to  consider  the  im- 
phcations  for  Mutual,  then  known  as 
Blue  Cross/Blue  Shield  of  Ohio,  all 
joking  stopped.  In  1995,  he  began 
combing  thr'ough  the  company's  sys- 
tems and  was  aghast  at  what  he  dis 
cover-ed:  a  dizzying  total  of  25,000  com- 
puter pr-ogr-ams,  many  added  through 
thr-ee  acquisitions  made  over  the  previ- 
ous decade.  All  told,  Sidon  counted  70 
distinct  oper-ating  systems  at  wor'k  in 
36  locations  across  several  states. 

The  harflwar-e  diversity  was  equally 
horrific — a  hodgepodge  supplied  by  64 
differ-ent  vendor-s.  In  one  basement  of- 
fice, an  ancient  IBM  mainfr'ame  toiled 
away.  In  another  stood  a  spanking-new 
Hitachi  mainframe,  roinning  a  different 
operating  system.  PCs — some  3,300 — 
wer-e  linked  in  heterogeneous  networks 
managed  by  UNIX  and  Windows  NT 
server's.  These  shared  work  with  about 
800  1970s-er-a  "dumb  terTninals." 

Incr'edibly,  the  hodgepodge  perforined 
just  firre  for  years,  pr-ocessing  a  million 
claims  for  Mutual  each  month  with  nary 
a  hitch.  But  Sidon  knew  this  would  un- 
r'avel  when  it  ran  up  against  the  mil- 
lennium. Sur-veying  the  awesome  com- 
ple.xity,  he  made  a  key  decision:  Mutual 
would  fix  as  few  dates  as  possible  so  it 
could  focus  all  its  resourxes  on  the  dates 
that  mattered. 

DIGITAL  TRIAGE.  Some  of  the  calls  were 
no-br-ainer-s:  Bir-thdates  would  all  get 
remediated  because  any  system  han- 
dling a  claim  in  the  year  2000  would 
need  to  know  whether  a  customer  born 
in  "99"  was  a  baby  or  a  101-year-old. 
For-  the  rest,  Sidon's  team  began  sorting 
progr-ams  into  three  categories.  Mar'ked 
for  oblivion  were  all  customized  pr'O- 
grams  that  would  be  obsolete  by  the 
Year'  2000.  A  second  gr'oup,  deemed  low- 
priority,  included  those  progr-ams  whose 
dates  weren't  critical  to  operations.  The 
thir-d  gr-oup  consisted  of  softwar-e  ft-om 
outside  vendor-s  such  as  Electr-onic  Data 
Systems,  ibm,  and  hundr-eds  of  smaller 
players,  which  Sidon  felt  should  be  fixed 
by  the  supplier-. 

At  this  junctur-e,  Sidon  was  handed 
another  nasty  sur-prise.  Some  suppliers 
had  never  gone  back  and  tested  their 
pi-oducts  for  Y2K  compliance.  Many  of 
the  smaller-  comparries  were  no  longer-  in 
business.  Some  who  were  still  around 
tried  to  tur-n  Mutual's  emergency  into  a 
sales  opportunity,  asking  Sidon  to  buy 


1995  CIO  Ken  Sidon,  looking  into 
the  Year  2000  glitch  for  the  first 
time,  orders  an  inventory  of  all  the 
company's  computers  and  soft- 
ware. He  finds  25,000  programs, 
two-thirds  of  them  obsolete.  The 
rest  need  to  be  fixed. 

1996  After  hearing  Sidon's  Y2K 
bomb  scenario,  the  board  allocates 
$5  million.  Sidon  hires  Ernst  & 
Young  to  help.  The  goal:  to  change 
as  few  dates  as  possible  so  that  all 
the  important  ones  get  fixed. 

1997  The  company  starts  walling 
off  entire  sections  of  data  process- 
ing while  they're  under  repair  so 
that  new  data  isn't  entered  into 
old,  flawed  programs.  The  early 
fixes  finish  on  schedule. 

1997  People  in  the  company 
whose  systems  are  deemed 
noncritical  start  hearing  that  two- 
digit  dates  in  their  programs  will 
not  be  converted  to  four-digit  ones. 
Complaints  start  streaming  in. 

FEBRUARY,  1998  While  working 
on  the  crucial  claims  system,  pro- 
grammers find  that  one  of  their 
shortcuts  throws  computers  for  a 
loop.  The  upshot:  more  work  on  an 
ever-tighter  schedule. 

MARCH,  1998  Three  of  the  10 
core  sections,  or  clusters,  are 
fixed.  The  programmers  expect 
that  the  remaining  seven  will  be 
done  by  June,  leavmg  more  than  a 
year  for  testing. 

special,  Y2K-compliant  upgrades.  "We've 
shut  some  of  those  vendor-s  down," 
Sidon  snorts. 

After  the  initial  winnowing,  Sidon 
found  he  had  9,000  progr-ams  to  r-evamp. 
In  October,  1995,  he  went  to  top  man- 
agement and  the  boar-d  for-  the  fir-st  time 
and  explained  the  problem.  It  was  an 
easy  sell,  he  says,  and  he  was  handed 


 .  r 

HI 


an  initial  budget  of  $5  million.  Thai 
small  change  today,  when  demand  f| 
expert  Y2K  programmers  far  excee^ 
supply.  But  in  1995,  the  Y2K  servi 
niche  was  just  taking  shape  and  co: 
sultants  were  himgry  for  experience 
a  promising  new  market. 

Sidon  got  in  touch  with  William 
Ruckle,  managing  director  of  Em| 
&  Young's  nascent  Year  2000  bui 
ness.  Ruckle's  gr-oup  was  just  fin; 
plans  for  a  12-person  software  "fact| 
ry"  in  Costa  Mesa,  Calif.  At  the  sa] 
time,  E&Y  was  negotiating  a  joint  vel 
ture  with  an  Indian  contr-actor,  the  soi 
ware  arm  of  the  giant  Tata  Group, 
backup  gr-eatly  eased  the  arLxiety  of  e 
tomer-s  such  as  Sidon.  When  the  v: 
cnmch  hit,  Ruckle  explained,  e&y  woi 
be  able  to  bounce  terabytes  of  clien' 
data  off  satellites  to  progr-ammers 
multiple  time  zones.  That  way,  E 
would  be  able  to  fix  faulty  dates  arc 
the  worid  and  ar-ound  tlie  clock 

Ruckle  took  on  Mutual  as  his  fir| 
customer,  offering  to  handle  the  bulk 
Sidon's  business  in  r-etm-n  for  most 
Mutual's  budgeted  $5  million.  Tha' 
about  one-thir-d  what  he  would  char) 
for  a  similar  contr-act  today.  "It's  t 
one  we  lear-ned  on,"  he  explains. 

After  that,  Sidon  and  his  team  pe| 
for-med  the  digital  equivalent  of  bra: 
surgery  on  Mutual's  systems.  Sidon  a: 
Ruckle  began  by  dividing  the  compa: 
systems  into  seven  clusters,  inciudi: 
wor-kers'  compensation  cases,  prescri; 
tion  drugs,  and  the  most  crucial  on| 
the  claims  system.  One  by  one,  the  te; 
isolated  the  cluster-s  and  determines 
which  progTams  and  files  to  fix. 
SAFE  ZONE.  Along  the  way,  the  t 
companies  used  myriad  work-arou 
schemes  to  safeguar-d  progr-ams  a 
data  without  actually  changing  an 
dates.  One  is  a  well-known  techniqr;  i 
called  a  "sliding  window,"  in  which  I 
computer  is  instr-ucted  to  interpret  an| 
ambigTious  two-digit  date  fr-om  00  to  5| 
say,  as  2000  to  2050.  Cur-r-ently,  Mutuf 
has  applied  the  sliding  window  to  aboi 
80%  of  its  date  fixes. 

Wher-ever  two-digit  dates  must  t 
replaced  with  four-digit  ones,  Mutu 
ships  the  whole  software  cluster  out  tj- 
Costa  Mesa  with  explicit  directions  ol 
what  needs  to  be  fixed.  While  under  ra 
pau-,  that  portion  of  the  company  eii 
ters  a  state  called  "freeze."  People  cap: 
still  call  up  needed  information.  BiJt. 
they  can  only  enter  new  information 
once  a  week  or  at  the  end  of  the  entiijr 
pr-ocess,  depending  on  the  depth  of  th 
fr-eeze.  It's  a  huge  inconvenience.  Bi 
it  assiu-es  that  no  one  imwittingly  enter 
a  progr-am  with  a  two-digit  date,  ther 
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TELECOMMUNICATIONS 


LESS  SOUND  AND  FURU 
AT  THE  FCC 

New  head  Bill  Kennard  plays  telecom  peacemaker 


by  contaminating  the  cluster  and  spoil- 
ing perhaps  thousands  of  hours  of  work. 

After  the  fixed  files  return  ft'om  Cal- 
ifornia, the  Mutual  team  and  its  e&y 
assistants  begin  testing — a  process  that 
soaks  up  45%'  of  total  remediation  time. 
Finally,  each  repaii-ed  cluster  is  removed 
fi'om  freeze  and  placed  into  a  clean  area 
of  the  mainfi'ame,  called  a  "libraiy."  This 
is  segregated  from  the  dirty  library, 
where  the  two-digit  files  are  still  await- 
ing their  fix.  And  woe  to  the  employee 
who  absentmindedly  shuttles  a  dirty  file 
into  the  clean  library.  "It's  a  danger 
that  we  face — making  sure  that  what 
gets  renovated  stays  renovated,"  says 
Sidon.  Today,  three  of  seven  clusters 
reside  in  the  clean  libraiy.  Sidon  intends 
to  fix  the  remainder  by  June,  so  that 
Medical  Mutual  can  close  the  books  on 
1998  with  the  new  system — and  make 
sure  that  it  works. 

FALSE  HOPE.  But  if  this  sounds  like  a 
tidy  finish,  it's  not,  as  Mary  Libens  can 
testify.  Take  the  sliding  window.  Libens 
oiiginally  planned  to  use  this  shortcut  to 
deal  with  two-digit  dates  on  electronic 
files  that  are  used  to  track  annual  de- 
ductibles on  claims.  Since  nothing  in 
these  files  other  than  birthdates  refers 
back  as  far  as  1950,  the  team  wi-ote  a 
progi'am  that  instructed  computers  to 
simply  inteq^ret  all  year  dates  up  to  50 
as  postmillennial. 

This  solution  almost  worked.  Pro- 
gi'ammers  who  tested  it  in  Costa  Mesa 
said  the  computers  wei'e  no  longer  con- 
fused about  which  century  the  files  ad- 
dressed. But  there  was  a  different,  un- 
expected snag:  Whenever  the  computere 
bumped  into  the  number  00,  they  would 
assume  that  they  had  reached  the  bot- 
tom of  the  deductible  file.  "There  was  no 
way  to  code  around  it,"  says  Libens.  If 
they  let  it  go,  the  computer  could  easily 
make  an  incon-ect  payment,  by  assum- 
ing, for  example,  that  the  deductible 
hadn't  been  paid,  when  in  fact  it  had 
been.  The  progi'am  had  to  be  scrapped, 
and  Libens  is  back  to  inserting  four- 
digit  dates  in  eveiy  file. 

Libens  perseveres,  because  she 
knows  Mutual  will  make  it  thi-ough.  But 
what  of  the  large  companies  that  are 
just  getting  started?  In  a  recent  sm- 
vey  of  450  businesses  in  North  America, 
the  InfoiTOation  Technology  Assn.  in  Ar- 
lington, Va.,  found  that  45%  of  them 
are  still  studying  their  systems  and 
have  yet  to  start  fixing  them.  A  year 
from  now,  they'll  begin  liitting  the  same 
kir.ih  of  hitches  and  delays  that  Mutual 
has  bfen  living  with  for  four  years.  It's 
inevitable.  It's  software.  To  one  and  to 
all . . .  Godspeed. 

By  Stephen  Baker  in  Cleveland 


When  William  E.  Kennard  had 
his  first  get-acquainted  meet- 
ing with  powerful  House 
Democrat  John  D.  Dingell  (D- 
Mich.)  on  Feb.  12,  Dingell  wasted  no 
time  in  criticizing  the  new  chairman  of 
the  Federal  Communications  Commis- 
sion and  his  agency  for  a  long  list  of 
sins,  including  not  allowing  the  Baby 
Bells  into  the  long-distance  business. 
"It  was  the  verbal  ecjuivalent  of  a 
horsewhipping,"  says  Kennard.  Citing 
what  he  considered  the  agency's  policy 
missteps,  Dingell  more  recently  told 
the  National  Association  of  Broadcast- 
ers that  the  FCC  chief  "may  be  a  few 
affiliates  short  of  a  network." 

Some  100  days  after  Bill  Kennard 
took  over  as  fcc  chief,  the  laid-back 


41-year-old  Californian  is  squarely  c 
the  hot  seat.  He  faces  vein-poppir 
pressure  from  Congi'ess,  industry,  ar 
the  states — all  steamed  that  two  yeai 
after  the  Telecommunications  Act  i 
1996,  the  law  designed  to  promote  cor 
petition  has  yet  to  bear  fiaiit.  Worse,  I 
has  stumbled  politically — in  one  caf 
by  not  notifying  Senate  Commen 
Committee  Chairman  John  McCain  (I 
Ariz.)  of  a  White  House  initiative  1 
give  political  candidates  free  airtime. 

Now  Kennard,  the  Fcc's  former  gei 
eral  counsel  and  its  fli'st  African-Amel 
ican  chaii-man,  needs  to  regain  momei 
tum  just  as  the  commission  fac( 
perhaps  the  toughest  challenges  in  i' 
history.  "The  fights  we've  seen  so  f; 
are  hard,"  says  Anne  K.  Bingaman,  s' 
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nior  vice-president  at  long-distance  car- 
rier LCI  International  Inc.  and  former 
Assistant  Attorney  General  for  An- 
titrust at  the  Justice  Dept.  "But  we 
ain't  seen  nothing  yet." 

Instead  of  fighting  fire  with  fire, 
though,  Kennard  is  playing  the  peace- 
maker While  his  predecessor,  Reed  E. 
Hundt,  frequently  warred  with  state 
regulators,  Kennard  has  gone  out  of 
his  way  to  work  with  them — and  even 
made  a  point  of  giving  his  first 
speech  as  chairman  to  their 
trade  group.  That  "was  a  real 


the  pi-incipal,  Robert  returned  daily  and 
eventually  was  accepted.  Robert  Ken- 
nard later  founded  the  largest  Aft-ican- 
American  architecture  fii'm  in  Los  An- 
geles. Says  the  younger  Kennard:  "You 
have  to  have  your  own  inner  compass 
and  know  where  you  want  to  go." 
To  find  his  way  at  the  Fc:c,  Kennard 


tui'ning  point,"  says  Jolynn  Bar- 
ry  Butler,  president  of  the  state 
regulators'  association.  After  the 
speech,  so  many  state  officials 
wanted  to  chat  with  the  new 
chairman  that  original  plans  for 
a  small  dinner  party  gi'ew  to  a 
table  of  20.  "Om*  challenge  is  to 
get  out  of  the  blame  game," 


sues.  "Powell  is  a  real  force  to  be  reclj 
oned  with,"  says  Kennard's  former  la'ji 
partner  Lawi-ence  R.  Sidman,  a  tel<| 
com  lobbyist. 

Both  men  downplay  the  prospect 
a  clash.  Powell  says  his  paper  was  dd 
signed  to  advance  discussion  on  a  crij 
ical  issue.  It  "was  intended  to  encoui 
age  companies  and  regulators  to  ge 
back  to  the  table  and  redouble  the! 
efforts,"  he  says.  For  Kennard's  par| 
he  notes  that  he  suggested  tl 
same  policy  months  earlier:  "I'lj 
more  than  happy  to  give  othe 
commissioners  credit  as  long 


UNSNARLING  THE  FCC'S  PROBLEMS 

PHONE  COMPETITION  The  FCC  is  taking  heat  for 
not  making  telecom  deregulation  happen  faster. 
Kennard  must  now  push  the  Baby  Bells  to  open 
their  local  markets  more  quickly  while  resisting 
pressure  to  let  the  Bells  into  the  long-distance 
business  right  away 


the  bottom  line  is  consistfii 
with  my  agenda.  I  reject  ih 
notion  that  the  other  comniia 
sioners  must  live  in  fear  of  th 
chairman." 

Such  confidence  is  bolstere 
by  the  fact  that  Kennard  ha 
had  a  stellar  Washington  a 
reer.  As  former  FCC  gener 


says   Kennard,   a  Yale   Law    counsel  and  a  dealmaker  befor  ? 


School  grad.  "We  need  to  get 
everybody  invested  in  the  suc- 
cess of  the  Telecom  Act." 

That  attitude  comes  as  no 
surprise,  given  Kennard's  role 
model.  As  a  teenager,  he  had  a 
complete  set  of  Martin  Luther 
King  Jr.'s  speeches  on  records 


UNIVERSAL  SERVICE  Kennard  is  caught  between 
farm-state  Senators,  who  want  to  keep  subsidies  for 
rural  and  needy  customers,  and  Vice-President  Al 
Gore,  who  wants  to  use  the  money  to  fund  schools' 
Net  access. 

CABLE  RATES  Despite  opposition  from  cable  oper- 
ators, he  must  keep  a  lid  on  rates,  even  as  the 


that  at  the  heavyweight  D.  C 
law  firm  of  Verner,  Liipfer 
Bernhard,  McPherson  &  Han( 
he  was  known  for  his  abihty  t 
craft  a  consensus  in  contentiou  f 
situations. 

As  Keimai"d  gi'apples  with  th  jtf 
challenges  of  leadership,  he  ha  * 


that  he  would  listen  to  repeat-    L^CJ^/^gulatory  authority  expires  in_M^  e^en  less  time  for  favorite  pur 


edly.  Now,  he's  using  many  of 
King's  values  of  cooperation  at 
the  FCC.  "In  another  20  years, 
all  the  noise  will  be  forgotten 
and  we'll  all  be  judged  by  what  we 
did,"  he  says.  "I'm  confident  that  I'll 
be  on  the  right  side  of  history." 

Kennard  is  starting  to  make  his 
mai'k  with  a  down-to-earth  attitude  that 
puts  him  in  sharp  conti-ast  with  the  im- 
perious Hundt.  At  the  FCC,  he  airanged 
one-  to  two-hour  "Bible  readings"  of 
the  Telecom  Act  so  he  could  get  others' 
opinions  on  the  often-abstruse  law.  And 
he  has  begun  a  regular  coffee  klatch 
with  the  fom*  other  commissioners  after 
formal  meetings. 

"INNER  COMPASS."  Kennard's  ability  to 
work  with  differing  views  and  back- 
grounds stems  from  his  parents  and 
from  his  childhood  in  the  interracial 
Hollywood  Hills.  His  mother  grew  up 
among  Hispanic  migi'ant  workers  and 
became  a  biling-ual  schoolteacher  When 
hii-  fatlier,  Robert,  was  nine,  his  parents 
sent  !iim  to  a  nearby  whites-only  school 
instead  of  a  black  one  farther  away.  Al- 
though he  was  harassed  by  the  kids 
and  repeatedly  denied  admittance  by 


DIGITAL  TV  The  FCC  must  accelerate  the  adoption 
of  digital  TV  even  as  broadcasters  drag  their  feet 
and  complain  that  the  new  equipment  is  too  pricey. 

will  have  to  overcome  huge  obstacles. 
Two  years  after  the  1996  act,  local 
phone  competition  is  still  just  a  promise 
for  the  vast  majority  of  consumers.  In 
the  cable  industry,  lawmakers  want  the 
FCC  to  keep  a  lid  on  rising  rates  with- 
out extending  a  rate-regulation  law  that 
expires  next  year.  And  broadcasters 
aice  dragging  their  feet  on  the  transition 
to  digital  television.  "I  can't  remember 
a  new  chairman  with  the  depth  of  prob- 
lems he  has  to  deal  with,"  says  Robert 
T.  Blau,  vice-president  of  Atlanta-based 
BellSouth  Corp. 

Another  potential  snag:  rivalry  from 
up-and-coming  Republican  Commission- 
er Michael  K.  Powell,  who  is  the  son  of 
General  Colin  L.  Powell.  In  January, 
the  younger  Powell  took  the  unusual 
step  of  issuing  his  own  paper  detailing 
how  the  FCC  can  help  the  Bells  with 
their  as  yet  unsuccessful  applications 
to  enter  the  long-distance  market.  With 
that  kind  of  initiative,  Powell  could  gi'ab 
the  leadership  role  on  key  policy  is- 


suits  with  liis  fiiends  and  famil; 
Returning  home  by  10  p.n 
means  he  had  a  "slow  day  a 
the  office,"  says  his  wife  of  1 
yeai's,  Deborah  D.  Kennedy,  an  attome; 
for  Mobil  Corp.  whom  he  met  whil 
both  were  at  Yale.  When  he  can,  Ken 
nard  relaxes  by  fishing  for  small-mout 
bass  in  the  Shenandoah  Valley. 

Kennard  won't  have  much  time  fo, 
angling  while  he's  at  the  FCC.  Beside 
completing  the  work  left  over  fror 
Hundt's  tenure,  Kennard  wants  to  ad 
his  own  imprint  by  "infusing  [my 
agenda  with  opportunities"  for  minori 
ties,  women,  and  the  disabled.  That's  a) 
objective  he  has  pursued  throughou 
his  career — he  has  provided  legal  ad 
vice  to  black-owned  companies  am 
done  pro  bono  work  for  homeles 
youth.  "We  need  to  make  sure  thi 
telecommunications  revolution  bring 
us  together  as  a  country,"  he  says 
That's  a  tall  order.  But  in  this  era 
rancor,  Kennard  will  make  a  contribu 
tion  just  by  forging  peace  among  thi 
titans  battling  at  the  Fcc. 

By  Catherine  Ymu 
in  Washingtoi 
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 WKen  JiJ  every  place 

start  to  feel  like  tKe  same  place? 


'hen  your  only  glimpse  of  a  city  is  a  midnight  ride  from  the  airport  to  your  hotel, 
it's  hard  to  tell  Denver  from  Dallas.  Fortunately,  Hyatt  has  the  cure  for  your  dejd  vu. 
In  fact,  getting  the  flavor  of  a  city  is  as  simple  as  a  trip  to  one  of  our  restaurants. 

Our  flair  for  regional  specialties  prepared  with  fresh,  local  ingredients  means  you 
wont  have  to  leave  your  fiotel  to  sample  some  of  New  Orleans'  tastiest  jambalaya  or 
Boston's  best  chowder 

You're  also  likely  to  find  one  of  our  chef's  special  culinary  events  on  the  menu.  Like  a  featured  wine 
paired  with  the  region's  most  celebrated  seasonal  dish.  All  with  an  inspired  twist  that  could  make  the 
difference  between  another  forgettable  business  trip  and  a  memorable  dining  experience. 

For  a  taste  of  wliat  travel  should  be,  contact  your  travel  planner 
or  call  Hyatt  at  1-800-233-1234.  Or  visit  us  at  www.hyatt.com 


H  YATT 


HOTELS  &  RESORTS 


 Feel  the  Hyatt  Touch'  

^^^^^^  Davel  Willi  llicAnicrniiii  E.xprcsi'  Curd  and  ciijoy  I'aidiiicinhcr  privileges  likcAiSiired  Reservalioiis  to  guarantee  your  room,  even  if  you  iUrive  late.' 

jHH^H  With  more  than  1.700  Travel  Service  locations  in  over  130  countries,"  the  American  Express  worldwide  network  can  also  assist  you  with  travel 

jWIEPIC^Nl  arrangements,  letter  pick-up,  and  American  Express  Travelers  Chetjues.  It's  smart  business  to  make  the  American  Express  Card  your  constant  travel 

MSSSEss  companion.  To  apply  for  the  Card,  call  1-800-THE-CARD.  or  visit  us  at  www.americanexpress.coin.*  Ask  your  travel  planner  for  details.' '  Not  all 

^^^^^B  l^aTUS      services  available  at  all  Travel  Service  locations  and  are  subfcct  to  local  laws  and  cash  availability. 

hlyatt  Holels  ami  Resons' encompasses  huleb  imnaged,  franehtseii.  or  operated  by  two  separate  groups  of  companies -Hyatt  Corporation  and  as  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ©I99S  Hyatt  Corp. 
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In  a  period  marred  by  slowing  computei  t'' 
sales  growth,  allegations  of  antitrust 
Capitol  Hill  hostility,  and  even  a  pie  ir 
the  face,  there  is  one  thing  William  H^f 
Gates  III  hagn't  had  to  worry  about:  corporate  performance 
Whether  you  think  Microsoft  Corp.  anticompetitive  or  simply  ul- 
tracompetitive,  under  Gates's  leadership  it  has  racked  up  i  iig 
record  of  annual  profit  and  revenue  increases  that  is  the  envj 
of  Corporate  America.  "We've  been  cruising  for  22  years,' 
says  Gates,  Microsoft's  chairman. 

It  sure  looks  like  full  speed  ahead  to  the  rest  of  us.  Witlpti 
earnings  galloping  ahead  57%  last  year,  the  Redmond  (Wash, 
software  giant  turned  in  an  eye-popping  76.3%  gain  for  share- 
holders. That  was  enough  for  Microsoft  to  knock  chipmaker  In 
tel  Corp.  out  of  the  No.  1  spot  in  business  week's  second  an- 
nual perfoiTnance  ranking  of  the  500  companies  in  the  Standarc 
&  Poor's  index.  And  getting  there 
was  no  easy  ride:  To  earn  the 
highest  honors,  Microsoft  blew 
past  staunch  competition  from 
such  top  10  sizzlers  as  Dell  Com- 
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er,  Cisco  Systems,  credit-card  dynamo  mbna,  and  Morgan 
nley  Dean  Witter  &  Co. 

.sk  Gates  what's  behind  the  success  that  has  kept  his  com- 
y  several  steps  ahead  of  such  a  crowd,  and  he  credits  being 
;he  right  business  at  the  right  time.  "It's  the  Information 
I,  and  we're  giving  people  gi'eat  tools  for  getting  at  and  han- 
ig  information,"  he  says.  There's  certainly  more  to  it  than 
:.  Thanks  to  the  legendaiy  aggi'essiveness  Gates  fosters,  90% 
,he  80  million  PCs  shipped  last  year  were  loaded  with  one 
sion  or  another  of  Microsoft's  Windows  operating  systems. 
,  what's  really  impressive  about  Microsoft  is  its  obsession 
h  efficiency  and  gradually  improving  products, 
rom  eveiy  dollai*  in  sales,  Microsoft  pulls  out  29.7^  in  profits — 
largin  that  grew  by  13%  over  the  year  before.  That's  almost 
'  times  the  average  for  its  industry,  and  better  than  all  but 
•  other  companies  in  all  the  500.  Moreover,  between  fiscal  1995 
1997,  the  company's  share  of  revenues  going  into  research 
development  climbed  from  14%  to  17% — without  denting 
its.  "How  do  we  do  it?  We  watch  costs  Kke  a  hawk,"  says  Mi- 
;oft  President  and  Chief  Operating  Officer  Robert  J.  Herbold. 
iven  the  phenomenal  growth  that  the  PC  industry  has  seen 
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in  recent  years,  it's  no  surprise 
that  Microsoft  would  top  busi- 
ness week's  ranking  of  corpo- 
rate perfoiTnance.  It  moved  up  a 
notch  when  last  year's  winner, 
Intel,  slipped  down  to  No.  4. 
High-tech  leaders  Dell,  Cisco,  and  Compaq  Computer  round 
out  the  first  five  spots.  But  if  it  helped  to  be  in  a  fast-gi'ow- 
ing  high-tech  field,  it  was  hardly  necessaiy:  The  top  per- 
formers cut  a  wide  swath  across  Corporate  America.  This 
year's  business  week  so — our  exclusive  ranking  of  best  over- 
all peifomiers  among  the  s&p  500  companies — includes  every- 
one from  dmg  giant  Pfizer  Inc.  and  long-haul  tnickmaker 
PACX'.AR  Inc.  to  oil  services  giant  Schlumberger  Ltd.  and 
clothing  retailer  Gap  Inc. 

DYNAMISM.  That's  because  we  developed  our  Performance 
Rankings  to  reflect  more  than  just  size  by  sales  or  market 
capitalization.  Instead,  we  created  a  ranking  in  which  the 
best  in  each  industry — and  the  best  overall — truly  shine 
through.  Unlike  more  traditional  lists,  in  which  big  is  defined 
as  best,  we  place  a  premium  on  the  dynamism  and  gi-owth 
that  successful  companies  must  cultivate  to  survive. 

After  all,  in  today's  hugely  competitive  global  economy. 


what  really  matters?  For  small  companies  and  their  largir 
brethren  alike,  it's  the  ability  to  grow — to  keep  pushing  d 
sales,  piling  up  earnings,  and,  most  important,  to  continue  i- 
warding  shareholders  with  ever-higher  retui'ns.  "Great  coi- 
panies  tiy  to  grow,  to  be  innovators  forever,"  says  Chai'les  > 
Lucier,  a  consultant  with  Booz,  Allen  &  Hamilton  Inc.  "1^ 
hard  to  sustain." 

For  proof,  look  no  finlher  than  this  year's  Performan? 
Rankings  and  the  ew  .50.  Like  the  American  economy  they 
fleet,  our  rankings  provide  a  dynamic  canvas  against  whit 
brutal  competitive  'realities  stand  out;  it's  a  fast-moving  poi- 
trait  in  which  rising  stars  push  aside  companies  that  ha'! 
stalled  out.  Although  they  won't  look  like  many  other  best-f 
lists  you've  seen,  the  Performance  Rankings  are  likely  ( 
provide  far  more  insight  into  which  companies  really  sof 
above  the  crowd. 

Certainly,  that  was  the  case  with  last  year's  BW  50.  Asj 
group,  they  continued  to  outperforin:  Over  the  12  months  en[, 
ed  March  13,  shares  of  the  BW  .50  companies  rose  a  heai 


hMWfWMS^fH/^ff/jnn  '^d^'*""^^!  data  from  S&P's  Personal  Weal\' 
mJL^Uj^M^jSyii/igyi^ig  and  S&P's  Compustat  are  available  for  U 
BW  50  and  all  other  companies  m  these  tables  at  www.businessweek.com  > 
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HOW  WE  PICKED  THE  CREAM  OF  THE  CROP 


What  makes  for  a  top  corporate 
performer?  That's  what  busi- 
ness WEEK  set  out  to  discover 
last  year  when  we  introduced  our 
all-new  Performance  Rankings  and 
its  centerpiece,  the  business  week 
50 — the  best  overall  performers 
among  the  s&p  .500  companies.  Our 
aim  was  to  go  beyond  static  lists 
that  rank  companies  by  sheer  size 
or  market  capitalization.  Instead, 
we  created  a  dynamic,  growth-ori- 
ented measure  that  would  truly 
reflect — and  reward — compa- 
nies that  consistently  perform 
better  than  their  peers. 

So  how  did  we  calculate  our 
Perfonnance  Ranldngs?  We  be- 
gan with  two  of  the  most  im- 
portant factors  investors  use  to 
judge  performance:  to|>Iine  rev- 
enue gi'owth  and  earnings 
growth.  We  then  added  total  re- 
turns, a  key  measure  of  how 
well  management  is  perforrning 
for  shareholders.  Since  it  is 
much  hardei'  to  sustain  gi-owth 
than  sprint  for  a  few  quarters,  we 
tallied  all  thi'ee  of  those  crucial  rates 
over  both  one-  and  three-year*  time 
spans.  Finally,  we  added  two  impor-- 
tant  indicators  of  the  returns  manage- 
ment earTTs  from  its  assets:  net  mar- 
gins and  return  on  equity,  both  for 
one  year.  After  all,  what  good  is 
iji'owth  if  it  doesn't  pay  off  financially? 

Using  those  criteria,  we  evaluated 
eacli  of  the  companies  in  the  closely 
watched  Standard  &  Poor's  500-stock 


index,  s&p  is  owned  by  The  McGr-aw- 
Hill  Companies,  which  also  owns 
business  week.  Wliy  the  s&p  500? 
Because  it  is  a  universally  accepted 
measur-e  for  stock  performance,  both 
on  Wall  Street  and  among  small  in- 
vestors. Its  500  companies  together 


comprise  70% 

of  the  market  value  of  U.  S.  stocks. 

The  results  give  an  in-depth  look 
at  how  these  companies  really  stack 
up  against  one  another  Who  had  the 
best — or  worst — thi'ee-year  shar-e- 
holder  return  among  the  500?  The 
best  net  margins?  Answers  to  those 


questions  and  more  can  be  found  in 
the  tables  thi"oughout  this  package. 

But  that's  only  a  start.  We  also 
graded  the  500  companies  on  each  of 
the  eight  criteria,  based  on  how  well 
each  performed  against  other  compa- 
nies in  the  index.  For  each  measure, 
the  top  20%  of  companies  earned 
an  A,  the  next  20%  got  a  B,  and 
so  on  down  to  the  Fs  in  the  bot- 
tom 20%.  The  handful  of  s&p 

companies  for  which  data 
^  was  not  available  got 

incompletes. 
Finally,  to  get  our  overall 
Performance  Ranking  of  the 
500 — and  select  the  elite  that 
make  up  each  year-'s  BW  50 — we 
aver-aged  together  the  individual 
rankings  each  company  received 
for-  the  differ-ent  criteria.  Then, 
to  r-ecognize  that  it's  much  easi- 
er- for-  small  companies  to  score 
big  percentage  gains  than  it  is  for 
big  companies,  we  weighted  them 
by  sales  volume. 

The  result  is  our  overall  Perfor- 
mance Rankings,  which  starts  on 
page  91.  The  same  criteria  forTu  the 
basis  for-  each  company's  ranking 
within  its  sector;  our  Industry 
Rankings  tables  begin  on  page  123. 
Together,  they  for-m  an  annual  corpo- 
rate report  card.  At  the  top  are  the 
stars  of  the  dean's  list.  At  the  bot- 
tom are  the  laggards:  those  that 
would  be  well  advised  to  hit  the 
books  a  little  harder  this  year-. 

By  Dan  Beucke  in  New  York 
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Total  Return 


The  best  and  worst  in  shareholder  returns 


TOP  TEN  (ONE-YEAR) 

PERCENT  INCREASE 

DELL  COMPUTER  298.9% 
US  AIRWAYS  GROUP  216.6 
NAVISTAR  INTL.  215.6 
UNISYS  164.8 
NACCO  INDUSTRIES  142.5 
133.7 


TELE- 
COMMUNICATIONS 

GUIDANT 

MAYTAG 

EMC 

PACCAR 


117.6 
113.1 
109.7 
109.4 


BOTTOM  TEN  (ONE  YEAR) 

PERCENT  DECREASE 

FREEPORT  -53.9% 
McMORAN  COPPER  &  GOLD 

SEAGATE  TECH.  -51.9 

JOHN  H.  HARLAND  -49.8 

INCO  -49.3 

CABLETRON  SYSTEMS -47.0 

NIKE  -40.3 

PLACER  DOME  -39.0 

GREEN  TREE  FINANCIAL-38.7 

HOMESTAKE  MINING  -38.3 

TUPPERWARE  -38.2 


TOP  TEN  (THREE-YEAR) 

PERCENT  INCREASE 

DELL  COMPUTER  2,596.4% 

US  AIRWAYS  GROUP  977.7 

GUIDANT  708.6 

CLEAR  CHANNEL  536.5 
COMMUNICATIONS 

TJX  509,2 

SUN  MICROSYSTEMS  495.3 

CISCO  SYSTEMS  485.6 

HBO  465.6 

MICROSOFT  438  1 

CONSECO  434.8 


BOTTOM  TEN  (THREE-YEAR) 

PERCENT  DECREASE 

SILICON  GRAPHICS  -56.5% 

STONE  CONTAINER  -49.0 

NOVELL  -48.3 

DSC  -45.5 
COMMUNICATIONS 

APPLE  COMPUTER  -39.5 

BAHLE  MTN.  GOLD  -35.8 

PUCERDOME  -34.1 

HOMESTAKE  MINING  -33.2 


CYPRUS  AMAX 
MINERALS 


-32.8 


BETHLEHEM  STEEL  -32.5 


DATA  STANDARD  S  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


I,  handily  beating  both  the  34.7%  turned  in  by  the  s&p 
nd  the  24%  gains  talhed  by  the  Dow  Jones  Industrial 
ige.  With  a  stunning  260%  price  gain,  Dell  was  the 
followed  by  emc  with  115%,  and  Schering-Plough  with 
.  But  they  weren't  the  only  overachievers:  In  all,  31  of 
3p  50  beat  the  S&P-500  index. 

Y  MARKETING.  So  what  made  the  best  stand  out? 
yh  no  two  companies  made  it  onto  the  BW  ,50  for  exactly 
ame  reasons,  distinct  trends  emerge  that  go  well  be- 
one  industry  or  a  star  manager.  The  enoiTnous  wave  of 
ers  and  acquisitions  now  sweeping  Corporate  America 
y  left  its  mark.  From  Dean  Wit- 
marriage  to  Morgan  Stanley,  to 
jnt  clothing  giant  t.jx  Companies 

purchase  of  former  rival  Mar- 
1  Inc.,  more  than  a  dozen  of  this 
;  stars  turned  to  acquisitions  to 
heir  rapid-fire  growth. 
;ewhere,  there  are  trends  to  note 
ill.  General  Electric  Co.  and  Mi- 
ft  demonstrate  that  the  drive  for 
rate  efficiency  is  no  thing  of  the 
The  steady  success  of  the  drug- 
rs  exemplify  the  unbeatable  corn- 
ion  of  innovative  product  and 
f  marketing.  And  remember  the 
i  the  customer  is  always  right? 
ifacturer  Applied  Materials  Inc. 
ittle-known  emc  Corp.,  a  maker  of  computer  storage 
ms,  prove  that  old  saw,  too,  is  alive  and  well, 
iw  did  BUSINESS  WEEK  find  the  stars  that  best  exploit 

trends?  To  sort  out  the  best  performers  among  Cor- 
e  America,  we  employed  a  range  of  key  measurements 
investors  and  managers  alike  use  to  judge  operating 
inancial  performance.  Starting  with  the  500  companies 
i  S&P  index  as  our  universe,  we  compared  the  one-  and 
'-year  record  each  has  turned  in  for  sales  growth,  net 
lie  growth,  and  total  shareholder  returns.  We  also 
d  at  last  year's  profit  margin  and  return  on  equity.  (For 
re  detailed  look  at  how  we  compile  the  rankings,  see 
78.) 


BEATING  THE  INDEXES 


MAR  14,  '97 


DATA.  STANDARD  «,  POOR'S  COMPUSTAT  A  DIVISION  OF  McGRAW-HILL 
COMPANIES,  BUSINESSWEEK 


Add  it  all  up,  and  the  resulting  rankings  gave  us  the 
creme  de  la  creme — the  bw  .50.  Over  the  last  three  years, 
these  companies  have  bested  rivals.  Those  Perfomiance  Rank- 
ings, which  include  a  detailed  look  at  how  each  company 
fared  on  individual  criteria,  start  on  page  91. 

Of  course,  it's  also  important  to  compare  companies  with 
industry  peers.  In  some  cases,  superior  management  teams 
have  bucked  dismal  industry  growth  rates  to  post  super- 
charged overall  performance.  That's  why  we've  also  includ- 
ed extensive  Industry  Rankings,  which  include  the  actual 
growth  rates  upon  which  our  Performance  Rankings  are 
based.  Those  tables  also  include  sales 
and  profit  figures,  as  well  as  such 
shareholder  information  as  recent 
share  price,  price-earnings  ratio,  yield, 
and  earnings  per  share.  Industry 
Rankings  begin  on  page  123.  An  al- 
phabetical index  of  the  s&p  500,  with 
company  ranking  by  market  value, 
sales,  and  profits,  begins  on  page  150. 

Those  tables  provide  a  look  at  what 
it  takes  to  succeed  in  Coi-porate  Amer- 
ica— and  how  hard  it  is  to  stay  on  top. 
Of  the  top  performers  on  last  year's 
BUSINESS  wI':ek  .50,  fully  half  fell  off  and 
were  replaced  by  new  companies  this 
year.  In  part,  that's  because  the  S&P  is 
itself  a  changing  universe;  the  compo- 
sition of  the  index  changes  from  yeai-  to  yeai-.  In  1997,  for  ex- 
ample, S&p  replaced  29  companies  in  the  index — and  10  of  the 
newcomers  shot  straight  to  the  head  of  the  class.  Among 
them:  advertising  giant  Omnicom  Group,  Wall  Street  power- 
house Lehman  Brothers  Holdings,  and  hbo  &  Co.,  which 
sells  health-care  information  systems. 

But  just  as  important,  other  entrants  emei'ged  that  reflect 
the  changing  fortunes  of  America's  corporations.  Thanks 
largely  to  a  global  exploration  boom,  oil  services  giants 
Schlumberger  and  Halliburton  Co.  rocketed  onto  this  year's 
top  50.  The  ability  of  Home  Depot  Inc.,  the  fixer-upper's  par- 
adise, to  keep  churning  out  strong  and  steady  growth  as 
it  enters  new  domestic  markets  won  it  a  spot  for  the  first 
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TJie  best  and  ivorst  in  sales  performance 


TOP  TEN  (ONE-YEAR) 

BOTTOM  TEN  (ONE- year) 

TOP  TEN  (THREE-YEAR) 

BOTTOM  TEN  (THREE-YEAR) 

PERCENT  INCREASE 

PERCENT  DECREASE 

AVERAGE  ANNUAL  INCREASE 

AVERAGE  ANNUAL OECRE 

CLEAR  CHANNEL  COM. 

98% 

NOVELL 

-33% 

WASHINGTON  MUTUAL 

83.6% 

NOVELL 

-24.9 

RITE  AID 

89 

APPLE  COMPUTER 

-26 

CENDANT 

75.0 

RALSTON  PURINA 

-19.3 

CONSECO 

82 

MOBIL 

-19 

CISCO  SYSTEMS 

70.0 

GREAT  LAKES  CHEM. 

-17.5 

HOUSTON  INDUSTRIES 

68 

COASTAL 

-19 

DUKE  ENERGY 

62.2 

APPLE  COMPUTER 

-13.0 

PACIFICORP 

65 

BAHLEMTN.GOLD 

-19 

HILTON  HOTELS 

61.5 

HERCULES 

-13.0 

WORLDCOM 

64 

TANDY 

-15 

CLEAR  CHANNEL  COM. 

57.1 

PEPSICO 

-12.4 

PG&E 

60 

FRUIT  OF  THE  LOOM 

-13 

KLA-TENCOR 

57.1 

AT&T 

-10.8 

AIRTOUCH  COMMUNS. 

60 

KERR-McGEE 

-11 

CONSOLIDATED  STORES 

53.4 

MORTON  INTL. 

-10.5 

DELL  COMPUTER 

59 

HOMESTAKE  MINING 

-11 

DELL  COMPUTER 

51.9 

ROCKWELL  INTL. 

-10.4 

DOMINION  RESOURCES 

54 

TUPPERWARE 

-10 

TENET  HEALTHCARE 

50.3 

LINCOLN  NATL. 

-  9.8 

DATA  STANDARD  S  POOR'S  COHPUSTAT.  A  DIVISION  OF  THE  McGRAW-«ILL  COMPANIES 
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time.  The  tremendous  turnaround  at  us  Airways  helped 
lift  it  to  the  No.  2  spot  in  total  returns — and  14  overall. 

Equally  interesting,  of  coui'se,  are  those  that  fell  off.  Last 
year's  No.  50,  hospital  company  Columbia/HCA  Healthcare 
Coip.,  slid  to  No.  457  as  it  took  a  big  chai'ge  against  eaiTungs 
amid  a  govenoment  investigation  of  its  biUing  practices,  which 
sent  profits  down  887f  and  shareholder  retiu-ns  tumbling 
35%.  Pi'oblems  in  Asia  flattened  once  mighty  Nike  Inc.,  which 
dropped  fi'om  No.  7  to  No.  64.  Coca-Cola  Co.,  wliich  gets  80% 
of  its  sales  and  earnings  overseas,  was  also  hit  hard  by  the 
persistently  strong  dollai".  With  sales  growth  neai-ly  halted,  it 
slipped  from  No.  25  to  No.  119. 

So  who  came  out  ahead?  Thanks  to  the  combination  of  a 
still  strong  bull  market  and  a  global  yi&A 
boom — not  to  mention  a  run  of  dealmaking 
by  the  industry's  main  players — brokerages 
and  other  nonbank  financial  companies 
gi-abbed  13  spots  on  the  BW  .50,  the  most  of 
any  industry.  With  investment  banking  and 
underwriting  fees  soaring,  Merrill  Lynch  & 
Co.,  No.  19,  stood  out:  It  earned  "SSO  inilhon  on  the  $il  billion 
merger  of  Bell  Atlantic  Corp.  and  Nynex  alone. 
ANOMALIES.  Thanks  to  the  Internet,  worldwide  gi-owth  in 
business  computers,  and  an  increasing  PC  presence  in  homes, 
makers  of  computers,  software,  and  other  office  equipment 
hogged  nine  spots  on  the  hst.  Intel  took  one  more. 

Yet  if  being  in  a  hot  industiy  helped,  it  was  rai-ely  enough 
by  itself  to  lift  laggards  to  the  top.  Intel's  ability  to  boost 
the  performance  of  its  chips,  even  as  it  cuts  manufacturing 
costs,  may  keep  it  near  the  top,  but  rival  Advanced  Micro 
Devices  Inc.  weighs  in  at  a  lowly  No.  474.  Despite  having  a 
microprocessor  that  is  challenging  Intel's  dominant  Pen- 
tium line,  .A..\in  lost  money  because  it  couldn't  hck  production 
problems.  And  despite  a  boom  in  credit  that  has  buoyed 
much  of  the  rest  of  the  financial-services  industry.  Green 
Tree  Financial  Corp.  fell  victim  to  its  own  aggressive 
accounting.  No.  19  last  year,  it  slipped  to  No.  1-50  as  its 


stock  and  earnings  melted  in  the  wake  of  a  $190  milHi 
WTite-down. 

Much  like  last  year,  the  1998  BW  .50  crop  contained 
share  of  surprise  new"comers.  The  list  includes  some  d 
namos  you  probably  didn't  know  existed,  fi'om  trackmak 
PACCAR  to  mortgage  banker  Countrywide  Credit  Industri 
Inc.  (page  82). 

Like  all  such  lists,  the  business  week  ranking  has  anoi 
ahes.  One  thing  to  keep  in  mind  as  you  check  out  the  tabk 
Companies  recovering  fi-om  a  down  year  can  show*  a 
jump  in  net  income  that  makes  them  look  better  than  thi 
really  ai'e.  Take  Htmiana  Inc.,  the  big  health  maintenance 
ganization.  It  tops  our  one-year  profit  gi-owth  list  with 
1,342%  increase.  Looks  impressive,  until  y( 
consider  that  the  company's  1996  earnings  we 
almost  completely  wiped  out  by  a  $130  milli( 
charge — providing  a  very  low  base  on  w'hi 
to  improve.  That's  why  we've  included  thre 
year  performance  numbers  as  well — and  th 
is  definitely  one  case  where  the  longer  view- 
invaluable:  Humana's  average  profit  change  over  three  vea 
is  -24.5%. 

A  shift  in  corporate  strategy'  can  also  alter  the  ranking 
Companies  that  went  public  or  w^ere  spun  off  less  than  thi'i 
years  ago  don't  register  on  the  BW  .50  radar  screen,  becau 
they  simply  don't  have  enough  data  yet  to  allows  for  fa  ■ 
comparisons,  xt&t  spin-off  Lucent  Technologies  Inc.,  for  e 
ample,  hasn't  been  independent  long  enough  to  be  judged 
its  thi'ee-yeai'  stock  perfoiTnance.  Meanwhile,  companies  sm 
as  ."^T&T  that  do  the  spin-offs  sometimes  sUde  down  the  list 
sales  and  earnings  shrink. 

Taken  as  a  wiiole,  however,  the  Performance  Rankinj 
pro\ide  valuable  insight  into  the  forces  which  are  trar 
forming  Corporate  America.  You  don't  have  to  go  far  do\i 
the  list  before  hitting  one  of  the  biggest:  Fueled  by  stiffe' 
ing  global  competition  and  consolidation  at  home  and  abroa, 
many  U.  S.  companies  are  using  mergers  to  ratchet  up  tlkii 


"^he  mergers-and-acquisitions  boom  is  one  of  the^^^ 
biggest  forces  changing  Corporate  America 
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///  temporary  employees  are  trained  on  our  exclusive  PinPoint  software,  which 
keeps  them  current  with  today's  popular  office  suite  applications.  And  puts  you 
ead.  For  information,  call  1-888-GO-KELLY,  or  visit  us  at  www.kellyservices.com 
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in  their 


growth.  After  racking  up  deals  worth  a 
record  $912  billion  in  1997,  an  additional  $196.2 
billion  worth  have  already  been  announced 
this  year.  "We  see  no  loss  of  momentum," 
says  Jack  Levy,  head  of  m&a  at  Merrill 
Lynch.  "CEOs  and  boards  today  are  so  keenly 
focused  on  establishing  a  No.  1  or  No.  2  position 
industry." 

M&A  BOOST.  That  was  certainly  the  case  vdth  Morgan  Stan- 
ley's $10.6  billion  combination  with  Dean  Witter,  Discover 
&  Co.  The  desire  to  improve  distribution  was  the  main  draw 
for  the  deal,  which  pushed  the  company  up  into  the  No.  10 
slot.  Not  only  can  initial  public  offerings  underwiitten  by 
Morgan  Stanley  now  be  sold  through  both  firms'  brokers,  but 
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THE  NIMBLE  NEW  LEADERS  OF  THE  PACK 


Unless  you're  one  of  the  millions 
of  Americans  who  recently 
bought  or  refinanced  a  house, 
you've  probably  never  heard  of 
Countrywide  Credit  Industries  Inc. 
Although  the  largest  independent 
mortgage  broker  in  the  U.  S.,  Coun- 
trywide has  only  5%  of  the  market. 

But  in  1997,  5%  was  plenty.  With 
interest  rates  near  record  lows,  un- 
employment minimal,  and  home  af- 
fordability  at  all-time  highs,  the  envi 
ronment  for  a  mortgage  broker  was 
ideal.  "In  my  45  years  in  the  busi- 
ness," says  CEO  Angelo  R.  Mozilo, 
"I  have  never  seen  an  environ- 
ment like  this."  Yet  Countrywide 
is  no  one-year  wonder.  Thanks  to 
sales  growth  that  has  averaged 
24.6%  annually  over  the  past 
three  years — and  sizzling  42.8% 
earnings  gains — it  zoomed  into 
the  No.  27  spot  on  the  business 
WEEK  50  after  being  added  to 
the  Standard  &  Poor's  500- 
stock  index  last  year. 

Countrywide  is  one  of 
several  names  on  this 
year's  BW  r,o  that  may  be 
unfamiliar.  Ever  heard  of 
Progressive  Corp.?  paccar 
Inc.?  How  about  HBO  & 
Co.?  No,  it's  not  the  cable- 
TV  channel — the  Atlanta- 
based  company  provides  in- 
fonnation  systems  to  the 
health-care  industry.  The 
s&p  .500  may  list  the  most 
closely  watched  companies  in  Ameri- 
ca, but  by  focusing  on  three  separate 
growth  measuj-es,  our  Performance 
Rankings  scooped  up  these  and  other 
little-known  gem^ 

They  all  have  fou  .  1  some  way  to 
push  to  the  front  of  i ;.  •  pack.  Some, 
like  HBO,  have  tailoreu  »roducts  to 
theL-  customers  better  ;  an  their  ri- 
vals. Others,  like  Progreb-ive,  excel 


at  service.  And  when  markets  shift, 
many  of  the  newcomers  don't  wait  to 
get  squashed.  Since  1994,  when  a 
crushing  price  war  broke  out  in 
mortgages,  Countiywide  has  moved 
to  minimize  the  impact  of  rate 
changes  on  its  revenue  stream.  Now, 
the  Pasadena  (Calif.)  company  bal- 
ances mortgage 
originations 
with  ser- 
vicing 


fees.  Steady  even  in 
times  of  rising  rates 
and  heavy  price  competition,  fees 
now  make  up  half  of  its  revenues. 

Often  these  unsung  performers 
have  had  little  choice  but  to  inno- 
vate. That  was  the  case  in  the  early 
1990s  for  auto  insurer  Progressive  of 
Mayfield  Village,  Ohio.  Then  special- 
izing in  high-margin  policies  for  mo- 
torcycle riders  and  other  risky  dri- 
vers, it  was  forced  by  growing 


competition  from  mainline  property 
and  casualty  insurers  to  move  into 
traditional  auto  insurance  for  a  broad 
base  of  drivers.  Peter  B.  Lewis,  who 
has  been  ceo  for  33  years,  figured  he 
could  set  Progressive  apart  by  offer- 
ing the  highest  service  levels  possi- 
ble, such  as  24-hour,  seven-day-a- 
week  service  by  phone.  It  worked: 
His  total  return  to  shareholders  over 
three  years  is  202%. 

Some  of  the  strategies  that  landed 
more  glamorous  companies  atop  the 
BW  50  also  worked  for  those  laboring 
in  obscurity,  paccar,  a  Bellevnie 
(Wash.)  maker  of  long-haul 
trucks,  vaulted  328  places,  to 
No.  29.  It  snatched  the  lead 

Iin  the  auto  industry  from  its 
better-known  rivals  by  per- 
fecting a  lean  manufacturing 
strategy  similar  to  one  that 
has  made  Dell  Computer 
Corp.  the  star  of  the  PC  in- 
dustry, paccar  builds  each 
rig  to  customer  specifications, 
keeping  invento- 
ries low  and 
margins  high. 
Acquisitions 
have  also  been 
key  to  its  rapid  rise.  Thanks  to 
its  $550  million  purchase  of  a 
European  tracking  outfit  in  late 
1996,  paccar's  sales  grew  47%  in 
1997.  Investors  saw  thi-ee-year  re- 
turns of  242%. 

Tracks,  hospital  equipment,  insur- 
ance—it's hardly  glamorous.  But  as 
our  unknovm  dynamos  have  proven, 
these  businesses  can  be  highly  prof- 
itable. And  when  it  comes  to  breaking 
onto  the  BW  50,  it's  more  important  to 
move  fast  than  to  move  in  fast  circles. 

By  Nanette  Byrnes  in  New  York, 
with  Kathleen  Morris  in  Los  Ange- 
les, Stephanie  Anderson  Forest  in 
Dallas,  and  bureau  reports 
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8  Corrt/nental  Airlines,  Inc. 


MOST  PEOPLE 
THINK  OF  US 
AS  AN  EXCELLENT 
DOMESTIC  AIRLINE. 

WE  HATE  THAT 


For  the  record,  we  fly  to  more  than  190  destinations  in  32  countries  worldwide. 
In  fact,  we're  one  of  the  largest  carriers  to  Latin  America.  With  flights  to  over 
30  cities  throughout  Mexico,  Central  and  South  America  and  the  Caribbean, 
Continental  can  easily  get  you  to  Sao  Paulo,  Rio  de  Janeiro,  Panama  City, 
Mexico  City,  Caracas  and  more.  In  addition,  bilingual  flight  attendants, 
Latin  American  cuisine  and  OnePass"  miles  are  available  on  all  flights. 

For  reservations,  call  your  travel  agent  or 
Continental  at  1  -800-231  -0856. 
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TOP  TEN  (ONE-YEAR) 

PERCENT  INCREASE 


HUMANA 

GOODYEAR  TIRE 
&  RUBBER 

BALL 

AETNA 

US  AIRWAYS  GROUP 
DELTA  AIR  LINES 


1342% 
449 

345 
339 
289 

275 


COMPUTER  ASSOCIATES 
INTL.  274 

SCIENTIFIC-ATLANTA  220 

NEWYORKTIMES  210 

CONAGRA  199 

DATA  STANDARD  &  POOR  S  COMPUSTAT,  A 


empire  into  the  billboard 
mai'ket.  The  company's  abili- 
ty to  offer  packages  of  radio 
and  billboai'd  advertising  has 
now  become  a  key  competi- 
tive advantage,  says  ceo  L. 
Lowiy  Mays.  It  has  certain- 
ly paid  off:  Cleai'  Channel's 
resulting  98%  sales  spurt 
was  the  biggest  one-year 
gain  of  the  entu'e  s&p  .500. 
INTERNAL  ENGINE.  But  not 
every  company  on  the  BW 
50  went  looking  beyond  its 
own  doorstep  for  prospects. 
Many  others  have  proven 
masters  at  generating 
growth  internally.  Perhaps 
none  exemplifies  that  bet- 
ter than  No.  2-ranked  Dell, 
where  ultra-efficient  manu- 
factuiing  undei-pins  its  abil- 
ity to  move  rapidly  into 
new  markets  on  its  own. 
Founder  Michael  S.  Dell 
supplies  custom-made  ma- 
chines directly  to  buyers, 
stripping  out  the  costs  of  inventory  and  retail  distribution. 
Dell's  skimpy  one  week  of  inventoiy — ^just  one-tenth  that  of 
rivals — gives  the  company  a  10%  to  15%  cost  advantage 
over  rivals.  The  fast  sales  gi^owth  that  results  has  allowed 
^^^^  Dell  to  easily  outrank  all  other 

'YWE  comers  in  shareholder  returns: 

P|  n|Yccc   ''"^^^  ^ts   phenomenal   299%  leap 

IVr  B  ^^,jjg    topped    only    by  the 

Week    ^^J^_^^  stunning  2,596%  gain  that  Dell 

has  racked  up  over  tlu"ee  years. 

But  that  single-minded  focus — and  the  intense  chive  it  takes 
to  stay  on  to{D — isn't  limited  to  those  in  the  liigh-tech  world.  It 
peiTneates  the  ranks  of  the  BW  50,  perhaps  nowhere  more  so 
than  at  No.  41-i'anked  General  Electric  Co. 
CEO  Jolin  F.  Welch,  62,  may  be  m  his  17th 
yeai'  at  the  hebn  of  the  conglomerate,  but 
he's  hardly  counting  his  days  until  retu^e- 
ment.  Indeed,  the  legendaiy  CEO  remains 
as  intense  as  ever  in  his  push  for  ever 
higher  gi'owth.  The  result:  Though  ge, 
with  $91  bOlion  in  sales,  is  more  than  twice 
as  big  as  the  next  lai-gest  company  in  the 
BW  50,  it's  gi'owing  faster  than  many  a 
sprightly  small  firm.  Sales  rose  an  im- 
pressive 15%  last  year  as  net  income 
jumped  13%.  Shareholders  have  reaped 
the  rewards — a  203.4%  return  over  the 
last  tlu-ee  yeai's. 

In  part,  ge's  surjjrising  agihty  stems 
from  a  shift  the  company  has  made  to 
take  ever  more  advantage  of  global  mai-- 
kets  and  to  move  away  from  manufactiu-- 
ing  in  favor  of  higher-mai-gined  seivices. 
But  no  matter  how  big  it  gets,  Welch  also 
makes  sure  that  ge  execs  continue  to 
sweat  the  small  stuff.  Over  the  past  two 
yeai's,  ge  has  become  immereed  in  a  com- 
panj-wide  quahty  progi'am  called  Six  Sig- 
ma, by  reducing  manufactming  and  prod- 
uct defects.  Welch  figures  ge  can  save 
hundreds  of  millions  in  costs.  "Six  Sigma 
has  spread  like  wildfire  across  the  compa- 
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TOP  TEN  (THREE-YEAR) 

AVERAGE  ANNUAL  INCREASE 

THOMAS  &BEnS  264.1% 
US  AIRWAYS  GROUP  193.1 
ADOBE  SYSTEMS  190.4 
NORTHROP 

GRUMMAN  109.7 
RAYCHEM  95.3 
BOSTON  SCIENTIFIC  87.9 
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ny,  and  it  is  transforn 
eveiything,"  says  Welch. 

That's  one  approach  ) 
generating  strong  interrl 
gi-owth.  For  U.  S.  drugma- 
ers,  success  has  come  fromi 
heavy  commitment  to  r- 
seai'ch  and  development  ail 
a  massive  distribution  n(- 
work.  The  appearance  • 
three  pharmaceutical  gian; 
on  the  BW  50 — No.  11  Sche- 
ing-Plough,  No.  12  Pfizer,  al 
No.  15  Merck — is  due  lai'ge;. 
to  their  ability  to  turn  out 
steady  stream  of  hot  ne- 
drugs.  Continued  high  le- 
els  of  new  ding  rollouts  tl, 
yeai',  thanks  to  a  faster  a- 
proval  process  at  the  Focg, 
&  Drug  Administratiol 
should  help  many  phar 
ceutical  companies  keep  mgi 
gins  high  and  gi'ow1:h  rat', 
in  double  digits. 

And  Pfizer,  for  one,  h.. 
also  shown  that  it  kno\:, 
how  to  innovate  outside  of  the  lab.  Having  built  up  a  pote 
sales  force  to  serve  up  its  own  new  chugs,  it  has  leveraged  i 
mai'keting  skills  by  signing  deals  to  help  other  companies  s( 
promising  new  products.  In  so  doing  it  ensui'es  its  mai'gins  r 
main  stellar.  Take  its  successful  joint  mai'keting  ventui'e  wi 
Wamer-Lambert  Co.  for  cholesterol  reducer  Lipitor.  Dev( 
oped  by  Wai'ner-Lambert  and  introduced  to  the  mai'ket 
Febiuaiy,  1997,  Lipitor  is  also  sold  by  1,200  Pfizer  salespeop' 
Today,  it  has  become  the  most  successful  cb'ug  introciueti( 
ever — and  Pfizer  gets  a  cut  of  the  sales.  "Our  whole  strate| 
has  been  gi'owth  thi'ough  innovation,"  says  CEO  WilUam 
Steere  Jr.  "Not  just  in  reseai'ch  but  innovation  thi'ough  clinic 
development  and  mai'keting  activity." 

Many  of  oiu'  superstai's  also  got  to  tl 
top  by  focusing  intensely  on  meeting  cu 
tomer  needs.  That's  the  case  at  Gap  Im 
The  combination  of  marketing  prowe 
with  a  never  ending  study  of  its  custome 
has  allowed  the  San  Francisco-based  clot 
ier  to  become  one  of  three  retailers 
make  it  to  this  year's  BW  50.  Sure,  tl 
strength  of  America's  shift  to  casual  we; 
helped  fuel  the  sales  and  eaiTiings  boo 
that  has  lifted  Gap  to  No.  17.  But  CEO  M 
lai-d  S.  Drexler  has  also  been  hugely  i 
fective  at  slicing  the  mai'ket  with  the  cor 
pany's  Gap,  Banana  Republic,  GapKid 
and  Old  'Navy  stores.  By  aiming  the  chaij 
at  different  age  and  income  gi'oups,  1 
has  been  able  to  attract  a  strong  foUowii 
for  each.  While  the  rest  of  the  clothir 
store  industiy  straggles  with  overcapadt 
Gap  keeps  opening  up  new  locations.  Ov( 
the  last  tliree  years,  sales  have  grown  £ 
average  20.4%. 

Maybe  it's  not  revolutionary  that 
retailer  listens  to  its  customers.  But  tl 
success  of  No.  13-ranked  Apphed  Mat' 
rials  is  also  founded  on  believing  ti 
customer  is  always  right.  The  leadir 
manufacturer  of  chipmaking  equipmen 
with  market  shares  ranging  from  30 


-$1274.2 
-930.9 
-878.0 
-853.6 
-802.1 
-567.0 
-548.5 


-399.0 
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Are  you  holding 

THE  right  MUTUAL  EUNDS? 


Charles  Schwab  ^ 

AAtjtjjaj  Fund  Report  Larit 


Scl'wab  Account 


Any  Fund  (ANYXX) 


soloa  consume.  sT^ola.  ,«.e»  M.^v  o'  the  f.,^, 
aafoiftos  comKig  from  opetailons  .n  foreign  rndrkeis  insse  r.rms 
ihem  poD"li"  «  delens.vo  holdings  when  ■■ 
added  divarsification  of  mullinationsis,  no 
funds.  Within  the  growih  potnon  of  a  ponfoh 


Overall  Rating 

Below  Average 

Th.s  fund' 


.  thip  slocks  wtlh  pf.ee  mul'iples  sign, 
rs  01  ifiQ  rna'hdi.  espdCiallv  lt•^;hl>n^oq^ 
lafoe  mulimattofial  companies  wiih  sionit.'-fl"i  ot 
ve  long  hmo'ies  of  'airly  pfadi 
lear  a  slowing  economy  o 


nings  giriwih,  inaKing 
Slowdown  in  ^orpo.aie  earm'ng.  growth  O^sp^t^^^*^^ 


Funds  fiom  Itie  Mutual  fund  Select  Utt" 

San'p'eForidBlfi/8V>  **** 

Sample  fund  C  0(88) 


■I  foflBtwfufwl  pwlor 


.  1.  r  I/-  ***«.  and  **""■ 


100  716-0500 


Consider  whai  a 
report  card  reveals. 


Below  Average 

This  fund's  rating  ot  2  stars  (out  of  5) 
indicates  that  its  performance,  when 
adjusted  for  risk,  is  below  average 
compared  to  other  domestic  slock 
funds 


MORMNGSTAR  RATING 

Mormngitay  tcift's  /iinds  on 

a  1-  (0  5-s(cir  basis 
Wouldn't  vou  like  to  know 
how  many  stais  voui  fund  has^ 


Grow™  oi  $10,000 

How  docs  the  lO-vt'ui  ('ci/oimafite 
oj your  /unci  iiu-ciMiif  up  a^uiiisl 

(hi-  calf^iDv  avciti^f?  Has  it  liclii  its 
own  against  !)cnt(imark.s  like  the 
5&P  300'  or  the  Riissdl  iOOO^" 


Sample  fund  C  (9/88) 


Schwab's  new  Mutual  Fund  Report  Cards'"' 
may  be  one  oe  the  best  ways  to  find  out. 


Fi/ND  Comparison 

How  does  your  fund  tompaie  with 
jimds  in  the  same  latcgoiy  m  terms  of 
historical  return,  txpensei  and  more?  If 
apptopnate.  we'll  surest  oitt'iiiatives 

from  our  Mutual  Fund  Select  List" 


A 


OneSource 


Lwli Jin  (Ills 
svmlvl  ivlii'it  t'viiiiiatm^ 
mulucil  furiils 


Our  Mutual  Fund  Repori  Cards  are  one-page  "snapshots  '  containing 
such  vital  information  as  your  fund's  Morningstar  Ratings,  expenses, 
historical  performance  withm  its  category',  and  long-term  growth 
record  If  appropnate,  we  even  provide  a  list  ol  alternative  lunds  in 
the  same  category.  Why  not  order  your  free  Report  Cards  loday^ 


MUTUAL  FUND  REPORT  CARDS  ARE  AVAILABLE  ON  OVER  7,300  FUNDS  FROM; 

Fidelity  •  Merrill  Lynch  •  'Vanguard  •  T  Rowe  Price  •  American  Funds 
•  Putnam  •  Prudential  •  Dean  Witter  •  And  more 


FREE. 
CALL 
TODAY. 


Vou  can  rcquesl  up  lo  three  reports 
lor  \'irLuj]iy  ;iny  lund  wheiher  or  not  those 
tunds  arc  available  through  Sehvvab 
Tliere  are  no  obligations 

1-800-225-8569 


ospectuses  containing  more  complete  information  Including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  them  carefully 
■fore  investing.  Past  performance  is  no  indication  of  ftiture  results.  (C''l^)^18  Ch.irlcs  Schwab  &  Co..  Inc.  All  rights  reserved.  Member  SIPC/W^  SE.  ('03y8-15'-12 


vww.schwab.com 


CharlesSchwab 


to  60%  in  several  key  areas,  it  involves  customers 
every  step  of  the  way  in  the  development  of  new 
products. 

A  few  years  ago,  when  C  EO  James  C.  Morgan  became 
interested  in  supplying  systems  that  make  computer  flat- 
panel  displays,  his  Japanese  team  was  able  to  persuade 
Shaip  Corp.  and  Toshiba  Coip.,  long-teiTn  customers  but 
archrivals,  to  share  their  knowledge  of  flat  panels.  That 
helped  Applied  Materials  efficiently  enter  a  whole  new 
market,  while  rapidly  giving  the  Japanese  companies  the 
equipment  they  needed.  "That  close  a  relationship — it's 
built  over  a  long  period  of  time,"  Morgan  says. 
SINGLE-MINDED  DEVOTION.  Those  kinds  of  gains  only 
come  when  a  company  knows  its  own  markets  and  cus- 
tomers well — and  focuses  intently  on  them.  That's  why 
its  no  surprise  that  a  single-minded  devotion  to  core 
markets  is  another  feature  of  many  of  our  performance 
champions.  Few  demonstrate  that  better  than  Tellabs 
Inc.  of  Lisle,  III,  which  moved  up  to  No.  7  from  No.  21. 
The  maker  of  digital  network-switching  equipment  de- 
cided years  ago  to  concentrate  on  equipment  that  is 
used  to  direct  data,  video,  and  voice  sigTials  from  one 
telephone  company's  lines  to  those  of  another.  With 
pressure  mounting  on  local  phone  companies  to  open 
their  networks  to  competitors  such  as  the  long-distance 
carriers,  Tellabs  finds  itself  "in  the  sweet  spot  of  the 
business,"  says  ceo  Michael  J.  Birck. 

Tellabs'  earlier  decision  to  concentrate  is  now  paying  off  in 
spades,  as  it  holds  off  much  larger  rivals  such  as  Northern 
Telecom  Ltd.  and  Lucent.  "We're  much  more  specialized," 
says  Bu-ck.  "Maybe  that  focus  has  given  us  a  competitive  ad- 
vantage." It  certainly  seems  so:  Tellabs,  with  $1.2  billion  in 
sales,  boosted  profits  a  sizzling  124%  last  year,  even  as  ser- 
vice providers  such  as  MCI  Communications  Corp.  and  AT&T 
lost  tens  of  millions  of  dollars.  All  told,  the  company  has  av- 
eraged annual  profits  hikes  of  47.7%  over  the  last  three 
years,  while  shareholders  rang  up  an  eye-popping  864.4% 
return. 

In  a  very  different  market,  Charles  Schwab  Corp.,  No.  31, 
also  demonstrates  the  gains  to  be  reaped  from  seeing  a 
gTowing  market  niche  and  positioning  your  company  to  take 
advantage  of  it.  Throughout  the  long-mnning  bull  market. 


Net  Margin 


Tfie  best  and  worst  margin,^ 


TOP  TEN  (1997) 
MBIA 

MGIC  INVESTMENT 

SUNAMERICA 

UST 

MICROSOFT 
INTEL 

PARAMETRIC 
TECHNOLOGY 

AMGEN 

COMPUTER 
ASSOCIATES  INTL. 

MELLON  BANK 


PERCENT 

57.2% 

37.2 

34.5 

31.3 

29.7 

27.7 

27.4 

26.8 
24.7 

23.6 


BOnOM  TEN  (1397) 
ALZA 

DOW  JONES 


PERCENT 

-56.2% 
-31.2 


HOMESTAKE  MINING  -25.6 


PLACER  DOME 
QUAKER  OATS 
FRUIT  OF  THE  LOOM 
WASTE  MGMI 
APPLE  COMPUTER 
MALLINCKRODT 
NOVELL 


-20.6 
-18.6 
-18.0 
-13.9 
-13.4 
-13.0 
-13.0 
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Return  On  Equity 

Tlie  best  and  worst  ROE 

TOP  TEN  (1997) 

BOnOM  TEN  (1997) 

PERCENT 

PERCENT 

ORYX  ENERGY 

159.3% 

TELE- 

-995.5% 

US  AIRWAYS  GROUP 

155.0 

COMMUNICATIONS 

AVON  PRODUCTS 

149.3 

QUAKER  OATS 

-347.1 

UST 

111.0 

STONE  CONTAINER 

-95.7 

GENERAL  MILLS 

100.2 

ALZA 

-86.7 

DELL  COMPUTER 

73.0 

APPLE  COMPUTER 

-70.6 

CAMPBELL  SOUP 

62.5 

UNISYS 

-62.8 

COCA-CO'tA 

56.7 

DOW  JONES 

-47.7 

KELLOGG 

56.5 

FRUIT  OF  THE  LOOM 

-46.7 

SCHERING-PLOUGH 

53.4 

MALLINCKRODT 

-32.6 

HOMESTAKE  MINING 

-31.8 

Excludes  companies  with  negative  equity 

DAIA  STANDARD  S  POOR  S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 

TllE 

Business 
Week 


Schwab  has  set  itself  up  as  the  low-cost  financial-servi 
provider  of  choice  for  millions  of  Americans. 

By  offering  eveiything  fi'om  onHne  trading  and  a  funds 
permarket  to  advice  for  befuddled  investors,  the  disco 
broker  has  kept  sales  huinming  at  a  steady  30.8%  a  yeai*  s: 
1994.  "Obviously  we  have  had  the  wind  at  our  back,"  s 
David  S.  Pottiiick,  Schwab's  co-CEo.  And  if  it  shifts?  Pottr 
admits  a  sustained  market  decline  will  hmt  Schwab's  gro 
but  says  it  will  adapt:  "People  are  always  going  to  wan 
manage  their  money  and  look  to  the  future." 

They  won't  be  the  only  ones  looking  ahead.  Indeed,  for 
vestors,  as  for  some  of  this  year's  BW  50  stars,  the  future 
already  grown  murky.  With  sub-$l,000  PCs  now  driv 
gi-owth  in  the  computer  market,  stars  such  as  Compaq 
Intel  will  have  their  mettle  tested  in  the  year  ahead.  I 
shocked  Wall  Street  when  it 
warned  in  March  that  fh'st- 
quarter  revenues  would  slip 
below  those  of  a  yeai-  earlier 
for  the  fu-st  time  in  a  decade. 
The  culprit:  Those  cheap  PCs 
leave  no  room  for  the  $250- 

plus  microprocessoi's  that  have  kept  Intel's  margins 
their  traditional  sky-high  levels.  And  with  a  glut  of  high 
priced  machines  to  unload  at  a  discount,  Compaq  recen 
announced  that  1998  profits  will  probably  fall  25%. 

Still,  Compaq  ceo  Eckliard  Pfeiffer  insists  the  reversa 
temporally.  Promising  to  be  on  track  by  midyeai',  he's  sti 
ing  to  plans  to  double  revenues  by  2000.  "We'U  continue  ( 
aggressive  market  share  strategy,"  he  says 

Brave  talk?  Perhaps.  In  any  case,  it's  inevitable  tl 
some  big  names  will  drop  from  the  BW  .50  ranks  next  yc 
So  who  will  come  out  ahead  a  year  from  now?  It's  far 
early  to  tell.  Few  could  have  predicted  the  fall  of  Coke 
Nike  a  year  ago,  or  the  surprising  rise  of  Clear  Chan 
since.  But  armed  with  a  wealth  of  information  on  the  p 
formance  of  the  500  most  watched  companies  in  Ameri 
investors  can  see  which  management  teams  have  foi: 
their  way  to  the  winner's  circle  today. 

By  Nanette  Byrnes  with  Amy  Barrett  in  Philadelpli 
Steve  Hamm  and  Andy  Reinliardt  in  San  Mateo,  Gc 
McWilliams  in  Houston,  and  bureau  reports 
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FedEK  deiiuers 
another  dav 
of  the  uie 


ii 


-J'' 


The 

LJSINE 

Week 


Whatever  your  investment  style,  there 
are  lots  of  valuable  tips  to  be  gleaned 
from  the  performance  of  the  BW  50 

Cheaper  stocks  do  better,  right? 
Wrong.  At  least  not  over  the  past  year  among  the 
500  companies  in  the  Standard  &  Poor's  stock  index. 
Cheap  stocks — defined  as  those  with  price-earnings 
ratios      below      their     industry's      average — 
actually  returned  a  bit  less  to  shareholders  than 
those  priced  at  premium  multiples.  That 
one  surprise  we  discovered  when  we 
went  back  and  checked  the  first-year 
investment  performance  of  the  com- 
panies in  BUSINESS  week's  exclusive 
rankings  of  the  S&P  500. 

The  reason  for  the  look  back  was 
simple:  the  BW  50  and  the  accompa- 
nying Performance  and  Industry 
Rankings  present  a  detailed  por- 
trait of  how  America's  top  compa- 
nies have  done  over  the  last  three 
years.  But  how  can  active  in- 
vestors use  this  wealth  of  data  to 
decide  where  to  put  money  today? 
To  determine  that,  we  analyzed  last 
year's  rankings  to  see  how  some  of  the  best — and  worst 
ranked  companies  on  last  year's  list  have  since  done  for 
shareholders.  And  whatever  your  investment  style — value, 
gi'owth,  or  somewhere  in  between — there  were  plenty  of  tips 
to  be  gleaned. 

In  the  12  months  since  we  published  last  year's  rankings, 
the  BW  50  companies  saw  their  stock  prices  rise  an  average 
of  47.7%.  That  was  well  above  the  34.7%  gain  tallied  by 
the  S&P  index  overall.  But  who  wants  to  buy  50  separate 
stocks?  The  trick  is  to  find  ways  to  sift  through  the  data  to 
select  a  smaller  number  of  companies  likely  to  deliver  top 
returns. 

The  best  place  to  stait  is  with  the  Performance  Rankings. 
With  a  quick  glance  through  each  company's  letter  grades, 
you  can  readily  see  its  individual  strengths  and  weaknesses. 
That  can  provide  plenty  of  fodder  for  screening  stocks. 
Take  Gillette  Co.,  for  instance,  which  fell  from  No.  28  to 
No.  38  this  year.  The  reason:  Despite  top  gi-ades  elsewhere, 
Gillette  received  poor  marks  for  one-year  sales  growth  and 
one-year  shareholder  returns.  Both  focus  on  the  short  term; 
over  three  years,  Gillette  gets  "A"  grades  in  both  cate- 
gories. Momentum  investors  interested  only  in  growth  would 

Companies  with  rising 
had  shareholder  returns 


likely  take  that  as  a  sigm 
to  stay  clear.  But  t'l". 
those  willing  to  bet  th.- 
1997  was  just  a  temp- 
raiy  stumble,  it  may  1 
a  lead  worth  followin. 

Or  look  at  the  ca; 
of  wireless  phone  cor| 
pany  Airtouch  Commi 
nications.  Although  tl 
long-dormant   stock  ga 
nered  a  lowly  "D"  for  shar 
holder  returns  over  the  three-ye; 
period,  its  soaring  shares  earned  an  "A"  for  investors  ovi 
the  last  12  months.  A  sign  of  a  turnaround  at  the  compan  Jst 
which  jumped  from  No.  206  to  No.  55  on  this  year 
list?  Maybe.  Airtouch  merits  an  "A"  in  nearly  every  oth  * 
category. 

For  those  who  want  more  to  go  on,  and  ai'en't  put  off  li 
some  number-crunching,  the  next  place  to  turn  is  the  I 
dustry  Rankings.  These  offer  a  far  more  detailed  portrait  ' 
how  the  S&P  500  companies  performed — and,  with  the  rigli 
analysis,  some  telltale  signs  that  may  lead  to  future  sto( 
market  profits. 

What  criteria  are  most  important?  It  depends  on  your  i 


profit  margins  in  1996 
averaging  36.2%  in  '97 


tess 
liefi 
*et-f 
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How  do  you  respond  to  complexity? 


always  liked  a  complex  challenge. 

stick  with  it  until  you  mastered 
ade  it  look  easy.  At  Andersen 
jiting,  your  talent  for  resolving 
ilexity  could  change  the  way 
lanies  do  business, 
a  leading  management  and 
ology  consulting  organization, 
3al  with  the  full  spectrum  of 
:ss  challenges.  You'll  work  with 
3r  clients  to  design  innovative, 
et-focused  business  processes 


aimed  at  delivering  the  best  possible 
end  value  to  their  customers.  Working 
with  professionals  from  diverse 
disciplines  and  backgrounds,  you'll 
help  these  companies  align  strategy 
with  people,  processes  and  tech- 
nology—a holistic  approach  that 
turns  visionary  ideas  into  successful, 
working  realities. 

It's  a  high-energy,  collaborative 
environment  where  you  can  leverage 
your  current  skills.  Quickly  build  new 


ones.  And  ultimately  shape  the 
kind  of  career  you  want.  To  explore 
opportunities,  visit  our  web  site  at 
www.ac.com/careers/explore. 

Bring  your  process  savvy  to  us. 


Andersen 
Consulting 


'n  Consulting  is  an  Equal  Opportunity  Employer  'l'  I'^'^S  Andersen  Consulting. 


LAST  YEAR'S  EXPERIENCE... 

y\le  selected  S&P  500  companies 
using  various  criteria,  and  came  up 
witli  these  12-montli  total  returns 
for  each  group 

SELECTION  CRITERION  RETURN' 

COMPANIES  WHOSE 

PROFIT  MARGINS  GREW  36,2% 

COMPANIES  IN  TOP  QUINTILE, 

RETURN  ON  INVESTED  CAPITAL  37.4 

COMPANIES  WITH  BUSINESS  WEEK 
INDUSTRY  RANK  OF  1  OR  2  40.5 

BUSINESS  WEEK  50  AVERAGE  44.5* 

S&P  500  AVERAGE  31.3 

*Minus  stocks  removed  during  the  year 


...SUGGESTS  SOME  STOCKS  TO  CONSIDER  NOW 

In  this  year's  rankings,  these  companies  fit  all 
three  of  the  criteria — wider  profit  margins,  top 
quintile  return  on  invested  capital,  and  BW  in- 
dustry rank  of  1  or  2 


COMPANY  PERFORMANCE  RANK  COMPANY 

APPLIED  MATERIALS  13 


PERFORMANCE  RANK 


AVERY  DENNISON 
CAMPBELL  SOUP 
DELL  COMPUTER 
GILLETTE 
HERSHEY  FOODS 
INTEL 
MICROSOFT 


193 
131 
2 
38 
98 
4 
1 


PFIZER 

SCHLUMBERGER 
TELLABS 
TJX 

UNITED  TECHNOLOGIES  151 
US  AIRWAYS  GROUP  14 
USX-U.S.STEELGR0UP225 


12 
18 
7 
21 


vestment  philosophy.  Value  investors  looking  for  under- 
appreciated gems  may  want  to  focus  on  stocks  with 
low  price/earnings  ratios  relative  to  industry  peers.  For 
growth-oriented  investors,  a  winning  company  may  be  one 
that  outperforms  rivals.  Digging  into  the  numbers  from 
last  year's  Industry  Rankings,  we  discovered  three  key 
guides  to  use  when  you're  ready  to  sift  through  this  year's 
data. 

RANK  WITHIN  INDUSTRY  COUNTS.  Companies  that  ranked 
No.  1  or  No.  2  in  their  industry  a  year  ago  continued  to 
outperform.  For  the  12  months  ended  Feb.  27,  they  boasted 
average  total  returns — stock  appreciation  plus  reinvested 
dividends — of  40.5%.  That's  more  than  nine  percentage 
points  above  the  s&p's  overall  average  on  the  same  basis. 
And  bottom-fishers  beware:  Companies  that  ranked  near 


Those  in  the  bottci 
fifth  returned  27.6%  j 
investors. 

Given  the  stellar  i- 
sults  produced  ; 
screening  the  S&P  c) 
companies  using  thci 
three  criteria,  wht 
kind  of  performane 
would  an  investor  gt 
by  combining  them?  t 
turns  out  that  14  coi- 
panies  on  last  yeas 
list  were  ranked  one  ( 
two  in  their  industi; 
had  growing  proic 
margins,  and  were  ,i 
the  top  fifth  in  ten!? 
of  ROic.  Had  yi 
bought  their  share, 
ycu  would  probab' 
be  very  pleased:  Oi  • 
one  of  the  14  lost  mc- 
ey  for  investors  lat 
year — Andrew  Cor , 
whose  shareholder  return  fell  26.3%.  The  group  on  avera? 
performed  splendidly,  retui-ning  56.8%.  That  relatively  sml 
universe  included  Dell  Computer  Corp.,  which  boasted 
sterling  298.9%-  return.  Yet  even  omitting  Dell,  the  other 
companies  returned  38%  on  average. 

Let's  say  you're  building  a  portfolio  today  and  want  to  £ 
ply  those  criteria  to  tliis  yeai''s  BW  50  to  find  stocks  that  m 
be  worth  researching.  Who  pops  up?  A  total  of  15  stool 
which  are  listed  in  the  second  half  of  the  table  above.  '^ 
crosoft  Corp.  and  Dell  are  there,  but  so  are  surprises  su 
as  No.  225  usx-U.S.  Steel  Group. 

So  do  top  industiy  rankings,  growing  profit  margins,  a 
high  ROIC  pi-ovide  a  passport  to  stock-market  success? 
coiu-se  not.  For  one  thing,  what  worked  so  well  in  last  yea 
vigorous  market  might  not  in  a  bear  market.  Also,  sorti: 


DATA,  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


IK 


The  bottom  feeder's  picks  would  include 
Fruit  of  the  Loom,  Polaroid,  and  Dow  Jones 


the  bottom  of  their  industries  underpertbrmed  the  s&p  again 
last  year. 

PROFIT  IVIARGINS  ARE  KEY.  One  cincial  measui'e  of  increasing 
efficiency  is  improved  profit  mai'gins.  That's  why  our  In- 
dustry Rankings  include  two  years  of  margins.  To  test  how 
that  translates  to  stock  market  gains,  we  did  a  simple  cal- 
culation: If  you  had  used  last  year's  rankings  to  pick  stocks 
with  rising  profit  margins,  how  would  your  portfolio  have 
done?  Pretty  well,  indeed.  Companies  that  boasted  margin 
growth  in  1996  turned  in  sharehoUler  returns  averaging 
36.2%  for  the  12  months  through  February.  And  only  8%-  of 
those  companies  delivered  negative  returns  for  shareholders, 
vs.  13.3%'  of  the  overall  S&P  500. 

STUDY  RETURN  ON  INVESTED  CAPITAL.  Companies  with  high 
r(^tui-n  on  investetl  capital  often  turn  in  outsize  stock  market 
y;ains.  Why?  Since  ROic  includes  profits  flowing  from  all 
iUe  money  a  business  has  working  for  it,  it  captures  most 
lu  'v  any  enterprise's  ability  to  deliver  total 
returns  to  shareholders.  That  certainly  XllE 
])roved  true  for  the  companies  on  our  1997  3y§j]\[[7J>. 
list:  Those  ranked  in  the  top  one-fifth  in 
tf-rms  of  Roir  averaged  returns  of  37.4%.  WEEK 


through  the  strong  performers  isn't  the  only  way  to  pii 
stocks. 

Wliat  if  you  prefer  to  hunt  for  bargains  near  the  bott* 
of  the  barrel?  Say  you  had  taken  the  opposite  approa 
from  that  outlined  above,  and  used  last  year's  Indust 
Rankings  to  pick  laggards  with  narrovdng  mai'gins  and  w 
had  ROic  in  the  bottom  fifth.  Turns  out  you  wouldn't  ha 
done  too  poorly  either.  You  would  now  have  a  15-sto 
portfolio  that  returned  a  better-than-average  35.7%,  power 
by  Navistar  Intei-national  Corp.'s  215.6%.  surge.  But  lea 
Navistar  out  and  the  average  retiu'n  sinks  to  22.8% — and 
of  your  stocks  would  be  underwater. 

Apply  those  criteria  to  this  year's  Industry  Ranking 
and  what  companies  would  you  be  adding  to  your  portfoli 
The  bottom  feeder's  picks  would  include  such  stocks 
Fruit  of  the  Loom,  Polaroid,  Novell,  and  Dow  Jones. 
The  market  undoubtedly  will  give  investors  new  ways 
spin  the  data  this  year.  But  as  you  bring  mon 
to  the  market  now,  applying  the  lessons  of  t 
past  year  to  today's  Industiy  and  Perfonnan 
Ranldngs  may  tilt  the  odds  in  youi'  favor 

By  Robert  Bark 


)si         ine  marK 
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Business  Week's 

Performance  Rankings 

OFTHES&P500 

jk     M  hat  makes  a  top  corporate  performer?  To  determine  how  the  companies  in  the 
m\   m  S&P  500  index  stack  up  against  one  another.  Business  Week  ranked  all  500  using 
f  \m    eight  key  criteria  of  financial  success.  We  looked  at  growth  in  sales,  profits,  and 
f     W     return  to  shareholders.  To  reward  consistency,  we  measured  performance  over 
1  one  year  and  three  years.  And  to  get  a  better  fix  on  which  companies  squeeze  the  most 
of  operations,  we  analyzed  profit  margins  and  return  on  equity.  Using  those  rankings,  we 
gned  grades  for  each  measure.  The  top  20%  received  an  A,  the  next  20%  got  a  B  and  so 
down  to  the  F  s  in  the  bottom  quintile.  Finally,  we  combined  the  individual  category  rank- 
and  added  a  weighting  for  sales  volume  to  come  up  with  our  overall  ranking. 


COMPANY 


PERFORMANCE  GRADES 


INDUSTRY  GROUP 


RANK 
1997 

TOTAL 
RETURN 
(lYEARi 

TOTAL 
RETURN 
(3  YEARS) 

SALES 
GROWTH 
(lYEAR) 

SALES 
GROWTH 
(3  YEARS) 

PROFIT 
GROWTH 
(lYEAR) 

PROFIT 
GROWTH 
(3  YEARS) 

NET 
MARGIN 

RETURN 

ON 
EQUITY 

2 

MICROSOFT 

A 

A 

A 

A 

A 

A 

A 

A 

Office  Equipment  &  Computers 

3 

DELL  COMPUTER 

A 

A 

A 

A 

A 

A 

C 

A 

Office  Equipment  &  Computers 

4 

CISCO  SYSTEMS 

A 

A 

A 

A 

B 

A 

A 

A 

Office  Equipment  &  Computers 

1 

INTEL 

C 

A 

A 

A 

A 

A 

A 

A 

Electrical  &  Electronics 

8 

COMPAQ  COMPUTER 

A 

A 

A 

A 

A 

A 

C 

B 

Office  Equipment  &  Computers 

9 

MBNA 

A 

A 

A 

A 

A 

A 

A 

A 

Banks 

21 

TELLABS 

A 

A 

A 

A 

A 

A 

A 

A 

Telecommunications 

16 

EMC 

A 

A 

A 

A 

A 

A 

A 

A 

Office  Equipment  &  Computers 

187 

COMPUTER  ASSOCIATES  INTL. 

A 

B 

B 

A 

A 

A 

A 

A 

Office  Equipment  &  Computers 

38 

MORGAN  STANLEY,  DEAN  WITTER 

A 

A 

A 

A 

B 

A 

B 

B 

Nonbank  Financial 

37 

SCHERING-PLOUGH 

A 

A 

A 

B 

B 

B 

A 

A 

Healthcare 

10 

PFIZER 

A 

A 

B 

B 

B 

B 

A 

A 

Health  Care 

77 

APPLIED  MATERIALS 

A 

A 

B 

A 

A 

A 

A 

B 

Manufacturing 

208 

US  AIRWAYS  GROUP 

A 

A 

D 

C 

A 

A 

B 

A 

Transportation 

5 

MERCK 

B 

A 

A 

B 

B 

B 

A 

A 

Healthcare 

5 

TRAVELERS  GROUP 

A 

A 

B 

A 

C 

A 

B 

B 

Nonbank  Financial 

61 

GAP 

A 

A 

A 

A 

B 

B 

B 

A 

Discount  &  Fashion  Retailing 

75 

SCHLUMBERGER 

B 

B 

A 

B 

A 

A 

B 

B 

Fuel 

24 

MERRILL  LYNCH 

B 

A 

A 

A 

B 

B 

C 

A 

Nonbank  Financial 

13 

SUN  MICROSYSTEMS 

B 

A 

A 

A 

B 

A 

C 

A 

Office  Equipment  &  Computers 
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THE  Business  Week's  Performance  Ranking: 


PERFORMANCE  GRADES 


RETURfi 

TOTAL 
RETURN 
(3  YEARS) 

SALES 
GROWTH 
(lYEAR) 

SALES 
GROWTH 
(3  YEARS) 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

RETURN 
ON 

(1  YEAR) 

(lYEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

21 

55 

TJX 

A 

A 

B 

A 

A 

A 

D 

A 

22 

14 

BRISTOL-MYERS  SQUIBB 

A 

A 

6 

C 

C 

B 

A 

A 

23 

— 

HBO 

A 

A 

A 

A 

A 

A 

B 

C 

24 

112 

CHASE  MANHATTAN 

C 

A 

B 

A 

A 

A 

A 

C 

25 

141 

CONSECO 

D 

A 

A 

A 

A 

A 

B 

C 

26 

40 

MGIC  INVESTMENT 

A 

A 

B 

A 

B 

A 

A 

B 

27 

— 

COUNTRYWIDE  CREDIT  INDUSTRIES 

B 

A 

A 

A 

A 

A 

A 

B 

28 

344 

GUIDANT 

A 

A 

A 

B 

A 

C 

B 

A 

29 

357 

PACCAR 

A 

A 

A 

B 

A 

C 

D 

A 

30 

— 

OMNICOM  GROUP 

A 

A 

A 

B 

B 

B 

C 

A 

31 

47 

NORTHERN  TELECOM 

B 

A 

A 

A 

A 

A 

C 

C 

32 

— 

CHARLES  SCHWAB 

B 

A 

A 

A 

B 

A 

B 

A 

33 

— 

PROGRESSIVE 

A 

A 

A 

A 

B 

C 

B 

B 

34 

— 

SUNAMERICA 

B 

A 

A 

B 

A 

A 

A 

C 

35 

— 

STATE  STREET 

B 

A 

A 

A 

B 

B 

A 

B 

36 



LEHMAN  BROTHERS  HOLDINGS 

A 

A 

A 

C 

A 

A 

D 

C 

37 

— 

PARAMETRIC  TECHNOLOGY 

F 

A 

A 

A 

A 

A 

A 

A 

38 

28 

GILLETTE 

C 

A 

D 

A 

A 

8 

A 

A 

39 

146 

CORESTATES  FINANCIAL 

A 

A 

D 

A 

B 

A 

A 

A 

40 

22 

NORWEST 

A 

A 

C 

B 

B 

B 

A 

B 

41 

42 

GENERAL  ELECTRIC 

B 

A 

B 

B 

C 

C 

B 

A 

42 

41 

FANNIE  MAE 

A 

A 

B 

B 

C 

C 

B 

B 

43 

119 

HALLIBURTON 

B 

B 

A 

B 

A 

A 

D 

B 

44 

98 

HOME  DEPOT 

A 

C 

A 

A 

B 

B 

D 

C 

45 

17 

FREDDIE  MAC 

B 

A 

A 

A 

C 

C 

B 

B 

46 

33 

HEALTHSOUTH 

C 

B 

A 

A 

A 

A 

B 

B 

47 

— 

CLEAR  CHANNEL  COMMUNICATIONS 

A 

A 

A 

A 

A 

A 

B 

F 

48 

193 

RITE  AID 

B 

B 

A 

A 

A 

A 

F 

D 

49 

79 

ALLSTATE 

B 

A 

D 

D 

A 

A 

A 

B 

50 

12 

NATIONSBANK 

D 

A 

A 

B 

B 

B 

A 

C 

51 



OWENS-ILLINOIS 

A 

A 

A 

C 

A 

A 

C 

B 

52 

105 

INTERPUBLIC  GROUP 

A 

B 

A 

B 

B 

A 

C 

A 

53 

149 

DAYTON  HUDSON 

A 

A 

B 

C 

A 

B 

D 

B 

54 

— 

SUMMIT  BANCORPORATION 

A 

A 

C 

A 

B 

A 

A 

C 

55 

206 

AIRTOUCH  COMMUNICATIONS 

A 

D 

A 

A 

A 

A 

A 

D 

56 



NORTHERN  TRUST 

A 

A 

B 

B 

B 

B 

A 

B 

57 

106 

CATERPILLAR 

B 

B 

B 

C 

B 

B 

B 

A 

58 

182 

NORTHROP  GRU^l^■^AN 

A 

A 

C 

B 

A 

A 

D 

C 

59 

145 

PARKER  HANNIFIN 

A 

B 

B 

B 

A 

A 

C 

B 

60 

56 

WARNER-LAMBERT 

A 

A 

B 

C 

C 

C 

B 

A 
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INDUSTRY  GROUP 

Discount  &  Fashion  Retailing 
Health  Care 

Office  Equipment  &  Computers 
Banks 

Nonbank  Financial 
Nonbank  Financial 
Nonbank  Financial 
Health  Care 
Automotive 
Service  industries 
Telecommunications 
Nonbank  Financial 
Nonbank  Financial 
Nonbank  Financial 
Banks 

Nonbank  Financial 
Office  Equipment  &  Computers 
Consumer  Products 
Banks 
Banks 

Conglomerates 
Nonbank  Financial 
Fuel 

Discount  &  Fashion  Retailing 
Nonbank  Financial 
Healthcare 

Publishing  &  Broadcasting 
Health  Care 
Nonbank  Financial 
Banks 

Containers  &  Packaging 
Service  Industries 
Discount  &  Fashion  Retailing 
Banks 

Telecommunications 
Banks 

Manufacturing 
Aerospace  &  Defense 
Manufacturing 
Health  Care 


Confusing    the    hell    o  u 


Maw  THAT  McArEE:  AssaciATES  AMD   Network  (3  e:  m  e:  r  a  i_  mave:  bezcome:   NIexwdrk  AssaciAXES. 

DaiMC3    THIMC3S    LIKE    MAKING    IT    SD    HARD    FDR    OUTSIDERS   TD    GET    I  hj  .   THEY    GO    STEAL    SOMEONE  ELSE' 


©ISIBtlelwiiiklssocioie'.Ini 


n    and  profit 


MEXWDRK    SECURITY   AND    N1 A  M  A 13  E  M  E  MX. 


,  DEiRx.  aaas.  dr  visit  www.    ai  .  com  . 


network 

ASSOCIATES 

Who's  watching  your  network 


11  I  K  S&P 


101 

26 

U.S.  BANCORP 

102 

11 

ORACLE 

103 

121 

MARRIOTT  INTERNATIONAL 

104 

272 

DANA 

105 

155 

PITNEY  BOWES 

106 

99 

CLOROX 

107 

52 

PROCTERS.  GAMBLE 

108 

59 

NATIONAL  CITY 

109 

223 

WAL-MART  STORES 

110 

101 

AUTOMATIC  DATA  PROCESSING 

111 

94 

PNC  BANK 

112 

81 

AMERICAN  EXPRESS 

113 

65 

BANK  OF  NEW  YORK 

114 

214 

COLUMBIA  ENERGY  GROUP 

115 

180 

COMERICA 

116 

255 

MEREDITH 

117 

196 

LOWE'S 

118 

245 

DRESSER  INDUSTRIES 

119 

25 

COCA-COLA 

120 

135 

HOUSEHOLD  INTERNATIONAL 

121 

152 

XEROX 

122 

273 

MASCO 

123 

'  9 1 

MBIA 

124 

65 

TEXACO 

125 

252 

FEDERATED  DEPARTMENT  STORES 

126 

280 

CASE 

127 

184 

ECOLAB 

128 

282 

THOMAS  &  BETTS 

129 

— 

ADOBE  SYSTEMS 

130 

239 

BIOMET 

131 

183 

CAMPBELL  SOUP 

132 

288 

BELL  ATLANTIC 

133 

190 

ST.  PAUL 

134 

115 

EMERSON  ELECTRIC 

135 

170 

MELLON  BANK 

136 

355 

MAYTAG 

137 

103 

FLEET  FINANCIAL  GROUP 

138 

136 

THERMO  ELECTRON 

139 

72 

PRAXAIR 

140 

130 

SUNTRUST  BANKS 

Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES  INDUSTRY  GROUP 


TOTAL 
RETURN 
tlYEAR) 

TOTAL 
RETURN 
(3  VEARS) 

GROWTH 
'I  VEARl 

SALES 
GROWTH 
(3  YEARS) 

PROFIT 
GROWTH 
(1  YEAR) 

PROFIT 
GROWTH 
I3YEARS) 

NET 
MARGIN 

RETURN 

ON 
EQUITY 

B 

w 

A 
M 

n 

p 

A 
M 

A 
M 

r 

R  ^  n  1/  c 
Da  1 1  ISb 

F 

D 

A 

A 

c 

A 

B 

A 

Office  Equipment  &  Computers 

B 

B 

A 

B 

c 

B 

D 

B 

Leisure  Time  Industries 

A 

B 

B 

C 

B 

B 

D 

B 

Automotive 

B 

A 

C 

C 

C 

C 

A 

A 

Office  Equipment  &  Computers 

D 

D 

/\ 

B 

Q 

B 

/\ 

OUI  loU  1  tier  r  lUvJUL-Lo 

B 

6 

D 

D 

c 

c 

B 

A 

Consumer  Products 

C 

B 

D 

A 

c 

B 

A 

B 

Banks 

A 

C 

B 

B 

B 

C 

D 

B 

Discount  &  Fashion  Retailing 

B 

C 

B 

B 

C 

C 

A 

B 

Office  Equipment  &  Computers 

c 

Q 

/\ 

/\ 

B 

B 

A 

c 

D 

c 

c 

B 

B 

Nonbank  Financial 

A 

A 

D 

C 

c 

c 

A 

B 

Banks 

C 

A 

A 

A 

B 

D 

C 

C 

Utilities 

A 

A 

D 

C 

B 

C 

A 

B 

Banks 

A 
n 

/\ 

B 

/\ 

B 

B 

PnhliQhinCT^  Rrrt^r\r^^ttno 
ruuiiaiiing  o£  Diuoui-Ooliiig 

A 

D 

A 

B 

B 

B 

D 

c 

Discount  &  Fashion  Retailing 

B 

B 

B 

B 

B 

B 

D 

B 

Manufacturing 

D 

B 

D 

D 

B 

B 

A 

A 

Consumer  Products 

C 

A 

C 

D 

B 

B 

A 

C 

Nonbank  Financial 

D 

D 

g 

Q 

p 

B 

B 

Q 

/\ 

Offirp  Pniiinmpnt  Rj  Pntnniifpr^ 

A 

B 

B 

F 

B 

A 

B 

B 

Housing  &  Real  Estate 

A 

B 

A 

B 

B 

C 

A 

D 

Nonbank  Financial 

D 

C 

D 

B 

A 

A 

C 

B 

Fuel 

C 

C 

D 

A 

A 

A 

D 

D 

Discount  &  Fashion  Retailing 

B 

B 

c 

B 

A 

c 

B 

Manufacturing 

B 

B 

B 

c 

B 

B 

B 

A 

Consumer  Products 

c 

C 

C 

A 

A 

A 

C 

C 

Electrical  &  Electronics 

c 

F 

B 

B 

B 

A 

A 

A 

Office  Equipment  &  Computers 

A 

C 

C 

B 

B 

B 

A 

B 

Health  Care 

D 
D 

n 

Q 

/\ 

Q 

B 

/\ 

c 

c 

D 

A 

D 

B 

B 

B 

Telecommunications 

c 

c 

C 

C 

A 

B 

A 

C 

Nonbank  Financial 

c 

c 

B 

B 

C 

C 

B 

B 

Electrical  &  Electronics 

A 

A 

F 

D 

C 

B 

A 

B 

Banks 

A 
M 

A 
M 

o 
D 

c 
r 

^ 

Q 

Q 

/\ 

B 

A 

D 

D 

B 

B 

A 

B 

Banks 

D 

C 

A 

A 

B 

A 

C 

C 

Electrical  &  Electronics 

F 

C 

C 

A 

A 

B 

B 

B 

Chemicals 

B 

A 

B 

C 

C 

C 

A 

C 

Banks 

Advanced    Data    Solutions    For    Corporate  Challenges 


Has  growth  left  gaps 
in  vour  ability  to 
communicate? 


Consult  with  Sprint's  data  experts.  Wtr  11  employ 
innovative  thinking  and  proacti\e  solutions  to  help  >ou 
cio>c  the  gaps  that  rapid  growth  creates.  Plus,  count  on  us 
to  deliver  ad\  anced  products  and  services  to  help  \  ou 
achieve  exceptional  results  across  the  board.  This  dedication 
to  meeting  \()ur  needs  is  why  we  operate  the  world  s 
largest  public  data  network  and  w  ere  the  first  carrier  to  (;fter 
commercial  Internet  service.  Because  we  bclie^e  \ou  should 
expect  nothing  less  from  a  worldwide  leader  in  data  commu- 
nications   www.sprint.com/sprintbiz  !•  800"  669- 4700 


Sprint 


We  help  your  business  do  more  business 


THE  S&P  Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES 


RETURN 

RETURN 

GROWTH 

GROWTH 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

"^on'''' 

(iYEAR)  : 

(3  YEARS) 

(1  YEAR) 

(3  YEARS) 

(lYEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

141 

207 

SHARED  MEDICAL  SYSTEMS 

B 

B 

B 

B 

B 

B 

c 

B 

142 

178 

BANKERS  TRUST  NEW  YORK 

C 

C 

C 

C 

C 

B 

B 

C 

143 

108 

INGERSOLL-RAND 

B 

B 

C 

B 

C 

B 

C 

C 

144 

350 

MANOR  CARE 

B 

C 

A 

C 

A 

B 

B 

B 

145 

238 

CHUBB 

B 

C 

A 

D 

A 

C 

B 

C 

146 

295 

HILTON  HOTELS 

D 

D 

A 

A 

A 

B 

D 

F 

147 

281 

NEW  YORK  TIMES 

B 

A 

C 

C 

A 

D 

B 

C 

14S 

205 

CRANE 

B 

B 

B 

C 

B 

B 

C 

B 

149 

226 

TEXTRON 

B 

A 

B 

D 

B 

C 

D 

B 

150 

19 

GREEN  TREE  FINANCIAL 

F 

F 

A 

A 

A 

C 

A 

A 

151 

134 

UNITED  TECHNOLOGIES 

D 

A 

D 

D 

B 

B 

D 

A 

152 

_ 

CINCINNATI  FINANCIAL 

A 

A 

C 

C 

A 

C 

A 

F 

153 

351 

DUKE  ENERGY 

C 

D 

A 

A 

D 

B 

C 

D 

154 

329 

WESTERN  ATLAS 

A 

B 

B 

C 

A 

A 

C 

D 

155 

481 

NAVISTAR  INTERNATIONAL 

A 

C 

A 

D 

A 

D 

D 

C 

156 

93 

BANC  ONE 

B 

B 

C 

B 

D 

C 

A 

C 

157 

232 

FDX 

C 

C 

6 

C 

A 

B 

D 

C 

158 

— 

EQUIFAX 

B 

B 

B 

F 

B 

C 

A 

A 

159 

124 

EXXON 

C 

C 

D 

C 

C 

B 

C 

B 

160 

84 

CHEVRON 

C 

C 

F 

D 

B 

A 

6 

B 

161 

CONSOLIDATED  STORES 

B 

A 

A 

A 

F 

B 

F 

D 

162 

241 

EATON 

C 

C 

C 

C 

A 

C 

C 

B 

163 

219 

CONSOLIDATED  NATURAL  GAS 

D 

D 

A 

A 

C 

A 

C 

C 

164 

— 

HUNTINGTON  BANCSHARES 

8 

B 

B 

B 

D 

C 

A 

C 

165 

125 

BENEFICIAL 

A 

A 

C 

C 

D 

B 

B 

C 

166 

133 

HONEYWELL 

D 

B 

B 

C 

B 

B 

C 

B 

167 

73 

McGRAW-HILL 

B 

B 

B 

C 

F 

B 

B 

B 

168 

85 

REPUBLIC  NEW  YORK 

C 

B 

B 

B 

C 

C 

A 

D 

169 

393 

AETNA 

F 

D 

A 

B 

A 

B 

D 

D 

170 

140 

MARSH  &  Mclennan 

B 

B 

A 

A 

D 

D 

C 

D 

171 

91 

ATLANTIC  RICHFIELD 

C 

D 

F 

C 

B 

A 

B 

B 

172 

147 

UNOCAL 

F 

D 

B 

F 

A 

A 

B 

A 

173 

137 

AIR  PRODUCTS  &  CHEMICALS 

D 

C 

B 

C 

B 

B 

B 

B 

174 

95 

GTE 

D 

C 

C 

D 

D 

D 

B 

A 

175 

406 

SUPERVALU 

A 

C 

D 

F 

A 

A 

F 

B 

176 

175 

AMR 

A 

C 

D 

D 

D 

A 

C 

C 

1 77 

i  nPKMFPn  MARTIN 

p 

D 

D 

r 
\^ 

Q 

/\ 

178 

148 

MINNESOTA  MINING  &  MFG. 

F 

D 

C 

F 

A 

B 

A 

A 

179 

89 

NEWELL 

C 

C 

B 

B 

C 

C 

B 

B 

180 

321 

WORLDCOM 

B 

A 

A 

A 

C 

F 

D 

F 

INDUSTRY  GROUP 

Office  Equipment  &  Computers 
Banks 

Manufacturing 
Healthcare 
Nonbank  Financial 
Leisure  Time  Industries 
Publishing  &  Broadcasting 
Service  Industries 
Conglomerates 
Nonbank  Financial 
Aerospace  &  Defense 
Nonbank  Financial 
Utilities 
Fuel 

Automotive 
Banks 

Transportation 
Nonbank  Financial 
Fuel 
Fuel 

Discounts  Fashion  Retailing 
Electrical  &  Electronics 
Utilities 
Banks 

Nonbank  Financial 
Electrical  &  Electronics 
Publishing  &  Broadcasting 
Banks 

Nonbank  Financial 
Nonbank  Financial 
Fuel 
Fuel 

Chemicals 
Telecommunications 

Food 

Transportation 
Aerospace  &  Defense 
Manufacturing 
Manufacturing 
Telecommunications 
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IT  CHARMS  ITS  PREY] 
STRIKES  QUICKLY 
AND  DISAPPEAR 


IT' 
TYPICA 


DUR 
USINES 


(Smoothus  Talkus  Reptilius) 


t  make  any  sudden  moves.  Keep  your  ears  open, 
trust  your  mstmcts.  That  s 
3est  advice  we  can  give 
meone  lookins  for  a  new 


less  management  system, 
iwson  Software,  we  encourage 
to  take  your  time.  Talk  to  the 
?nt  customers  ot  every  software 
der  you're  considering.  Find  out  whether 
?  features  you  saw  in  the  demo  are 
illy  up  and  running  elsewhere.  Ask 
t  service  and  support.  And,  of  course, 
ibout  the  products.  Are  they  fully 
rated?  Process  oriented?  Web  accessible?  " 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  tinancials,  human  resources,  procurement 
"■'T^'*^.^^  ^  ^j^^  supply  chain  process  suites 
l^'^  *^  '  "jlfc,  lead  the  industry  in  providing 

innovative  ways  to  gather,  process  anci 


.411-. 


access  vital  mtormation.  We  were  the 
tirst  to  utilize  web  technology,  enabling 
our  customers  to  share  intormation  more  freely 
anci  cost-eftectively.  Our  Selt-Evident  Applications™ 
practically  eliminate  training  costs.  And  our 
people  are  known  tor  their  accessibility  anci 
/r^Sj."^       straightforwardness.  In  other  worcis, 
we  don't  bite. Visit  Lawson  Software  at 
www.lawson.com/o;uide  or  call  l-8()(l-477-] 357. 


EADING    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE 


awson  Sottware 


UUMSON 

Software- 


TM 


THE  S&!P  Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES 


TOTAL 

TOTAL 

SALES 

SALES 

PROFIT 

PROFIT 

RETURN 

RETURN 

RETURN 

GROWTH 

GROWTH 

GRO)«TH 

GRO)«TH 

NET 

ON 

(lYEAR) 

(3  YEARS) 

(lYEARl 

(3  YEARS) 

(lYEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

181 

316 

VIACOM 

B 

F 

c 

A 

A 

A 

D 

F 

182 

— 

COGNIZANT 

B 

INC 

c 

F 

B 

A 

A 

A 

183 

341 

ALLTEL 

C 

D 

D 

D 

A 

B 

A 

A 

184 

225 

KEYCORP 

C 

B 

C 

D 

B 

D 

A 

B 

185 

161 

U  S  WEST  COMMUNICATIONS  GROUP 

B 

B 

D 

D 

D 

D 

6 

A 

186 

250 

LIZ  CLAIBORNE 

C 

A 

C 

D 

B 

A 

C 

B 

187 

143 

SHERWIN-WILLIAMS 

D 

C 

A 

B 

B 

C 

C 

C 

188 

144 

ALLIEDSIGNAL 

D 

B 

0 

D 

B 

B 

B 

A 

189 

216 

UNITED  HEALTHCARE 

D 

D 

B 

A 

B 

B 

D 

D 

190 

270 

GENERAL  DYNAMICS 

C 

C 

B 

C 

B 

C 

C 

B 

191 

166 

MCDONALD'S 

C 

D 

C 

C 

C 

C 

A 

B 

192 

366 

H.F.  AHMANSON 

B 

A 

F 

D 

A 

D 

B 

C 

193 

132 

AVERY  DENNISON 

C 

A 

D 

D 

B 

B 

C 

A 

194 

— 

APACHE 

F 

D 

A 

A 

B 

A 

A 

D 

195 

67 

BURLINGTON  NORTHERN  SANTA  FE 

D 

C 

D 

A 

D 

A 

B 

C 

196 

220 

AUTOZONE 

D 

F 

A 

A 

B 

B 

C 

B 

197 

70 

RAYCHEM 

F 

C 

C 

C 

B 

A 

A 

A 

198 

263 

TORCHMARK 

A 

B 

C 

D 

C 

C 

A 

B 

199 

437 

HARTFORD  FINANCIAL  SERVICES  GROUP 

C 

INC 

C 

D 

C 

A 

B 

A 

200 

203 

TIMKEN 

C 

C 

C 

C 

B 

A 

C 

C 

201 

276 

CENTEX 

A 

A 

D 

D 

A 

C 

D 

C 

202 

118 

CIGNA 

C 

B 

C 

F 

C 

A 

C 

C 

203 

138 

JOHNSON  CONTROLS 

C 

B 

B 

B 

D 

C 

F 

C 

204 

76 

WELLS  FARGO 

F 

C 

C 

A 

C 

C 

A 

D 

205 

362 

UNUM 

C 

B 

F 

D 

A 

A 

B 

C 

206 

260 

AON 

B 

B 

A 

C 

C 

D 

D 

D 

207 

244 

KROGER 

A 

A 

C 

D 

B 

B 

F 

F 

208 

123 

AVON  PRODUCTS 

D 

B 

C 

D 

C 

C 

C 

A 

209 

122 

J. P.  MORGAN 

D 

C 

B 

B 

D 

C 

B 

D 

210 

127 

GOLDEN  WEST  FINANCIAL 

C 

B 

B 

B 

D 

B 

A 

C 

211 

— 

MERCANTILE  BANCORPORATION 

B 

B 

A 

A 

D 

C 

B 

D 

212 

286 

GENERAL  MOTORS 

C 

C 

C 

F 

A 

D 

D 

A 

213 

74 

PHILIP  MORRIS 

F 

B 

D 

F 

C 

C 

B 

A 

214 

63 

KIMBERLY-CLARK 

F 

B 

F 

B 

F 

A 

C 

B 

215 

102 

SBC  COMMUNICATIONS 

B 

C 

C 

A 

F 

D 

C 

C 

216 

159 

WACHOVIA 

C 

B 

C 

B 

D 

D 

A 

C 

217 

259 

W.W.  GRAINGER 

D 

D 

B 

C 

C 

B 

C 

B 

213 

128 

PIONEER  HI-BRED  INTERNATIONAL 

B 

A 

D 

C 

C 

C 

A 

B 

219 

378 

CINCINNATI  MILACRON 

B 

D 

B 

B 

B 

B 

D 

B 

220 

254 

SIGMA-ALDRICH 

C 

C 

C 

C 

C 

C 

A 

C 

INDUSTRY  GROUP 

Leisure  Time  Industries 
Service  Industries 
Telecommunications 
Banks 

Telecommunications 
Consumer  Products 
Housings  Real  Estate 
Conglomerates 
Health  Care 
Aerospace  &  Defense 
Leisure  Time  Industries 
Nonbank  Financial 
Containers  &  Packaging 
Fuel 

Transportation 

Discount  &  Fashion  Retailing 
Electrical  &  Electronics 
Nonbank  Financial 
Nonbank  Financial 
Manufacturing 
Housing  &  Real  Estate 
Nonbank  Financial 
Manufacturing 
Banks 

Nonbank  Financial 
Nonbank  Financial 
Food 

Consumer  Products 
Banks 

Nonbank  Financial 

Banks 

Automotive 

Consumer  Products 

Paper  &  Forest  Products 

Telecommunications 

Banks 

Service  Industries 
Food 

Manufacturing 
Healthcare 
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Or  Check  The  Yellow  Pages 
For  The  Office  Nearest  You 
www.OLDE.com 


^OLDE 

America's  Full  Service  Discount  Broker 


Your  time  is  as  valuable  as  your  money.  That's  why  OLDE  offers  pn 
savings.  Most  discount  brokerage  firms  don't  provide  advice:  OLDE  d( 

firms,  OLDE  also  offers  significant  cost  savings.  This 
1^         commissions  gives  OLDE  the  unique  ability  to  help  you  sa 
^^^^    major  national  brokerage  firm  provides. 

■  With  OLDE,  your  investment  needs  can  be  met  wit] 

i  I  advice  or  commission  savings  alone;  you'll  receive  k 

:     m  M^l  home,  start  a  business,  invest  for  your  children's  educ 

_^J*'  with  an  extensive  selection  of  investment  choices  am 
•  Money  market  funds 

■  •  Stocks,  bonds,  mutual  funds  and  ur 

J.  ,                             •  Secured  client  access  to  ac 


No  annual  fee  tradi 


Small  busine 
•  Tax-fret 
•  Acc 


THE  S&P  Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES 


INDUSTRY  GROUP 


TOTAL 
RETURN 

TOTAL 
RETURN 

SALES 
GROWTH 

SALES 
GROWTH 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

nc  1  u  nil 
ON 

1 1  YEAR) 

(3  YEARS) 

(1  YEAR) 

(3  YEARS) 

(lYEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

221 

313 

ASHLAND 

c 

c 

c 

c 

A 

c 

F 

D 

Fuel 

222 

172 

UNION  CARBIDE 

F 

D 

c 

c 

B 

c 

B 

A 

Chemicals 

223 

197 

MATTEL 

A 

B 

c 

B 

D 

D 

C 

C 

Leisure  Time  Industries 

224 

189 

ALUMINUM  CO.  OF  AMERICA 

F 

C 

D 

C 

A 

C 

C 

B 

Metals  &  Mining 

225 

386 

USX-U.S.  STEEL  GROUP 

D 

F 

D 

D 

A 

B 

C 

A 

Metals&  Mining 

226 

126 

SPRINT 

B 

A 

C 

C 

D 

D 

C 

D 

Telecommunications 

227 

49 

AMGEN 

F 

D 

C 

B 

D 

A 

A 

A 

Health  Care 

228 

410 

HUMANA 

C 

F 

A 

A 

A 

F 

F 

D 

Health  Care 

229 

269 

KING  WORLD  PRODUCTIONS 

B 

D 

D 

B 

C 

B 

A 

B 

Leisure  Time  Industries 

230 

258 

CORNING 

D 

D 

B 

F 

B 

C 

B 

A 

Manufacturing 

231 

251 

CINERGY 

F 

D 

A 

B 

C 

B 

B 

C 

Utilities 

232 

242 

SYSCO 

B 

D 

D 

C 

C 

C 

F 

A 

Food 

233 

120 

ALLEGHENY  TELEDYNE 

F 

B 

F 

B 

A 

D 

C 

A 

Conglomerates 

234 

419 

TENNECO 

D 

F 

B 

A 

A 

C 

D 

C 

Conglomerates 

235 

284 

WM.  WRIGLEY  JR. 

C 

C 

C 

C 

B 

D 

A 

A 

Food 

236 

129 

GENERAL  RE 

C 

D 

F 

A 

C 

C 

B 

D 

Nonbank  Financial 

237 



ANADARKO  PETROLEUM 

0 

D 

A 

B 

C 

A 

A 

D 

Fuel 

238 

303 

HARRIS 

B 

B 

C 

D 

B 

B 

C 

C 

Electrical  &  Electronics 

239 

268 

TIMES  MIRROR 

D 

A 

F 

F 

B 

B 

C 

A 

Publishing&  Broadcasting 

240 

414 

TIME  WARNER 

A 

C 

A 

A 

D 

F 

F 

F 

Publishing  &  Broadcasting 

241 

299 

SAFECO 

C 

C 

B 

C 

D 

C 

B 

D 

Nonbank  Financial 

242 

283 

B.F.GOODRICH 

C 

B 

A 

B 

D 

B 

D 

D 

Chemicals 

243 

311 

PEPSICO 

D 

C 

D 

F 

A 

D 

C 

A 

Consumer  Products 

244 

200 

SNAP-ON 

D 

C 

B 

C 

B 

B 

B 

C 

Manufacturing 

245 

86 

CITICORP 

D 

A 

C 

F 

D 

D 

B 

C 

Banks 

246 

399 

J. C.  PENNEY 

B 

C 

A 

C 

C 

F 

F 

D 

Discount  &  Fashion  Retailing 

247 

224 

RALSTON  PURINA 

D 

B 

D 

F 

B 

B 

B 

B 

Food 

248 

194 

SEARS, ROEBUCK 

F 

B 

C 

C 

D 

C 

D 

B 

Discount  &  Fashion  Retailing 

249 

18 

ANDREW 

F 

D 

C 

B 

C 

A 

A 

B 

Electrical  &  Electronics 

250 

361 

HOUSTON  INDUSTRIES 

D 

D 

A 

A 

D 

D 

C 

D 

Utilities 

251 

237 

CENDANT 

A 

B 

A 

A 

F 

D 

F 

F 

Service  Industries 

252 

261 

VF 

B 

C 

D 

F 

B 

C 

C 

B 

Consumer  Products 

253 

229 

AT&T 

A 

C 

D 

F 

D 

D 

B 

B 

Telecommunications 

254 

447 

PG&E 

B 

D 

A 

B 

D 

F 

D 

D 

Utilities 

255 

— 

KLA-TENCOR 

D 

D 

C 

A 

D 

A 

B 

D 

Electrical  &  Electronics 

25S 

57 

ROYAL  DUTCH  PETROLEUM 

C 

C 

F 

C 

D 

C 

C 

C 

Fuel 

.....  -, 

326 

AMERICAN  GREETINGS 

B 

D 

c 

D 

B 

c 

B 

c 

Leisure  Time  Industries 

258 

•iOl 

ORYX  ENERGY 

C 

C 

D 

D 

C 

D 

A 

A 

Fuel 

259 

28b 

MAY  DEPARTMENT  STORES 

C 

C 

C 

F 

C 

D 

C 

B 

Discount  &  Fashion  Retailing 

260 

210 

BECTON,  DICKINSON 

C 

B 

D 

D 

C 

C 

B 

B 

Health  Care 
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ts  at 
els 
3. ..4! 


Now  you  can  add  a  free 
night  stay  to  the  amenities  you'll 
enjoy  at  Four  Points*  Hotels  by  Sheraton. 
Because  in  addition  to  the  on-site  restaurant,  room 
service,  fitness  center,  and  flexible  meeting  rooms  you'll  find 
at  each  of  our  over  70  locations,  earning  a  free  night  has  never 
been  easier. 

Here's  how  it  works.  Simply  show  your 
Sheraton  Club  International  membership  card 
when  you  check  in.  (If  you  aren't  already  an  SCI 
member,  becoming  one  is  only  a  matter  of 
dialing  1-800-247-CLUB  (2582)  or  picking 
up  an  application  form  at  any  Four  Points 


„  „  T  e  > 


S\veraton 


Hotel  front  desk.)  What's  more, 
^    as  an  SCI  member  you'll  earn  SCI 
ClubMlles  as  well  as  a  full  range  of  othe 
benefits.  Then,  every  stay  at  any  Four  Points  Hotel 
between  now  and  December  31, 1998  counts  towards  the 
free  night  award.  If  you  stay  eight  times,  you'll  earn  two 
free  nights.  In  fact,  you  can  earn  up  to  five  free  nights.  And 
it's  so  easy  you  can  do  it  in  your  sleep,  in  a 
meeting,  working  out,  or  even  over  a  meal. 
For  reservations  or  information  about 

J^Q-Qj»  PqI^JYI^^"    ^"     f^^'^^^  yoi''"  fi"''  f^ouf  Points  Hotels  call 

1-800-247-CLUB  (2582),  or  your  travel  professional, 
or  visit  our  web  site  at  www.fourpoints.com. 


HOTELS 


Sheraton 


A    REAL    HOTEL    YOU    CAN    REALLY  AFFORD/" 

Participate  in  the  exclusive  Stay-4-Free  offer  to  earn  free  nights  at  Four  Points  Hotels.  Join  ITT  Sheraton  Club  interna- 
tional and  enter  a  world  of  generous  rewards  and  personal  recognition.  Call  1-800-247-CLUB  (2582)  in  the  US  or  Canada 
or  visit  our  web  site. 

s  nust  receive  SCI  credit  for  stays  to  qualify.  Uaumum  of  five  free  night  awards  per  member  Free  nights  redeemable  at  Four  Points  Hotels  only,  subject  to  availability  See  certificate  tor  full  terms  and  conditions.  All 
SCI  terns  aad  comfitkms  apply. 


How  does  a 
global  corporation 
enhance  life? 

At  Novartis,  it  s  a  question  of 
Life  Sciences.  As  the  world's 
leading  Life  Sciences  company, 
we  are  applying  New  Skills  in 
every  aspect  of  Life  Sciences 
to  meet  the  needs  of  billions 
of  people  around  the  world. 
Olivia  Bradley  is  one  of  88,000 
Novartis  employees  in  the 
fields  of  healthcare,  agricul- 
ture and  nutrition  who  arc 
using  advanced  research, 
innovative  technologies  and 
new  medicines  and  treatments 
to  solve  life"^  challenges. 


i})  NO  VARUS 


Novartis. 

We're  with  you  ...tor  life. 


Healthcare         Agribusiness  Nutrition 


new  skills  in  the  science  of  life 


www.novartis.com 


THE  S&P  Business  Week's  Performance  Rankings 


FERFOmiANCC  OtADES 


TOTAL 
RETURN 

TOTAL 
RETURN 
'5YEARS) 

SALES 
GROWTH 

SALES 
GROWTH 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

RETURN 
ON 

:i  year; 

(lYEAR) 

(3  YEARS) 

(lYEAR) 

(3  YEARS! 

MARGIN 

EQUITY 

261 

23 

PHILLIPS  PETROLEUM 

D 

D 

F 

c 

D 

A 

c 

B 

262 

164 

PPG  INDUSTRIES 

D 

C 

D 

D 

D 

C 

B 

A 

263 

296 

SOUTHERN 

D 

D 

A 

B 

D 

D 

B 

D 

264 

377 

W.R.  GRACE 

A 

B 

F 

F 

B 

F 

C 

A 

265 

249 

ALBERTSON'S 

C 

D 

C 

D 

C 

C 

D 

A 

266 

131 

HARNISCHFEGER  INDUSTRIES 

F 

F 

D 

A 

B 

A 

D 

B 

267 

163 

USX-MARATHON  GROUP 

B 

B 

F 

B 

F 

B 

D 

C 

268 

305 

TRANSAMERICA 

C 

B 

C 

F 

C 

C 

B 

D 

269 

247 

AEROQUIP-VICKERS 

A 

B 

D 

D 

D 

C 

D 

B 

270 

157 

MOBIL 

D 

C 

F 

D 

C 

B 

D 

C 

271 

352 

FLEETWOOD  ENTERPRISES 

A 

B 

D 

F 

B 

D 

D 

B 

272 

154 

ROHM  &  HAAS 

D 

C 

F 

D 

C 

B 

B 

A 

273 

368 

NACCO INDUSTRIES 

A 

B 

F 

D 

B 

C 

D 

C 

274 

398 

BLACK  &  DECKER 

A 

C 

F 

F 

A 

B 

D 

C 

275 

421 

NORDSTROM 

A 

D 

C 

C 

B 

D 

D 

C 

276 

309 

FPL  GROUP 

C 

C 

C 

D 

C 

D 

B 

D 

277 

360 

CONAGRA 

D 

C 

F 

F 

A 

D 

D 

A 

278 

327 

NUCOR 

D 

F 

B 

C 

B 

C 

C 

C 

279 

462 

KAUFMAN  &  BROAD  HOME 

A 

C 

D 

B 

D 

C 

D 

C 

280 

379 

AMP 

D 

F 

D 

C 

A 

D 

C 

C 

281 

334 

FIRSTENERGY 

B 

D 

B 

D 

C 

D 

B 

D 

282 

217 

DOW  CHEMICAL 

D 

D 

F 

F 

D 

B 

B 

A 

283 

318 

CVS 

A 

B 

B 

B 

F 

F 

F 

F 

284 

179 

AMERICAN  GENERAL 

B 

C 

D 

A 

D 

D 

C 

D 

285 

445 

GOODYEAR  TIRE  &  RUBBER 

C 

C 

F 

F 

A 

F 

D 

C 

288 

60 

AMOCO 

F 

D 

F 

C 

D 

B 

B 

C 

287 

314 

BROWN-FORMAN 

C 

I  c 

D 

D 

C 

C 

B 

A 

288 

234 

CABLETRON  SYSTEMS 

F 

F 

C 

A 

B 

C 

A 

C 

289 

330 

ARMSTRONG  WORLD  INDUSTRIES 

D 

C 

D 

F 

C 

A 

B 

A 

290 

181 

BEMIS 

D 

D 

B 

C 

C 

C 

C 

C 

291 

302 

COOPER  INDUSTRIES 

C 

D 

F 

D 

B 

C 

C 

C 

292 

457 

ADOLPH  COGRS 

B 

C 

D 

D 

A 

C 

D 

D 

293 

100 

ANHEUSER-BUSCH 

D 

C 

D 

F 

C 

C 

B 

A 

294 

336 

KELLOGG 

C 

D 

D 

F 

C 

D 

B 

A 

295 

58 

DUPONT 

D 

D 

D 

F 

D 

C 

B 

296 

262 

NICOR 

C 

i  C 

C 

C 

C 

C 

C 

B 

2<37 

337 

NALCOCHEMICt!' 

D 

F 

B 

F 

C 

B 

B 

A 

2S8 

325 

EDISON  INTERNATlLi  AL 

C 

C 

C 

D 

D 

D 

B 

D 

299 

356 

CONSOLIDATED  EDISON 

B 

C 

D 

D 

C 

D 

B 

D 

300 

275 

FREEPORT-McMORAN  COPPE,  &  GOLD 

F 

INC 

D 

B 

C 

B 

B 

B 

INDUSTRY  GROUP 

Fuel 

Housings  Real  Estate 
Utilities 
Manufacturing 
Food 

Manufacturing 
Fuel 

Nonbank  Financial 

Manufacturing 

Fuel 

Housing  &  Real  Estate 

Chemicals 

Manufacturing 

Manufacturing 

Discounts  Fasliion  Retailing 

Utilities 

Food 

Metals  &  Mining 

Housings  Real  Estate 

Electrical  &  Electronics 

Utilities 

Chemicals 

Health  Care 

Nonbank  Financial 

Automotive 

Fuel 

Consumer  Products 
Office  Equipment  &  Computers 
Consumer  Products 
Containers  &  Packaging 
Electrical  &  Electronics 
Consumer  Products 
Consumer  Products 
Food 

Chemicals 

Utilities 

Chemicals 

Utilities 

Utilities 

MetalsS  Mining 
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THE 


F  I 

T  I 


L  I  T  Y 


O  T  H  IRA 


Whatever  the  future  brings, 
there  is  one  sure  thing. 
The  Fidelity  Roth  IRA. 


3  0  yea rs* 


What  will  the  jutuiv  hnng?  One  thing'<,  foi  suf'c\  With  a  Fiddity  Roth  IRA,  you  can  nuiximizc 
your  rt'tiicmcnt  savings  with  (ax-/ifc-  earnings  and  distributions,  assuniing  eligibility  and 
certain  withdrawal  requirements  are  met.^  Choose  jrom  stocks,  bonds,  Fidelitv  funds,  or 
junds  jrom  other  well  known  jund  jamilies  through  Fidelity's  FundsNetwork'"'  Call  now. 
The  future's  right  around  the  corner 


CALL  1-800-FI 


L  I  T  Y 


TODAY    FOR    AN    IMMEDIATE    ROTH    IRA  EVALUATION 

OR  VISIT  WWW.FiDELiTY.COM   OR  AN   INVESTOR  C 


Fidelity 


Inuestments 


Don't  forget  the 
April  15  deadline 
for  your  1997 
Traditional  IRA 
contribution. 


WHERE  12  MILLION  INVESTORS  PUT  THEIR  TRUST. 


For  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  expenses,  call  for  a  free  prospectus.  Please  read  it  carefully 
before  you  invest  or  send  money 

TDD  SERVICE:  f-800-544-0118  for  the  deaf  and  hearing-impaired  9  a.m.  -  9  p.m.  ET. 

'Eligibility  For  a  Roth  IRA  is  subject  to  income  limits  All  conirihulions  to  a  Roth  IRA  are  non-deduclible,  and  distributions  are  ta.\-liee  and  penally-lree  pio\  ided 
certain  requirements  are  met.  -For  more  complete  inlonnalion  on  the  FundsNelwork  program,  call  for  .1  FundsNclwork  Pcijoimaiuc  DiH\lor\  Fidelity  Brokerage 
Services,  Inc.  Member  NYSE,  SIPC.  Fidelity  Distributors  Corporation 

*The  values  compared  above  assume  a  hypothetical  $2,000  antiual  investment  at  the  beginning  ol  each  year  a  9%  average  annual  rate  of  return,  28%  lederal  la.\  bracket 
during  accumulation  and  at  the  time  ol  distribution  The  taxable  account  is  invested  alter-ta.\  and  the  earnings  are  ta.xed  every  year  with  the  tax  liabilily  deducted  from 
the  balance  The  Roth  IRA  value  includes  non-deductible  contributions  which  grow  and  are  distributed  tax-free  and  penalty-free  at  the  end  of  the  specihed  penod.  The 
hypothetical  example  is  for  illustrative  purposes  only  and  does  not  represent  the  performance  of  any  Fidelity  product  2d/491')7  tXM 


riMiMwni^il 


THE  S&P  Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES 


TOTAL 
RETURN 

TOTAL 
RETURN 

SALES 
GROWTH 

SALES 
GROWTH 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

RETURN 
ON 

(lYEAR) 

(3  YEARS) 

(lYEAR) 

(3  YEARS) 

(IVEAR) 

(3  YEARS) 

MARGIN 

EQUITY 

301 

256 

TEXAS  UTILITIES 

F 

D 

A 

B 

D 

D 

B 

D 

302 

317 

MONSANTO 

A 

A 

A 

F 

F 

F 

D 

D 

303 

426 

COMCAST 

A 

B 

A 

A 

F 

F 

F 

F 

304 

365 

WINN-DIXIE  STORES 

A 

C 

D 

D 

D 

D 

F 

C 

305 

173 

SONAT 

F 

D 

A 

A 

D 

C 

D 

D 

306 

87 

ALBERTO-CULVER 

F 

C 

C 

B 

C 

B 

D 

c 

307 

215 

TENET  HEALTHCARE 

B 

B 

B 

A 

F 

F 

F 

F 

308 

107 

BESTFOODS 

C 

B 

F 

D 

D 

C 

D 

B 

309 

209 

GENERAL  MILLS 

D 

D 

D 

D 

D 

C 

C 

A 

310 

450 

H&R  BLOCK 

A 

D 

A 

F 

B 

D 

B 

D 

31 1 

27 

ELI  LILLY 

B 

A 

B 

B 

F 

F 

F 

F 

312 

69 

CHRYSLER 

D 

c 

F 

D 

D 

D 

D 

A 

313 

264 

GENUINE  PARTS 

D 

D 

D 

C 

C 

C 

C 

B 

314 

340 

SAFETY-KLEEN 

B 

D 

C 

C 

C 

C 

C 

C 

315 

156 

CROWN  CORK  &  SEAL 

F 

F 

D 

A 

C 

A 

D 

D 

316 

192 

BOEING 

D 

B 

A 

A 

F 

F 

F 

F 

317 

153 

BAKER  HUGHES 

D 

C 

A 

B 

F 

D 

D 

F 

318 

88 

LOEWS 

F 

C 

F 

B 

F 

A 

D 

D 

319 

176 

BAXTER  INTERNATIONAL 

C 

C 

B 

C 

F 

D 

D 

D 

320 

298 

MICRON  TECHNOLOGY 

F 

F 

B 

A 

C 

F 

B 

D 

321 

315 

AMERICAN  ELECTRIC  POWER 

D 

D 

c 

D 

c 

D 

B 

c 

322 

LUCENT  TECHNOLOGIES 

A 

INC 

B 

B 

F 

F 

F 

D 

323 

266 

UST 

C 

F 

D 

D 

D 

D 

A 

A 

324 

292 

RAYTHEON 

C 

D 

B 

C 

F 

D 

D 

D 

325 

382 

GPU 

C 

D 

D 

D 

B 

B 

B 

D 

326 

381 

DOMINION  RESOURCES 

D 

F 

A 

B 

D 

D 

c 

F 

327 

413 

AMEREN 

F 

F 

F 

A 

C 

C 

B 

C 

328 

363 

DATA  GENERAL 

D 

B 

B 

C 

A 

F 

D 

D 

329 

151 

ENRON 

D 

D 

A 

A 

F 

F 

F 

F 

330 

435 

TOYS  'R'  US 

F 

F 

B 

C 

B 

C 

D 

D 

331 

441 

DTE  ENERGY 

c 

D 

D 

F 

A 

D 

B 

D 

332 

291 

NORFOLK  SOUTHERN 

D 

D 

D 

F 

C 

C 

A 

C 

333 

492 

BETHLEHEM  STEEL 

B 

F 

F 

F 

C 

A 

C 

B 

334 

332 

BURLINGTON  RESOURCES 

F 

F 

F 

A 

D 

A 

A 

D 

335 

346 

ENTERGY 

D 

D 

A 

B 

F 

D 

D 

F 

336 

359 

NATIONAL  SERVICE  INDUSTRIES 

B 

B 

F 

F 

c 

c 

c 

B 

337 

290 

PACIFICORP 

D 

D 

A 

A 

F 

F 

D 

F 

338 

412 

TANDY 

A 

C 

F 

D 

D 

D 

D 

B 

339 

174 

ONEOK 

C 

B 

F 

B 

C 

B 

D 

F 

340 

104 

COASTAL 

B 

B 

F 

F 

D 

B 

D 

D 

INDUSTRY  GROUP 

Utilities 
Chemicals 

Publishing  &  Broadcasting 

Food 

Utilities 

Consumer  Products 
Health  Care 
Food 
Food 

Nonbank  Financial 
Health  Care 
Automotive 
Sen/ice  Industries 
Service  Industries 
Containers  &  Packaging 
Aerospace  &  Defense 
Fuel 

Nonbank  Financial 
Health  Care 

Electrical  &  Electronics 
Utilities 

Telecommunications 

Consumer  Products 

Electrical  &  Electronics 

Utilities 

Utilities 

Utilities 

Office  Equipment  &  Computers 

Service  Industries 

Discount  &  Fashion  Retailing 

Utilities 

Transportation 

Metals  &  Mining 

Fuel 

Utilities 

Electrical  &  Electronics 
Utilities 

Consumer  Products 

Utilities 

Fuel 


110  riUSINESS  Vi/EEK  /  MARCH  30,  1998 


□Cisco 

Powered  Network 


THERE  ARE  LOTS  OF 

WAYS 

FOR  YOUR  BUSINE 

iSS 

TO  ENTER  THE  INTE 

RNET. 

THIS  IS  THE  DOOR 
THE  BUILDERS  PUT  IN. 


The  promise  of  networked  commerce. 
Stronger  customer  relationships.  The 
abihty  to  rapidly  respond  to  a  constantly 
changing  marketplace. 

Where  there's  a  reason  to  put  your 
business  on  the  Internet,  there's  a  reason 
to  rely  on  the  expertise,  strength  and 
security  of  Cisco  Systems  —  the  company 
that  brought  the  Internet  to  business. 

Look  for  the  Cisco  Powered  Network  ' 
mark.  It  means  your  network  service 
provider  uses  Cisco  equipment  —  the 
common  platform  that  lets  your  network 
work  with  any  other  network  on  the  planet. 

Which  is  why  Cisco  Powered  Network 
service  providers  are  uniquely  equipped 
to  make  the  Internet  work  for  you, 
whether  it's  Internet  access,  ATM,  frame 
relay  or  other  data  services. 

To  find  out  more,  visit  our  website  at 
www.cisco.com.  And  let  a  Cisco  Powered 
Network  service  provider  open  up  the 
Internet  for  your  business. 


Cisco  Systems 


;isco  Systems.  Inc.  All  rights  reserved- 


THE  S&P  Business  Week's  Performance  Rankini 


PERFORMANCE  GRADES 


INDUSTRY  GROUP 


TOTAL 
RETURN 

TOTAL 
RETURN 
{3YEARSI 

SALES 
GROWTH 
(lYEAJi) 

SALES 
GROWTH 
(3  YEARS) 

PROFIT 
GROWTH 
(lYEAR) 

PROFIT 
GROWTH 
(3  YEARS) 

NET 
MARGIN 

RETURN 
ON 

[ITM] 

EQUITY 

341 

160 

H.J.  HEINZ 

B 

B 

F 

D 

F 

D 

D 

c 

Food 

342 

404 

CUMMINS  ENGINE 

D 

F 

C 

D 

A 

D 

D 

c 

Manufacturing 

343 

438 

JOSTENS 

D 

F 

D 

F 

A 

D 

C 

A 

Manufacturing 

344 

306 

PERKIN-ELMER 

F 

B 

C 

C 

C 

D 

D 

C 

Electrical  &  Electronics 

345 

227 

MORTON  INTERNATIONAL 

D 

D 

B 

F 

B 

D 

B 

C 

Chemicals 

346 

423 

SUN 

B 

D 

F 

B 

C 

F 

F 

C 

Fuel 

347 

204 

UNION  PACIFIC 

F 

D 

A 

B 

F 

D 

D 

F 

Transportation 

348 

171 

BRUNSWICK 

D 

D 

B 

C 

D 

C 

D 

D 

Leisure  Time  Industries 

349 

454 

WOOLWORTH 

D 

D 

F 

F 

C 

A 

D 

B 

Discount  &  Fashion  Retailing 

350 

248 

TEKTRONIX 

B 

C 

B 

B 

D 

D 

D 

D 

Electrical  &  Electronics 

351 

109 

MCI  COMMUNICATIONS 

C 

B 

C 

B 

F 

F 

F 

F 

Telecommunications 

352 

233 

CSX 

D 

D 

F 

D 

D 

C 

C 

C 

Transportation 

353 

297 

UNION  PACIFIC  RESOURCES  GROUP 

F 

INC 

D 

B 

C 

D 

A 

B 

Fuel 

354 

— 

MIRAGE  RESORTS 

F 

C 

D 

D 

C 

B 

A 

C 

Leisure  Time  Industries 

355 

324 

LIMITED 

A 

D 

C 

C 

F 

F 

F 

D 

Discount  &  Fashion  Retailing 

356 

415 

COOPER  TIRE  &  RUBBER 

D 

F 

B 

C 

C 

D 

C 

C 

Automotive 

357 

271 

CIRCUIT  CITY  STORES 

C 

C 

C 

B 

D 

D 

F 

D 

Consumer  Products 

358 

395 

PENNZOIL 

D 

D 

C 

F 

A 

F 

C 

C 

Fuel 

359 

338 

ALCAN  ALUMINUM 

F 

F 

D 

F 

B 

A 

C 

D 

Metals  cS<  Mining 

360 

257 

CENTRAL  &  SOUTH  WEST 

D 

F 

D 

B 

C 

D 

C 

D 

Utilities 

361 

391 

ALLERGAN 

F 

F 

F 

C 

A 

D 

B 

C 

Health  Care 

362 

354 

CAROLINA  POWER  &  LIGHT 

D 

C 

D 

F 

D 

C 

A 

C 

Utilities 

363 

— 

SEAGRAM 

F 

F 

F 

A 

D 

B 

D 

F 

Consumer  Products 

364 

405 

TEXAS  INSTRUMENTS 

B 

A 

F 

F 

D 

F 

D 

F 

Electrical  &  Electronics 

365 

372 

ARCHER  DANIELS  MIDLAND 

C 

D 

C 

D 

D 

F 

D 

F 

Food 

366 

407 

HARRAH'S  ENTERTAINMENT 

D 

F 

D 

D 

C 

A 

C 

C 

Leisure  Time  Industries 

367 

213 

WENDY'S  INTERNATIONAL 

F 

D 

C 

B 

D 

C 

C 

D 

Leisure  Time  Industries 

368 

482 

INLAND  STEEL  INDUSTRIES 

D 

F 

B 

D 

A 

D 

F 

D 

Metals  &  Mining 

369 

78 

FIRST  DATA 

F 

F 

C 

B 

F 

D 

C 

D 

Office  Equipment  &  Computers 

370 

411 

PUBL!C  SERVICE  ENTERPRISE  GROUP 

C 

D 

C 

F 

D 

D 

B 

D 

Utilities 

371 

420 

MERCa:^t|le  STORES 

B 

D 

D 

D 

C 

C 

D 

D 

Discount  &  Fashion  Retailing 

372 

347 

MOTOROi 

F 

F 

C 

C 

C 

D 

D 

D 

Electrical  &  Electronics 

373 

456 

SCIENTIFIC  ATLANTA 

F 

F 

B 

C 

A 

D 

C 

D 

Telecommunications 

374 

402 

DILLARD'S 

D 

F 

C 

D 

C 

D 

D 

D 

Discount  &  Fashion  Retailing 

375 

289 

ROCKWELL  INTERNATIONAL 

D 

C 

C 

F 

C 

D 

C 

D 

Electrical  &  Electronics 

376 

422 

TELE-COMMUNICATIONS 

A 

C 

B 

D 

F 

F 

F 

F 

Publishing  &  Broadcasting 

377 

1  Aim  AW 

r 

p 

Q 

p 

p 

378 

472 

ARMCO 

C 

F 

C 

C 

A 

C 

D 

F 

Metals& Mining 

379 

202 

IKON  OFFICE  SOLUTIONS 

F 

F 

A 

A 

F 

D 

F 

F 

Conglomerates 

380 

198 

FLUOR 

F 

F 

A 

A 

F 

D 

F 

D 

Service  Industries 

1 1?. 
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iits  tree.  Or  tree  hits  car  Airbags  inflate.  OnStar  Center  is 
ed.  Computer  map  pinpoints  location.  Advisor  calls  back, 
no  answer.  Advisor  calls  nearest  emergency  service  provider 
someone  will  hear  you.  24  hours  a  day,  7  days  a  week.  Even 
J  can't  call,  we'll  hear  you.  We'll  hear  you  In  other  ways,  too. 
I're  lost,  we'll  direct  you.  If  your  car  is  stolen,  we  can  track  it. 


If  you're  locked  out,  we  can  unlock.  It's  a  service  called 
GnStar.  It's  available  on  nearly  2  million  new  GM  vehicles. 
And  it  gives  you  more  peace  of  mind.  Because  it's  a  jungle 
out  there.  Even  when  it's  only  a  forest.  For  J^f^\ 
more  information,  call  1 -888-0NSTAR-7  flBiji^tBr 
or  visit  our  website  at  www.onstarcom.  ^BBP^ 


THE  S&]P  Business  Week's  Performance  Rankings; 


PERFORMANCE  GRADES 


TOTAL 
RETURN 

TOTAL 
RETURN 

SALES 
GROWTH 

SALES 
GROWTH 

PROFIT 
GROWTH 

PROFIT 
GROWTH 

NET 

RETURN 
ON 

11  YEAR) 

i3  YEARS) 

(lYEAR) 

(3  YEARS) 

(IVEAR) 

13  YEARS) 

MARGIN 

EQUITY 

381 

452 

CBS 

A 

c 

A 

F 

F 

F 

F 

F 

382 

335 

ITT  INDUSTRIES 

C 

c 

F 

D 

F 

C 

F 

C 

383 

451 

BAY  NETWORKS 

A 

D 

B 

A 

F 

F 

F 

F 

384 

278 

PEP  BOYS-MANNY,  MOE  &  JACK 

F 

F 

B 

B 

C 

C 

D 

D 

385 

240 

AMERICAN  STORES 

D 

C 

D 

F 

D 

D 

F 

C 

386 

440 

US  WEST  MEDIA  GROUP 

A 

INC 

B 

A 

F 

F 

F 

F 

387 

158 

U.S.  SURGICAL 

F 

D 

C 

C 

D 

A 

C 

D 

388 

396 

INTL.  FLAVORS  &  FRAGRANCES 

F 

F 

F 

F 

B 

D 

A 

B 

389 

328 

PACIFIC  ENTERPRISES 

C 

0 

C 

F 

D 

D 

C 

D 

390 

235 

PHELPS  DODGE 

F 

F 

D 

D 

D 

C 

B 

C 

391 

331 

PULTE 

C 

C 

C 

B 

D 

D 

F 

F 

392 

342 

LONGS  DRUG  STORES 

C 

C 

D 

D 

D 

C 

F 

D 

393 

293 

KERR-McGEE 

D 

D 

F 

D 

D 

A 

B 

C 

394 

374 

FORT  JAMES 

B 

C 

F 

C 

F 

D 

F 

D 

395 

369 

BALTIMORE  GAS  &  ELECTRIC 

C 

D 

D 

D 

D 

D 

B 

D 

396 

287 

LSI  LOGIC 

F 

F 

D 

C 

C 

C 

A 

D 

397 

487 

BALL 

C 

F 

B 

F 

A 

F 

F 

D 

398 

397 

WORTHINGTON  INDUSTRIES 

F 

F 

B 

B 

D 

D 

D 

C 

399 

367 

HERCULES 

F 

F 

F 

F 

D 

D 

A 

A 

400 

488 

DUN&BRADSTREET 

B 

C 

F 

F 

D 

D 

A 

F 

401 

385 

PP&L RESOURCES 

F 

F 

D 

D 

D 

C 

B 

D 

402 

312 

ST.  JUDE  MEDICAL 

F 

D 

B 

A 

D 

F 

C 

F 

403 

177 

GENERAL  SIGNAL 

F 

F 

F 

C 

D 

C 

C 

B 

404 

468 

NATIONAL  SEMICONDUCTOR 

F 

D 

D 

D 

D 

D 

B 

C 

405 

294 

PEOPLES  ENERGY 

D 

D 

F 

D 

D 

B 

C 

C 

406 

485 

DIGITAL  EQUIPMENT 

A 

D 

F 

F 

C 

F 

F 

D 

407 

408 

NEWMONT  MINING 

F 

F 

A 

A 

F 

D 

D 

F 

408 

152 

SARA  LEE 

B 

B 

D 

0 

F 

F 

F 

F 

409 

476 

McDERMOTT  INTERNATIONAL 

A 

D 

C 

D 

D 

F 

F 

F 

410 

370 

GREAT  ATLANTIC  &  PACIFIC  TEA 

F 

D 

F 

F 

D 

A 

F 

D 

411 

319 

ECHLIN 

B 

D 

B 

B 

F 

F 

F 

F 

412 

343 

HASBRO 

C 

C 

C 

D 

F 

D 

D 

D 

413 

425 

UNION  CAMP 

C 

F 

B 

C 

D 

F 

F 

F 

414 

388 

NORTHERN  STATES  POWER 

C 

D 

D 

D 

D 

D 

B 

D 

415 

400 

MEAD 

D 

F 

C 

F 

D 

C 

D 

F 

416 

376 

EASTERN  ENTERPRISES 

B 

C 

F 

F 

D 

C 

C 

D 

*t  1  / 

AAA 

444 

DnUWNINl>-r tnnlo  INUUolnltb 

U 

r 

r 

u 

r\ 
U 

U 

U 

r* 
L 

418 

371 

ASARCO 

F 

F 

F 

C 

C 

B 

D 

D 

419 

475 

UNISYS 

A 

C 

D 

D 

F 

F 

F 

F 

420 

433 

RYDER  SYSTEM 

D 

D 

F 

F 

D 

D 

D 

C 

INDUSTRY  GROUP 


Publishing&  Broadcasting 
Conglomerates 

Office  Equipment  &  Computers 
Discounts  Fashion  Retailing 
Food 

Publishing  &  Broadcasting 
Health  Care 
Chemicals 
Utilities 

Metals  &  Mining 
Housings  Real  Estate 
Health  Care 
Fuel 

Paper  &  Forest  Products 
Utilities 

Electrical  &  Electronics 
Containers  &  Packaging 
Metals  &  Mining 
Chemicals 
Nonbank  Financial 
Utilities 
Healthcare 

Electrical  &  Electronics 
Electrical  &  Electronics 
Utilities 

Office  Equipment  &  Computers 

Metals  &  Mining 

Food 

Manufacturing 
Food 

Automotive 

Leisure  Time  Industries 
Paper  &  Forest  Products 
Utilities 

Paper  &  Forest  Products 
Utilities 

Service  Industries 

Metals  &  Mining 

Office  Equipment  &  Computers 

Transportation 
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THE  S&P  Business  Week's  Performance  Rankings 


PERFORMANCE  GRADES 

TOTAL        TOTAL       SALES        SALES       PROFIT  '   PROFIT  ' 

RETURN  :  RETURN  ;  GROWTH     GROWTH  -  GROWTH  GROWTH  ■ 

(lYEARl     (3 /EARS)  ■  (1  YEAR)    (3YEARS)  ■  (1  YEAR)  (3YEARS1 


INDUSTRY  GROUP 


NET 
MARGIN 


RETURN 

ON 
EQUITY 


421 

339 

EASTMAN  CHEMICAL 

C 

F 

F 

F 

D 

D 

C 

C 

Chemicals 

422 

424 

PECO  ENERGY 

F 

F 

C 

D 

F 

D 

c 

D 

Utilities 

423 

310 

REEBOK  INTERNATIONAL 

F 

F 

D 

D 

D 

F 

D 

A 

Consumer  Products 

424 

443 

AUTODESK 

B 

F 

A 

C 

F 

F 

F 

F 

Office  Equipment  &  Computer 

425 

427 

NIAGARA  MOHAWK  POWER 

D 

F 

F 

F 

A 

C 

F 

Utilities 

426 

429 

SILICON  GRAPHICS 

F 

F 

B 

A 

D 

F 

F 

F 

Office  Equipment  &  Computer 

427 

387 

C.R.  BARD 

C 

D 

D 

D 

D 

C 

C 

Health  Care 

428 

416 

REYNOLDS  METALS 

F 

F 

F 

D 

A 

F 

F 

Metals&  Mining 

429 

211 

ENGELHARD 

F 

F 

B 

B 

F 

F 

F 

D 

Metals&  Mining 

430 

389 

TRW 

D 

C 

B 

D 

F 

F 

F 

F 

Conglomerates 

431 

403 

RUBBERMAID 

C 

F 

D 

D 

D 

C 

C 

Manufacturing 

432 

345 

LINCOLN  NATIONAL 

B 

B 

D 

F 

F 

F 

F 

F 

Nonbank  Financial 

433 

463 

R.R.  DONNELLEY 

C 

F 

F 

F 

D 

D 

D 

Service  Industries 

434 

484 

DSC  COMMUNICATIONS 

F 

F 

B 

B 

D 

F 

D 

F 

Telecommunications  ■ 

435 

428 

KMART 

D 

F 

D 

F 

C 

F 

F 

F 

Discount  &  Fashion  Retailing 

436 

430 

BRIGGS  &  STRATTON 

F 

D 

C 

F 

F 

F 

D 

B 

Manufacturing 

437 

165 

ALZA 

C 

D 

B 

A 

F 

F 

F 

F 

Health  Care 

438 

474 

BAUSCH&LOMB 

D 

D 

F 

F 

F 

D 

F 

Health  Care 

439 

469 

OWENS  CORNING 

F 

F 

B 

C 

D 

F 

F 

F 

Housings  Real  Estate 

440 

279 

HARCOURT GENERAL 

D 

D 

B 

C 

F 

F 

F 

F 

Conglomerates 

441 

320 

UNICOM 

A 

D 

D 

D 

F 

F 

F 

F 

Utilities 

442 

243 

USF&G 

D 

D 

F 

F 

D 

C 

D 

Nonbank  Financial 

443 

384 

SPRINGS  INDUSTRIES 

C 

D 

F 

F 

0 

D 

D 

Manufacturing 

444 

442 

EG&G 

C 

C 

D 

F 

F 

F 

D 

Service  Industries 

445 

432 

WEYERHAEUSER 

D 

F 

F 

F 

D 

F 

D 

D 

Paper  &  Forest  Products 

446 

364 

INTERNATIONAL  PAPER 

D 

F 

F 

C 

F 

F 

F 

F 

Paper  &  Forest  Products 

447 

300 

PHARMACIA  &  UPJOHN 

D 

C 

F 

F 

F 

F 

D 

F 

Health  Care 

448 

465 

CYPRUS  AMAX  MINERALS 

F 

F 

D 

D 

F 

F 

F 

Metals&  Mining 

449 

167 

FRONTIER 

C 

F 

F 

B 

F 

F 

F 

F 

Telecommunications 

450 

392 

WESTVACO 

D 

F 

F 

F 

D 

C 

Paper  &  Forest  Products 

451 

449 

WHIRLPOOL 

C 

F 

D 

F 

F 

F 

F 

F 

Consumer  Products 

452 

186 

SEAGATE  TECHNOLOGY 

F 

C 

F 

B 

F 

F 

F 

F 

Office  Equipment  &  Computer 

453 

349 

MILLIPORE 

F 

D 

A 

B 

F 

F 

F 

F 

Electrical  &  Electronics 

454 

380 

GIANT  FOOD 

D 

0 

D 

D 

F 

F 

F 

F 

Food 

455 

467 

BOISE  CASCADE 

F 

F 

C 

C 

F 

F 

F 

F 

Paper  &  Forest  Products 

456 

92 

CERIDIAN 

D 

D 

B 

F 

F 

D 

Office  Equipment  &  Computer 

457 

50 

COLUMBIA/HCA  HEALTHCARE 

F 

F 

F 

C 

F 

F 

Healthcare 

458 

373 

TEMPLE-INLAND 

D 

F 

D 

C 

F 

F 

Containers  &  Packaging 

459 

308 

STANLEY  WORKS 

C 

B 

F 

F 

F 

F 

Manufacturing 

460 

274 

PALL 

F 

F 

F 

B 

F 

0 

C 

D 

Conglomerates 

HERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


You  Need  Them 

Fast 

You  Need  Them 

Right 

You  Need 

TM 

CFO  Vision 


When  you're  under  pressure  to  make  critical 
business  decisions,  CFO  Vision  software  delivers 
the  timely  and  accurate  information  you  need. 

CFO  Vision  is  the  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  profitability,  the  potential 
impact  of  a  reorganization,  or  key  performance 
indicators— in  any  currency 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (CLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  1 00. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas.com/vision 


/M 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.com      www.sas.com/vision  919.677.8200 


In  Canada  1.800.363.8397^ 


SAS  iS  a  registered  trademark,  and  CFO  Vision  a  trademark,  of  SAS  Institute  Inc      Copyright  1997  by  SAS  Institute  Inc 
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462 

TUPPERWARE 

F 

INC 

F 

F 

463 

436 

QUAKER  OATS 

B 

c 

F 

F 

464 

375 

FORTUNE  BRANDS 

D 

D 

D 

F 

465 

358 

DOW  JONES 

c 

D 

D 

c 

HOD 

1 OD 

UUl^lULPI  1  ML  r L  1  nULLU IVI 
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467 

390 

WILLAMETTE  INDUSTRIES 

D 

D 

F 

D 

468 

277 

FOSTER  WHEELER 

F 

F 

A 

469 

458 

DARDEN  RESTAURANTS 

A 

INC 

F 

F 

470 

460 

GEORGIA-PACIFIC  GROUP 

D 

F 

F 

471 

150 

EASTMAN  KODAK 

F 

F 

Q 

FMP 

r 

p 

r 

473 

464 

DELUXE 

D 

F 

D 

474 

448 

ADVANCED  MICRO  DEVICES 

F 

A 

F 

475 

231 

RUSSELL 

F 

p 

F 

D 

*t  #  o 

255 

MAIIINrKRDnT 

F 
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p 
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477 
HI  1 
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r 

478 

453 

POTLATCH 

F 

D 

F 

479 

489 

APPLE  COMPUTER 

B 

p 

F 

480 

418 

CHAMPION  INTERNATIONAL 

D 

p 

P 

F 
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inUM  U    UADI  AMn 
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482 

434 

GREAT  LAKES  CHFMinAI 

Uf\tril   bMntO  wilt  IVI  1  u  n  L 

F 

F 

483 

409 

WASTE  MANAGEMENT 

F 

p 

P 

F 

484 

TRICON  GLOBAL  RESTAURANTS 

F 

INC 

P 

F 

485 

477 

PLACER  DOME 

F 

c 

A  Q  1 

rUADIUIIKir  QUnDDTQ 
UnHnfVliriu  OnUrrto 

p 
r 

p 
r 

487 

471 

Q 

F 

488 

394 

BARRICK  GOLD 

F 

c 

489 

478 

BATTLE  MOUNTAIN  GOLD 

F 

p 

P 

B 

490 

348 

INCO 

F 

p 

P 

F 

'Vd  1 

PrKICDAI  IMQTDIIMirMT 

U 

r 

492 

493 

p 
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r 

493 

490 

STONE  CONTAINER 

F 

F 

494 

322 

FRUIT  OF  THE  LOOM 

F 

P 

F 

495 

470 

NOVELL 

F 

p 

P 

F 

/IOC 

nUIVItolAnt  IVIININu 

p 
r 
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INC 

PROVIDIAN  FINANCIAL 

A 

INC 

A 

INC 

INC 

43 

TYCO  INTERNATIONAL 

A 

A 

INC 

INC 

INC 

34 

3COM 

F 

F 

INC 

INC 

INC 

UNILEVER  NV 

C 

B 

INC 

INC 

PROFIT 
GROWTH 


RETURN 

ON 
EQUITY 


INDUSTRY  GROUP 

Fuel 

Manufacturing 
Food 

Manufacturing  ■ 
Publishing  &  Broadcasting 
Fuel 

Paper  &  Forest  Products  I 
Service  Industries  ' 
Leisure  T'me  Industries 
Paper  &  Forest  Products 
Leisure  Time  Industries 
Manufacturing 

Office  Equipment  &  Computers 
Electrical  &  Electronics 
Consumer  Products 
Healthcare 

Office  Equipments  Computers 

Paper  &  Forest  Products 

Office  Equipment  &  Computers 

Paper  &  Forest  Products 

Office  Equipment  &  Computers 

Chemicals 

Service  Industries 

Leisure  Time  Industries 

Metals  &  Mining 

Discount  &  Fashion  Retailing 

Leisure  Time  Industries 

Metals  &  Mining 

Metals&  Mining 

Metals&  Mining 

Electrical  &  Electronics 

Paper  &  Forest  Products 

Containers  &  Packaging 

Consumer  Products 

Office  Equipment  &  Computers 

Metals&  Mining 


I 


B 

INC 

A 

A 

Banks 

INC 

INC 

INC 

INC 

Manufacturing 

INC 

INC 

D 

F 

Office  Equipment  &  Computers 

INC 

INC 

INC 

INC 

Food 
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0 

Far  Eastern  Plaza  Hotel 

■m  Plaza  Hotel,  Taipei  Tel  (886  21  2378  8888  Fax;  (886  2)  2377  7777 

■vations,  call  your  travel  consultant  or  USA  &  Canada  toll-free  I  800  942  5050  Internet  www  Shangn-La  com 

NCKOK  •  BEIHAI  ■  BEIJING  •  CEBU  •  CHANGCHUN  •  DALIAN  ■  FIJI  ■  HANLZHOU  •  HARBIN  lENU  I998i  ■  HONG  KONC  

•  PENANC  •  QINGDAO  •  SHANGHAI  IMID  1998)  ■  SHENYANG  •  SHENZHEN  •  SINGAPORE  •  SURABAYA  •  TAIPEI  •  VANCfJUVER  •  WUHAN  lEND  1998l  •  XIAN  •  YANGON 


TAIPEI 

MANAGED  BV  SHANGRI-LA  INTERNATlONAi  HOTEL 
\V\NACEMENT  LIMITED 

•  lAKARTA  •  KOTA  KINABALU  •  KUALA  LUMPUR  ■ 
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SAVE  UP  TO  18%*  ON  COMPAQ  DESKTOPS 
DESKPRO  2000,  4000,  6000 

Save  up  to  1  8%*  on  selected  models. 
Prices  now  starting  at  $1,219* 
including  Compaq  V50  monitor. 


MORE  BIG  NEW 


COMPAQ  NOTEBOOKS 
ARMADA  1500  FAMILY 

Free  additional  16MB  memory* 

on  select  models.  Prices  starting  at  $1,499* 

ARAWDA  4000  FAMILY 

Prices  starting  at  $1,499*  Free  additional 

32MB  memory*  on  Armada  4220T. 

ARMADA  7000  FAMILY 

Prices  starting  or  $1,499* 

50%*  off  ArmodaStation  Expansion  Base 

on  Intel  Pentium  processor  with  MMX  " 

technology  233/266MHz  models.  Free 

CD-ROM  and  modem  with  select  models. 


Call  us  by  April  30,  1 998.  Visit  us 


ROM  COMPAQ. 

AND  YES,  IT'S  ABOUT  ACQUISITIONS. 


HALF  OFF  MONITOR  WITH  THE  PURCHASE  OF 
COMPAQ  PROFESSIONAL  WORKSTATIONS 
5100,  6000,  8000 

Half  off  an  award-winning  V90  monitor  (sfiown) 

witfi  select  2D  workstations  or  PllO  monitor 

witfi  select  3D  workstations. 

Compaq  Professional  Workstation  5000  prices 

now  starting  at  $1,999* 

Lease**  payments  starting  at  $66  per  month 

for  a  36-montfi  lease. 


DOUBLE  YOUR  MEMORY  ON  SELECT  COMPAQ  SERVERS 
PROSIGNIA  200,  PROLIANT  800, 850R,  1 600,  2500,  3000 

Double  the  base  memory. 
NEW  SERVER  PRICES 

ProSignia  200  now  starting  at  $1,450* 
ProLiant  1600  now  starting  at  $3,640* 
ProLiant  3000  now  starting  at  $4,430* 
ProLiant  5500  now  starting  at  $8,010* 
Couple  this  with  great  new  prices  on  4.3GB 
and  9.1GB  hard  drives  for  even  greater  value. 


3nnpaq.com/ promos/  or  for  your  local  reseller  call 


1-800-553-3619 


COMPAa 


Your    Transportation    Needs  Have 

Evolved.    So    Have  We. 

►  A  chemical  company  needs  to  shut 
down  warehouses  without  shutting  out 
customers.  Con-Way  Transportation 
engineers  a  new  distribution  system  to 
keep  service  rolhng.  A  manufacturer 
needs  to  deUver  one-ton  jet  engines  to 
buyers  around  the  world.  Emery  World- 
wide mobilizes  its  global  multi-modal 
capabilities  to  meet  the  challenge.  A 
computer  maker  needs  to  beat  the 
competition  to  market.  Menlo  Logistics 
devises  a  system  for  packaging  products 
en  route,  shortening  the  supply  chain. 
The  U.S.  Postal  Service  builds  a  $1.7  billic)n  network  to  move  its  Priority  Mail.  The  CNF  group  of  com- 
panies integrate  their  services  to  deliver.  That's  the  kind  of  thinking  you'll  get  when  you  work  with  the 
market  leaders  ot  CNF.  We've  evolved  into  the  transpt)rtation  company  that  can  carry  you  into  the  next 
century  -  bringing  you  both  innovative  ideas  and  the  resources  to  put  them  in  motion. 

C/IF 

TRANSPORTATION 

Where  ideas  cany  weight 


Emery  Worldwide    ♦    Con-Way  Transportation   Services    ♦    Menlo   Logistics     http://www.cnf. com 


Business  Week's 

Industry  Rankings 

OFTHES&P500 

lie  S&P  500  represents  a  huge  universe,  accounting  for  some  70%  of  the  market 
capitahzation  of  all  U.S.  stocks.  To  find  out  how  each  of  the  companies  in  the 
index  measures  up  against  its  peers,  we  ranked  them  within  industry  groups, 
using  the  same  factors  that  go  into  the  overall  report  card  grades.  The  numbers 
to  derive  those  grades  are  shown  in  these  tables,  along  with  a  wealth  of  additional 
icial  information.  Each  company's  rank  within  its  industr\^  is  listed  to  the  left  of  its 
e,  followed  by  its  overall  rank.  Taken  together,  they  form  a  vivid  picture  of  how  well 
company  harnesses  its  resources,  given  the  unique  constraints  of  its  industry. 


SSARY  &  Footnotes 

)anies  on  this  list  are  from  the  Standard 
jr's  500.  Each  company  is  ranked  by 
criteria:  one-year  total  return;  three-year 
return;  one-year  sales  growth;  three-year 
ge  annual  sales  growth;  one-year  profit 
h;  three-year  average  annual  profit 
h;  net  profit  margins;  and  return  on 
y,  with  additional  weight  given  to  a  com- 
s  sales.  A  company's  composite  rank  is 
lated  using  the  sum  of  all  of  its  ranks. 

KET  VALUE 

;  price  on  Feb.  27,  1998,  multiplied  by 
atest  available  common  shares 
anding. 

YEAR  TOTAL  RETURN 

al  dividend  per  share,  reinvested,  plus 
27,  1998,  price  per  share,  as  a  per- 
of  Feb.  27,  1997,  price  per  share. 


PROFITS 

Latest  available  profits  through  the  most 
recent  12  months  ending  Jan.  31,  1998. 
Net  income  from  continuing  operations 
before  extraordinary  items. 

THREE-YEAR  PROFITS  GROWTH 

Calculated  using  the  least  squares  method. 
Data  for  1997  and  1996  are  as  reported  by 
company  in  1997.  If  results  for  the  earliest 
year  are  negative,  the  average  is  for  two 
years. 

NET  MARGINS 

Net  income  from  continuing  operations 
before  extraordinary  items  as  a  percent  of 
sales. 

RETURN  ON  INVESTED  CAPITAL 

Net  income  available  for  shareholders  as  a 
percent  of  debt  and  equity  funds. 

RETURN  ON  EQUITY 

Net  income  available  for  shareholders  divid- 
ed by  total  equity. 


iE-YEAR  TOTAL  RETURN 

al  dividend  per  share,  reinvested,  plus 
27,  1998,  price  per  share,  as  a  per- 
of  Feb.  28,  1995,  price  per  share. 

iS 

;t  available  sales  through  the  most 
It  12  months  ending  Jan.  31,  1998. 
des  all  sales  and  other  operating  rev- 
s.  For  banks,  this  includes  all  banking 
itions  revenues. 

EE-YEAR  SALES  GROWTH 

jiated  using  the  least  squares  method, 
for  1997  and  1996  are  as  reported  by 
)any  in  1997. 


RECENT  SHARE  PRICE 

Price  for  a  single  share  of  a  company's  most 
widely  traded  issue  of  common  stock  as  of 
the  close  of  trading  Feb.  27,  1998. 


P-E  RATIO 

Price-earnings  ratio  based  on  latest  12  months' 
earnings  and  Feb.  27,  1998,  stock  price. 


EARNINGS  PER  SHARE 

Primary  earnings  per  share,  excluding  extra- 
ordinary profit  or  loss,  divided  by  number  of 
common  and  common  equivalent  shares. 

EARNINGS  PER  SHARE  ESTIMATES 

Analysts'  consensus  estimates  for  1998 
compiled  as  of  Feb.  19  by  l/B/E/S  Interna- 
tional Inc.,  New  York,  N.Y.  l/B/E/S  is  a  regis- 
tered trademark  of  l/B/E/S  International  Inc. 

(a)  Data  as  of  September,  1997. 

(b)  Data  as  of  October,  1997. 

(c)  Total  return  from  June  11,  1997. 

(d)  Total  return  from  Sept.  17,  1997. 

(e)  Two-year  growth  rate. 

(x)  Sales  include  excise  taxes, 
(y)  Sales  include  other  income, 
(z)  Sales  include  excise  taxes  and  other  income. 
NA=not  available.  NI\/l=not  meaningful. 
NC=not  calculable.  INC=lncomplete. 
t  Because  business  week  is  owned  by 
McGraw-Hill,  the  S&P  500  Scoreboard  does  not 
include  a  forecast  of  the  company's  earnings. 

Note:  Data  compiled  by  Standard  &  Poor's 
Compustat,  a  division  of  The  McGraw-Hill 
Companies,  from  sources  such  as  statistical 
services,  registration  statements,  and  com- 
pany reports  that  spc  believes  to  be  reliable 
but  are  not  guaranteed  by  spc  or  business 
WEEK  as  to  correctness  or  completeness.  This 
material  is  not  an  offer  to  buy  or  sell  any 
security. 

Additional  data:  l/B/E/S  International  Inc., 
New  York,  N.Y  l/B/E/S  is  a  registered  trade- 
mark of  l/B/E/S  International  Inc. 


DIVIDEND  YIELD 

Annual  dividend  rate  as  a  percent  of  the 
Feb.  27  stock  price. 


HIGH/LOW  PRICE 

Trading  range  for  the  company's  common 
stock,  Feb.  27,  1997,  to  Feb.  27,  1998. 
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XHE  S&P  Business  Week's  Industry  Rankings 

500 


MARKET  VALUE 


PROFITABILITY 


FES, 27  TOTAL 
1998  RETURN 
$MIL  (lYEAR) 


TOTAL 
RETURN 
(3  YEARS) 


12 
MONTHS 
1997 
$Mll 


CHANGE 
FROM 
1996 

% 


3  YEAR 
AVERAGE 
CHANGE 

% 


1  Aerospace  &  Defense 


12  CHANGE 

MONTHS  FROM 

1997  1996 

$MIL,  % 


INDL  S  I  KY  AVI 

22134.1 

38.7 

165.1 

223.59.4 

14 

13.7 

583.4 

-37  [ 

1 

58 

NORTHROP  GRUMMAN 

9279.1 

97.1 

236.0 

9153.0 

6 

12.3 

407.0 

54  i 

2 

151 

UNITED  TECHNOLOGIES 

20459.0 

20.2 

186.0 

24713. Oy 

5 

5.1 

1072.0 

18  E 

3 

177 

LOCKHEED  MARTIN 

22637.5 

36.2 

160.1 

28069.0 

4 

8.0 

1300.0 

-3  \ 

4 

190 

GENERAL  DYNAMICS 

5484.8 

32.1 

98.8 

4062.0 

13 

10.6 

316.0 

17 

5 

316 

BOEING 

52810.1 

7.8 

144.8 

45800.0 

29 

32.4 

-178.0 

NM  j 

2  Automotive 

im>l;s  i  k\  avkhage 

18964.7 

70.2 

108.4 

45208. i> 

5 

7.1 

1993.2 

28 

1 

29 

PACCAR 

4925.8 

109.4 

242.1 

6751.9 

47 

12.4 

344.6 

71 

2 

100 

FORD  MOTOR 

67988.7 

79.1 

147.0 

153627.0 

5 

6.3 

6920.0 

56 

3 

104 

DANA 

5730.3 

80.7 

142.4 

8770. 3y 

11 

8.3 

369.1 

21 

4 

155 

NAVISTAR  INTERNATIONAL 

2199.2 

215.6 

109.5 

6753.0 

21 

4.6 

173.0 

198 

5 

212 

GENERAL  MOTORS 

48792.5 

30.5 

86.5 

153781. Oy 

6 

-0.5 

6698.0 

35 

6 

285 

GOODYEAR  TIRE  &  RUBBER 

10829.7 

32.0 

100.3 

13155.1 

0 

2.0 

558.7 

449  - 

7 

312 

CHRYSLER 

25206.5 

19.0 

104.7 

58622.0 

-1 

6.0 

2805.0 

-25 

8 

356 

COOPER  TIRE  &  RUBBER 

1816.1 

15.7 

-14.3 

1813.0 

12 

8.9 

122.4 

13 

9 

411 

ECHLIN 

3193.1 

49.3 

57.4 

3607.1 

10 

15.6 

-52.5 

NM 

3  Banks 

INDUSTRY  AVFRAGE 

20559.9 

43.2 

213.9 

7532.6 

9 

17.0 

1091.6 

10 

1 

6 

MBNA 

17949.0 

66.9 

385.2 

4215.8a 

41 

35.0 

583.6a 

34 

2 

24 

CHASE  MANHATTAN 

52230.5 

25.9 

238.1 

27365.0 

10 

30.6 

3708.0 

51 

3 

35 

STATE  STREET 

9941,8 

52.6 

303.9 

3007. Oy 

22 

19.5 

380.3 

29 

4 

39 

CORESTATES  FINANCIAL 

16868.9 

64.9 

213.6 

3999.7a 

2 

21.4 

792.2a 

23 

5 

40 

NORWEST 

31102.6 

65.9 

242.0 

9223.1 

8 

15.4 

1351.0 

17 

6 

50 

NATIONSBANK 

48784.9 

14.4 

199.3 

20368.0 

23 

16.6 

3077.0 

30 

7 

54 

SUMMIT  BANCORPORATION 

8774.4 

61.0 

190.7 

2280.0 

9 

28.3 

371.0 

31 

8 

56 

NORTHERN  TRUST 

8484.8 

81.6 

375.2 

2022. Oy 

16 

15.1 

309.4 

20 

9 

63 

FIRST  CHICAGO  NBD 

23763.6 

40.1 

190.6 

9594. Oy 

-1 

35.9 

1525.0 

6 

10 

70 

SYNOVUS  FINANCIAL 

6168.2 

53.3 

324.2 

1162.8 

11 

16.1 

165.2 

18 

11 

71 

BB&T 

8335.6 

61.9 

204.1 

2257. 6y 

13 

17.3 

359.9 

9 

12 

73 

BANKBOSTON 

14497.8 

35.9 

260.3 

5942. Oy 

6 

9.2 

879.2 

35 

13 

79 

FIFTH  THIRD  BANCORP 

12262.8 

42.1 

265.4 

1917.5 

10 

17.7 

401.2 

20 

14 

82 

FIRST  UNION 

33490.2 

21.4 

160.5 

11787. Oy 

5 

27.8 

1896.0 

17 

15 

94 

BANKAMERICA 

53324.4 

36.4 

248.8 

21318.0 

6 

11.0 

3210.0 

12 

16 

101 

U.S.  BANCORP 

28379.6 

44.9 

220.5 

6456.6 

5 

38.4 

838.5 

-31 

17 

108 

NATIONAL  CITY 

13774.1 

31.9 

163.1 

4200. 9y 

4 

19.7 

807.4 

10 

18 

111 

PNC  BANK 

16673.9 

33.8 

147.4 

6522. 7y 

6 

10.0 

1052.5 

6 

19 

113 

BANK  OF  NEW  YORK 

21954.7 

53.9 

281.1 

5124. Oy 

2 

7.1 

1104.0 

8 

115 

COMERICA 

10539.4 

67.2 

293.1 

2935. 8y 

3 

7.0 

530.5 

27 

21 

135 

MELLON  BANK 

15814.2 

56.0 

265.7 

3268. Oy 

1 

6.4 

771.0 

5 

22 

7 

FLEET  FINANCIAL  GROUP 

19693.2 

36.2 

183.2 

6472.0 

1 

6.5 

1303.0 

14 

23 

14l 

SUNTRUST  BANKS 

15480.8 

43.4 

191.0 

4508.2 

13 

11.7 

667.3 

8 
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INVESTMENT  DATA 


RECENT  ESTIMATED 
ET  RETURN  ON  RETURN  ON  SHARE  12-MONTH  EARNINGS  EARNINGS 
^GIN  INVESTED  COMMON  PRICE  HIGH/LOW  P-E  DIVIDEND  PER  SHARE  PER  SHARE 
196  CAPITAL  EQUITY  $  $  RATIO  YIELD  1997  1998 


.7 

9.3 

10.5 

97 

lOO/b.'i 

23 

1 .36 

4.22 

5.20 

.1 

7.6 

16.3 

139 

139/72 

23 

1.15 

5.98 

6.98 

.9 

16.7 

23.0 

89 

91/67 

21 

1.39 

4.21 

4.81 

,0 

7.3 

24.1 

117 

117/78 

19 

1.37 

6.09 

6.48 

.5 

15.8 

17.0 

87 

92/63 

17 

1.88 

4.99 

5.45 

.1 

-0.9 

-1.4 

54 

61/43 

-301 

1.03 

-0.18 

2.30 

•  O 

7  f\ 

53  /31 

14 

2.26 

3.60 

4.38 

.4 

8.8 

22.9 

63 

67/32 

14 

0.95 

4.41 

4.58 

.0 

3.5 

23.1 

57 

59/30 

10 

2.97 

5.62 

5.31 

.9 

9.3 

21.7 

55 

57/31 

16 

1.98 

3.49 

3.84 

.0 

6.8 

14.8 

30 

32/9 

15 

NA 

1.96 

2.49 

,4 

5.7 

27.9 

69 

72/52 

8 

2.90 

8.62 

8.91 

.8 

11.8 

15.8 

69 

71/49 

20 

1.73 

3.53 

5.22 

.3 

13.8 

24.7 

39 

40/28 

10 

4.12 

4.09 

5.01 

.7 

11.8 

14.7 

23 

28/18 

15 

1.65 

1.55 

1.78 

.5 

-3.2 

-5.6 

51 

53/30 

-61 

1.78 

-0.83 

2.29 

■  O 

ft  7 

1  ^  ft 

ft  9 

oo  /  *yo 

^  1 

o.oo 

4  7'^ 

.6 

8.2 

30.2 

36 

38/18 

31 

1.01 

1.15 

1.51 

.9 

9.4 

16.2 

124 

127  /85 

15 

2.00 

8.03 

9.63 

.9 

13.7 

19.1 

62 

64/33 

27 

0.78 

2.32 

2.70 

.5 

11.5 

25.4 

84 

85/47 

21 

2.37 

3.96 

4.24 

.5 

6.7 

19.0 

41 

42/22 

23 

1.61 

1.75 

2.03 

.4 

6.1 

14.4 

69 

72/54 

16 

2.22 

4.17 

4.83 

.5 

10.5 

14.7 

50 

54/29 

24 

2.17 

2.09 

2.68 

.8 

9.4 

17.5 

76 

77/36 

29 

1.10 

2.66 

3.02 

.8 

8.3 

18.9 

82 

86  /51 

17 

2.14 

4.90 

5.40 

.4 

16.0 

19.1 

35 

35/20 

38 

1.02 

0.93 

1.11 

.5 

7.1 

17.3 

62 

65/35 

24 

2.00 

2.60 

3.49 

.6 

10.2 

18.4 

100 

101  /62 

18 

2.33 

5.65 

6.50 

.2 

14.7 

17.6 

79 

84  /46 

31 

1.11 

2.54 

3.02 

.5 

9.0 

15.8 

53 

53  /38 

18 

2.81 

2.99 

3.83 

.3 

8.7 

15.7 

78 

82  /50 

18 

1.78 

4.32 

4.86 

.8 

4.9 

14.1 

115 

118/70 

34 

1.83 

3.34 

6.16 

.2 

9.3 

18.9 

65 

68  /45 

18 

2.82 

3.66 

4.08 

.1 

6.5 

19.2 

56 

59/37 

17 

2.81 

3.28 

3.66 

.3 

14.0 

21.9 

59 

59/33 

22 

1.78 

2.71 

3.07 

.7 

5.1 

18.6 

101 

101/54 

32 

1.27 

3.19 

5.49 

.6 

10.1 

19.5 

62 

66/36 

22 

2.12 

2.88 

3.21 

.9 

10.6 

17.2 

79 

81/55 

17 

2.49 

4.74 

5.17 

.4 

8.0 

12.8 

74 

75/44 

24 

1.36 

3.13 

3.48 

Credit  King 


For  the  second  year  in  a 
row,  credit-card  champ 
MBNA  tops  the  banking 
gi'oup,  moving  up  to  No.  6 
in  the  bw  50.  One  of  the 
biggest  card  lenders  in  the 
country,  mbna  continues  to 
cash  in  on  a  formula  of  care- 
ful credit  checks  and  mar- 
keting through  affinity 
groups.  And  thanks  to  cost- 
cutting  and  consolidation, 
the  industry  had  a  strong 
showing  overall.  But  be- 
ware: Looming  pitfalls  for 
most  card  players  this  year 
include  problem  loans  in 
Asia,  high  takeover  premi- 
ums, and  a  slowdown  in 
loan  demand. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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THE  Si&P  Business  Week's  Industry  Rankin: 


MARKET  VALUE 


SALES 


PROFITABILITY 


FEB. 27 
1998 
SMIL, 

TOTAL 
RETURN 
(1  VEAR) 

TOTAL 
RETURN 
(3  YEARS) 

12 

MONTHS 
1997 
SMIL, 

CHANGE 
FROM 
1996 

% 

24 

142 

BANKERS  TRUST  NEW  YORK 

11465.2 

32.8 

119.2 

8843. Oy 

8 

25 

156 

BANC  ONE 

36413.6 

41.3 

160.2 

10401.1 

8 

26 

164 

HUNTINGTON  BANCSHARES 

6878.5 

38.4 

171.2 

2246.2  y 

17 

27 

168 

REPUBLIC  NEW  YORK 

6576.8 

29.8 

159.1 

3209.9 

13 

28 

184 

KEYCORP 

15346.0 

32.0 

169.8 

6011.0 

6 

29 

204 

WELLS  FARGO 

27741.3 

5.7 

113.4 

9161.0 

8 

30 

209 

J. P.  MORGAN 

21070.0 

15.3 

107.5 

12353. Oy 

15 

31 

211 

MERCANTILE  BANCORPORATION 

7247.3 

46.0 

147.6 

2170.6 

20 

32 

216 

WACHOVIA 

12543.0 

31.1 

150.9 

4247. Oy 

8 

33 

245 

CITICORP 

60062.4 

12.8 

212.1 

30300. Oy 

5 

INC 

INC 

PROVIDIAN  FINANCIAL 

5404.4 

92.9c 

NA 

1217. ly 

21 

3  YEAR 
AVER.AGE 
CHANGE 

% 


12  CHANGE  J- 
MONTHS        FROM  iti 
1997  1996 
$  MIL,  % 


10.9 
14.2 
16.7 
14.1 
4.0 
27.2 
13.2 
22.5 
12.6 
1.6 
NA 


5  CONGI.OMERATES 


l\l)L> 

<  I  I«V  AV  I  k  \(;k 

1 

41 

GENERAL  ELECTRIC 

2 

149 

TEXTRON 

3 

188 

ALLIEDSIGNAL 

4 

233 

ALLEGHENY  TELEDYNE 

5 

234 

TENNECO 

6 

379 

IKON  OFFICE  SOLUTIONS 

7 

382 

ITT  INDUSTRIES 

8 

430 

TRW 

9 

440 

HARCOURT GENERAL 

10 

460 

PALL 

866.0 
1305.7 
292.7 
449.1 
919.0 
1155.0 
1465.0 
204.6 
592.8 
3591.0 
191.5 


17 

8  !l 
-7  I 
-17 

-22  ■ 
-5 
20 


Chemicals 

1)1  ! 

S  I  RV 

\vi:i{\(;e 

12666.7 

1 4..'"> 

78.4 

7800..5 

4 

1 

.9 

564.7 

-1.-$ 

1 

139 

PRAXAIR 

7538.1 

2.1 

117.7 

4735.0 

6 

22 

4 

416.0 

48  ^ 

2 

173 

AIR  PRODUCTS  &  CHEMICALS 

9878.2 

12.1 

79.6 

4751.7 

14 

9 

7 

489.9 

15  1 

3 

222 

UNION  CARBIDE 

5722.0 

-0.1 

71.7 

6502.0 

6 

9 

5 

676.0 

14  1, 

4 

242 

6.F.  GOODRICH 

2682.8 

26.8 

143.6 

3373.0 

19 

17 

5 

113.2 

-2  1 

5 

272 

ROHM  &  HAAS 

6262.5 

14.1 

95.3 

3999.0 

0 

4 

0 

410.0 

00 

6 

282 

DOW  CHEMICAL 

20748.2 

16.7 

53.1 

20018. Oy 

0 

-0 

1 

1808.0 

-5  1 

7 

295 

DUPONT 

69373.2 

15.9 

136.6 

45079. Oz 

3 

4 

6 

2405.0 

-34  1 

8 

297 

NALCO  CHEMICAL 

2680.4 

11.7 

27.5 

1433.7 

10 

2 

6 

163.4 

12  1 

9 

302 

MONSANTO 

30316.5 

55.2 

276.2 

7514.0 

18 

-6 

1 

294.0 

-29  1 

10 

345 

MORTON  INTERNATIONAL 

4308.1 

11.7 

62.3 

2519. 6y 

13 

-10 

5 

230.3 

26  1 

11 

388 

INTL.  FLAVORS  &  FRAGRANCES 

5025.0 

2.2 

4.1 

1426.8 

-1 

2 

4 

218.2 

15  1 

12 

399 

HERCULES 

4766.8 

5.7 

16.1 

1866.0 

-9 

-13 

0 

324.0 

0  1 

13 

421 

EASTMAN  CHEMICAL 

5122.6 

23.8 

30.2 

4678.0 

-2 

1 

8 

286.0 

-25 

14 

482 

GREAT  LAKES  CHEMICAL 

2909.6 

5.4 

-16.5 

1311.2 

-3 

-17 

5 

71.8 

-40 

:{2:i<)5.5 

17.2 

<)4.6 

1.5667.7 

12 

11 

.6 

1069.2 

6 

254454.5 

50.4 

203.4 

90840. Oy 

15 

15 

2 

8203.0 

13 

7  12353.7 

51.8 

191.3 

10544. Oy 

14 

3 

6 

558.0 

16 

23764.7 

19.9 

135.5 

14472.0 

4 

3 

4 

1170.0 

15 

4746.0 

6.8 

150.0 

3745.1 

-2 

13 

7 

297.6 

31 

7001.3 

8.0 

15.6 

7220.0 

10 

20 

7 

361.0 

66 

4386.3 

-22.5 

21.2 

5362.3 

24 

27 

2e 

114.7 

-34 

4056.7 

35.9 

85.5 

8777.1 

1 

3 

6 

113.7 

-50 

6758.4 

8.5 

80.0 

10831.3 

10 

5 

7 

-48.5 

NM 

3820.8 

17.3 

52.3 

3823. 6y 

14 

9 

8 

-144.2 

NM 

^  2612.4 

-4.5 

11.0 

1061.8 

-2 

12 

8 

67.0 

-51  - 
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NET 

mm 

996 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 

1997 

t  J  1  llVirt  1  tu 

EARNINGS 
PER  SHARE 
1998 

3.3 

3.8 

14.3 

1 18 

134  /74 

15 

3.38 

/.fab 

y.U4 

7.3 

6.0 

12.8 

57 

58  /36 

28 

2.45 

1 .99 

3.59 

5.8 

6.5 

15.0 

36 

39/23 

24 

2.23 

1 .52 

2.UU 

i.8 

5.2 

1 1.9 

121 

122  /83 

15 

1 .65 

7.88 

8.49 

3.8 

6.9 

17.7 

35 

37  /24 

17 

2.68 

2.07 

2.32 

2.6 

6.0 

8.8 

322 

350  /245 

25 

1.62 

12.64 

i  0.34 

^1.7 

4.0 

12.5 

120 

126  /93 

17 

3. 18 

1  .\1 

8.11 

3.5 

5.8 

8.7 

56 

b2  /3d 

o4 

i  .DD 

O.U4 

9.3 

6.6 

16.1 

80 

84  /54 

27 

2.21 

2.94 

4.46 

3.1 

8.4 

16.3 

132 

145/102 

18 

1.74 

7.33 

9.42 

5.9 

19.3 

32.0 

57 

58  /29 

28 

0.35 

2.00 

2.51 

8.7 

12.8 

19.1 

.58 

64  /46 

l'» 

2.01 

3.10 

:i..57 

5.3 

7.4 

18.9 

48 

58  /39 

19 

1 .05 

2.53 

O  "7  1 

2.  / 1 

D.2 

10.1 

18.9 

84 

90/66 

19 

1.43 

4.43 

4.38 

9.7 

16.9 

27.4 

46 

57  /40 

10 

1 .94 

4.53 

3.78 

4.1 

6.6 

9.4 

50 

50/35 

32 

2.22 

1 .53 

3.01 

9.1 

17.3 

22.6 

102 

104/71 

16 

1.96 

5.39 

6.65 

9.5 

14.2 

23.3 

92 

103  /78 

12 

3.80 

7 .10 

6.40 

8.3 

13.3 

20.5 

61 

70/50 

29 

2.06 

2.08 

O   "7  O 

3.  /o 

1.2 

16.5 

22.6 

40 

42  /34 

19 

2.48 

2.10 

2.54 

6.5 

4.8 

7.2 

51 

53/36 

107 

0.24 

0.48 

1.34 

8.2 

12.8 

14.6 

33 

44  /30 

20 

1 .45 

1.65 

1.81 

3.2 

21.0 

21.1 

46 

53  /40 

23 

3.22 

1 .99 

2.25 

5.8 

25.9 

41.0 

48 

55/38 

15 

2.24 

3.18 

3.37 

7.9 

8.2 

16.3 

66 

67/51 

18 

2.69 

3.63 

3.96 

8.9 

3.6 

4.9 

49 

55/40 

41 

1.32 

1.19 

3.95 

7.2 

7.4 

21.1 

46 

.>  1  /.U 

41 

1.86 

1.12 

2..51 

9.2 

9.7 

24.3 

78 

79  /49 

32 

1.54 

2.46 

2.82 

5.2 

4.0 

16.9 

75 

76/49 

23 

1.52 

3.29 

3.72 

7.3 

20.4 

26.5 

43 

47  /32 

21 

1.41 

2.02 

2.32 

5.9 

22.4 

29.8 

27 

33/23 

16 

2.36 

1.67 

1.92 

3.3 

6.5 

13.9 

41 

52/36 

19 

2.92 

2.11 

3.07 

4.0 

2.5 

6.2 

33 

42  /21 

46 

0.49 

0.71 

1.63 

2.6 

8.4 

13.8 

34 

34/22 

36 

1.75 

0.94 

2.41 

1.9 

-1.7 

-3.0 

55 

61/47 

-137 

2.26 

-0.40 

4.18 

5.6 

-5.5 

-17.1 

54 

56/43 

-26 

1.41 

-2.07 

1.98 

2.5 

7.4 

8.4 

21 

26/19 

44 

2.96 

0.48 

1.07 

Burning  Bright 

It's  hard  to  rank  top-per- 
forming companies  and 
not  run  into  General 
Electric.  This  industrial  be- 
hemoth climbed  a  notch 
from  last  year  to  No.  41. 
Helping  to  nudge  it  upward: 
sales  and  earnings  gains  in 
1997  of  15%  and  13%,  which 
brought  a  50%  leap  in 
shareholder  returns.  But  the 
real  story  at  ge  is  Chairman 
Jack  Welch's  continuing  ob- 
session with  quality.  A  new 
initiative  delivered  more 
than  $300  million  in  operat- 
ing income  last  year  and 
could  add  $750  million  in 
1998. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123, 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 


BUSINESS  WEEK  /  MARCH  30,  1998  127" 


THE  S&F*  BusinessWeek's  Industry  Rankings 

500 


MARKET  VALUE 


PROFITABHJTY 


FEB. 27  TOTAL 
1998  RETURN 
SMIL.  II  Y^AR) 


TOTAL 
RETURN 
(3  YEARS) 


12 

MONTHS 
1997 
SMIL. 


CHANGE 
FROM 
1996 

% 


3  YEAR 
AVERAGE 
CHANGE 

% 


12 

MONTHS 
1997 
SMIL 


6  Consumer  Products 


CHANGE 
FROM 
1996 


INDl  S  I  KY  AVKRAGK 

2493Q.0 

23.9 

112.7 

9343.6 

3 

6.9 

86.'>.9 

10 

1.' 

1 

38 

GILLETTE 

60488.3 

35.4 

182.6 

10062.1 

4 

20.6 

1427.2 

50 

9.8 

2 

64 

NIKE 

12752.4 

-40.3 

150.4 

9819.0 

26 

34.4 

787.1 

16 

8.1 

3 

97 

COLGATE-PALMOLIVE 

24015.9 

58.0 

168.4 

9056.7 

4 

5.9 

740.4 

17 

7.3 

4 

106 

CLOROX 

9073.6 

48.1 

212.0 

2652. 7y 

13 

11.8 

263.9 

12 

!0.0 

5 

107 

PROCTERS.  GAMBLE 

113885.3 

42.7 

169.0 

36715.0 

4 

4.7 

3625.0 

12 

9.2 

6 

119 

COCA-COLA 

169738.6 

12.4 

157.9 

18868.0 

1 

5.1 

4129.0 

18  1 

18,1 

7 

127 

ECOLAB 

3729.2 

52.8 

162.2 

1640.4 

10 

10.8 

134.0 

18  1 

8 

136 

MAYTAG 

4273.9 

113.1 

193.7 

3407.9 

14 

0.2 

183.5 

33  |4i 

9 

186 

LIZ  CLAIBORNE 

3405.3 

23.6 

224.2 

2412.6 

9 

4.0 

184.6 

19  1 

]. 

10 

208 

AVON  PRODUCTS 

9298.4 

21.9 

170.5 

5079.4 

6 

6.1 

338.8 

7  |6, 

1 1 

213 

PHILIP  MORRIS 

105443.7 

0.0 

144.4 

56114.0 

3 

1.6 

6310.0 

0  1 

12 

243 

PEPSICO 

55370.5 

21.4 

111.9 

20917.0 

3 

-12.4 

1491.0 

58  4 

13 

252 

VF 

5877.6 

41.2 

99.7 

5222.2 

2 

1.6 

350.9 

"  % 

14 

287 

BROWN-FORMAN 

3829.3 

28.6 

85.0 

1642.4 

4 

5.0 

180.6 

'  i 

15 

289 

ARMSTRONG  WORLD  INDUSTRIES 

3184.4 

17.7 

83.8 

2198.7 

2 

2.0 

185.0 

u  |- 

16 

292 

ADOLPH  COORS 

1158.0 

48.2 

106.9 

1822.2 

5 

3.2 

82.3 

89  1 

17 

293 

ANHEUSER-BUSCH 

22966.0 

8.1 

82.6 

11066.2 

2 

-2.0 

1179.2 

2  f 

18 

306 

ALBERTO-CULVER 

1729.4 

7.1 

119.2 

1794.6 

8 

13.7 

78.5 

3 

19 

323 

UST 

6530.2 

23.3 

37.2 

1401. 7x 

2 

4.5 

439.1 

-5 

3 

20 

338 

TANDY 

4636.9 

80.8 

108.3 

5372.2 

-15 

3.3 

186.9 

NM 

21 

357 

CIRCUIT  CITY  STORES 

3813.6 

26.6 

80.8 

7693.2 

8 

14.0 

123.2 

-18 

22 

363 

SEAGRAM 

13104.6 

-2.3 

29.2 

12347.0 

-7 

33.6 

336.0 

-5 

23 

423 

REEBOK  INTERNATIONAL 

1755.4 

-33.6 

-13.5 

3643.6 

5 

3.2 

135.1 

-3  - 

 Zzr-A^l  WHIRLPOOL 

5011.7 

36.1 

32.6 

8617. Oy 

1 

2.1 

-46.0 

NM 

25 

475 

Rtrs&iLL 

989.3 

-27.7 

-6.0 

1228.2 

-1 

4,2 

54.4 

-33 

26 

494 

FRUIT  OF~THE  LOOM 

2351.9 

-21.2 

37.4 

2139.9 

-13 

-1.9 

-385.4 

NM 

7  Containers  &^ackaging 

3626.3 

18.2 

78.7 

4177.0 

.5 

6.6 

84.4 

-24 

1 

51 

OWENS-ILLINOIS  1 

5389.1 

58.2 

265.5 

4658.5 

21 

8.6 

272.4 

43 

2 

193 

AVERY  DENNISON ' 

5202.0 

29.3 

187.5 

3345.7 

4 

5.2 

204.8 

16 

3 

290 

BEMIS 

2386.9 

11.3 

77.2 

1877.2 

13 

10.3 

107.6 

6 

1 

4 

315 

CROWN  CORK  &  SEAL 

6931.3 

-1.2 

32.6 

8494.6 

2 

27.6 

301.6 

6 

L 

5 

397 

BAIL 

985.1 

33.1 

5.9 

2388.5 

9 

-4.1 

58.3 

345  - 

] 

6 

458 

TEMPLE-INLAND 

3372.4 

10.0 

31.0 

3625.4 

5 

6.5 

50,8 

-62  - 

7 

493 

STONE  CONTAINER 

1117.1 

-13.5 

-49.0 

4849.1 

-6 

-8.3 

-404.4 

NM 

8  Discount  &  Fashion  Retailing 

INDUSTRY  AVKRAGE  14r.7'2.8 

42.8 

115.3 

18181.7 

12 

12.4 

560.2 

15 

] 

1 

17 

GAP 

|l7659.0 

102.3 

326.9 

6507.8 

23 

20.4 

533.9 

18 

1 

2 

21 

TJX 

"  6288.1 

84.8 

509.2 

7389.1 

10 

31.9 

306.6 

43 

5 

3 

44 

HOME  DEPOT 

46721.4 

73.7 

116.3 

24155.7 

24 

24.8 

1160.0 

24 

2 

4 

53 

DAYTON  HUDSON 

16923.8 

92.7 

247.8 

27757. Oy 

9 

9.1 

802.0 

69 

2 
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INVESTMENT  DATA 

RECENT 

ESTIMATED 

*IET 

RETURN  ON 

RETURN  ON 

SHARE  12-MONTH 

EARNINGS 

EARNINGS 

RGIN 

INVESTED 

COMMON 

PRICE  HIGH/LOW 

P-E 

DIVIDEND 

PER  SHARE 

PER  SHARE 

996 

CAPITAL 

EQUITY 

$  $ 

RATIO 

YIELD 

1997 

1998 

i.7 

20.8 

28.2 

.'>2 

.■>?  I'M 

30 

1  .<)() 

1.74 

2.46 

).8 

21.6 

28.0 

108 

110/72 

43 

0,80 

2.49 

3.04 

i.7 

20.5 

22.8 

44 

73/38 

17 

1.09 

2.65 

2.27 

'.3 

15.6 

33.4 

81 

82  /49 

36 

1.36 

2.27 

2.74 

).0 

15.5 

,  26.5 

88 

89/55 

35 

1.46 

2.53 

2.75 

12 

21.1 

29.1 

85 

85/57 

35 

1.19 

2.43 

2.73 

i.7 

50.2 

56.7 

69 

73/50 

42 

0.87 

1.64 

1.68 

'.6 

19.6 

25.0 

29 

29/18 

29 

1.32 

1.00 

1.16 

[.6 

13.7, 

29.8 

45 

46/20 

24 

1.42 

1.87 

2.35 

'.0 

17.7 

17.7 

50 

58/38 

19 

0.90 

2.63 

2.98 

3.6 

102.6 

149.3 

70 

78/51 

28 

1.93 

2,54 

2.96 

.6 

22.6 

42.3 

44 

48  /37 

17 

3.68 

2.58 

3.24 

L6 

15.0 

23.5 

37 

41/28 

38 

1.37 

0.95 

1.38 

3.8 

14.3 

18.2 

48 

48/32 

18 

1.67 

2.70 

2.94 

).5 

21.4 

22.8 

56 

56/44 

22 

2.02 

2.56 

2.88 

'6 

14.5 

22.6 

79 

80/62 

17 

2.24 

4,50 

5.78 

?.5 

9.2 

11.0 

31 

41  /19 

14 

1.92 

2.16 

1.99 

).6 

14.4 

28.5 

47 

48  /39 

20 

2.22 

2.36 

2.51 

1.6 

11.7 

15.1 

30 

33/25 

24 

0.79 

1.29 

1.41 

5.8       88.6  111.0 

o  /  /^o 

9  ^7 
iL.o  f 

.5 

14.0 

17.1 

45 

46/24 

27 

0.90 

1.63 

2.12 

l.l 

6.1 

7.8 

39 

45  /31 

31 

0.36 

1.24 

1.47 

1.7 

2.6 

3.8 

38 

42/30 

41 

1.74 

0.92 

0.81 

;.o 

11.0 

26.6 

31 

52/26 

13 

NA 

2.32 

2.46 

L.7 

-1.3 

-2.6 

67 

70/45 

-108 

2,04 

-0.62 

4.07 

3.6 

5.3 

8,3 

27 

38/24 

18 

2.07 

1.47 

1.73 

i.O 

-19.8 

-46.7 

32 

45/23 

-6 

NA 

-5.18 

1.89 

2.8 

4.9 

.->.8 

42 

47  /.n 

44 

1.89 

0.94 

1 

3.0 

5.7 

20.2 

38 

43  /23 

19 

NA 

2.01 

2.28 

3.5 

16.5 

24.5 

51 

55/34 

26 

1,66 

1.93 

2.26 

3.1 

10.9 

16.8 

45 

48/34 

23 

1.95 

2.00 

2.28 

}.4 

3.8 

7.8 

54 

59/44 

25 

1.85 

2.15 

2.86 

).6 

5.1 

8.8 

33 

39/25 

19 

1.84 

1,74 

2.10 

3.8 

1,1 

2.5 

60 

69/50 

66 

2.15 

0.90 

2.53 

^4 

-9.0 

-95.7 

11 

18/10 

-3 

NA 

-4.16 

-0,68 

i.O 

9.9 

1.5.2 

44 

48  /28 

24 

1.14 

1.86 

2.29 

B.6 

27.1 

36.2 

45 

46/20 

34 

0.45 

1.30 

1.56 

3.2 

21.8 

26.5 

39 

40/21 

22 

0.51 

1.75 

1,99 

1.8 

13.8 

16,3 

64 

69/35 

41 

0.31 

1.55 

2,02 

1.9 

8.8 

18,8 

77 

80/40 

23 

0.93 

3.40 

3,81 

Retail  Rising 

At  last,  some  good  news 
for  retailers.  Gap, 
Home  Depot,  and  tjx, 
which  owns  T.J.  Maxx  and 
Marshalls,  all  made  it  into 
the  top  50.  That's  a  stand- 
out performance  in  an  in- 
dustry where  10  of  the  22 
companies  languish  in  the 
bottom  half  of  our  overall 
s&p  500  rankings.  It's  also  a 
far  better  showing  than  last 
year,  when  none  made  it 
into  the  elite  50.  What  do 
the  three  industry  stars 
have  in  common?  Carefully 
honed  brand  identities  and 
brisk  expansion. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123, 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 


BUSINESS  WEEK  /  MARCH  30,  1998  129 


THE  S&P  BusinessWeek's  Industry  Rankings 

BOO 
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FEB, 27  TOTAL 
1998  RETURN 
$MIL,  (lYEAR) 


TOTAL 
RETURN 
(3  YEARS) 


12  CHANGE 

MONTHS  FROM 

1997  1996 
SMIL  % 


3  YEAR 
AVERAGE 
CHANGE 

% 


12  CHANGE 

MONTHS  FROM 

1997  1996 

SMIL,  % 


5 

62 

COSTCO 

10472.7 

88.0 

258.7 

22420. 8y 

12 

9.8 

378.3 

64 

6 

109 

WAL-MART  STORES 

104014.7 

74.5 

99.8 

117958.0 

12 

12.6 

3526.0 

15 

7 

117 

LOWE'S 

10245.1 

63.8 

76.9 

10136.9 

18 

18.7 

357.5 

22  fl- 

8 

125 

FEDERATED  DEPARTMENT  STORES 

9834.9 

34.4 

113.1 

15668. 3y 

3 

21.1 

574.6 

ue  S> 

9 

161 

CONSOLIDATED  STORES 

3469.3 

43.3 

238.2 

4055.3 

19 

53.4 

85.9 

-45  ^■ 

10 

196 

AUTOZONE 

4600.7 

21.0 

14.2 

2797.6 

19 

21.5 

204.6 

20  4.C 

11 

246 

J.C.  PENNEY 

17667.9 

50.1 

86.0 

30546. Oy 

30 

11.5 

566.0 

0  )t< 

i 

12 

248 

SEARS, ROEBUCK 

20776.1 

1.8 

123.4 

41469.0 

8 

8.0 

1188.0 

-7  1: 

13 

259 

MAY  DEPARTMENT  STORES 

14047.9 

32.7 

97.0 

12352. Oy 

7 

0.8 

779.0 

4  h 

14 

275 

NORDSTROM 

4433.5 

61.0 

40.4 

4960. 2y 

8 

7.6 

186.2 

26  k- 

15 

330 

TOYS  'R'  US 

7454.9 

2.9 

-5.8 

11037.8 

11 

7.7 

490.1 

15  i'c 

16 

349 

WOOLWORTH 

3204.7 

11.8 

55.7 

6624.0 

-6 

-7.8 

213.0 

10  ^ 

17 

355 

LIMITED 

7902.2 

57.1 

76.6 

9188.8 

6 

8.1 

217.4 

-50  If 

18 

371 

MERCANTILE  STORES 

2418.6 

38.9 

68.7 

3143. 8y 

4 

3.6 

129.7 

7  it 

19 

374 

DILLARD'S 

3957.2 

18.8 

31.2 

6632. Oy 

6 

4.7 

258.0 

8 

20 

384 

PEP  BOYS-MANNY,  MOE  &  JACK 

1569.2 

-21.4 

-20.0 

1998.6b 

1 1 

13.9 

100.1  b 

3  1 

21 

435 

KMART 

6465.0 

11.6 

9.5 

32183.0 

2 

-1.5 

249.0         8  1 

22 

486 

CHARMING SHOPPES 

474.6 

-2.1 

-26.4 

1016.5 

0 

-7.3 

19.3 

NM  1 

9  Electrical  &  Electronics 

INDLS 

TRY  AVERAGE 

13325.8 

12.4 

84.1 

6103.5 

9 

11.3 

559.8 

28  I 

1 

4 

INTEL 

146729.6 

28.6 

352.5 

25070.0 

20 

29.5 

6945.0 

35  W 

2 

128 

THOMAS  &BETTS 

3118.0 

32.2 

85.0 

2114.7 

7 

28.4 

154.9 

159  1 

3 

134 

EMERSON  ELECTRIC 

28294.2 

30.3 

107.0 

12639.5 

11 

12.3 

1149.3 

10 

4 

138 

THERMO  ELECTRON 

6204.4 

20.1 

94.8 

3558.3 

21 

27.4 

239.3 

25 

5 

162 

EATON 

7406.5 

34.3 

105.4 

7563.0 

9 

7.1 

464.0 

33 

6 

166 

HONEYWELL 

10087.7 

13.4 

131.0 

8027.5 

10 

9.7 

471.0 

17 

7 

197 

RAYCHEM 

3684.7 

1.7 

120.1 

1815.5 

5 

6.6 

245.7 

14 

8 

238 

HARRIS 

4051.6 

40.7 

140.7 

3917.5 

5 

4.7 

220.2 

17 

9 

249 

ANDREW 

2442.0 

-26.3 

60.7 

874.9 

7 

14.6 

110.5 

9 

10 

255 

KLA-TENCOR 

3878.5 

13.3 

59.2 

1167.3 

6 

57.1 

139.4 

-18 

11 

280 

AMP 

9722.2 

14.9 

25.8 

5745.0 

5 

9.1 

457.5 

59 

12 

291 

COOPER  INDUSTRIES 

6903.4 

29.2 

57.0 

5288.8 

0 

5.5 

394.6 

25 

13 

320 

MICRON  TECHNOLOGY 

7022.6 

-10.0 

7.6 

3742.0 

17 

22.2 

321.2 

12  - 

14 

324 

RAYTHEON 

13899.3 

27.1 

75.4 

13673.5 

11 

10.4 

526.8 

-31 

15 

336 

NATIONAL  SERVICE  INDUSTRIES 

2385.7 

47.9 

127.2 

2011.8 

-1 

1.9 

109.1 

6 

16 

344 

PERKIN-ELMER 

3552.6 

1.7 

156.8 

1309.5 

8 

8.3 

64.0 

13 

17 

350 

TEKTRONIX 

2252.4 

37.4 

103.0 

2033.1 

10 

13.2 

71.1 

-29 

18 

364 

TEXAS  INSTRUV^NTS 

22590.9 

50.6 

204.0 

9750.0 

-2 

-4.4 

302.0 

NM  - 

19 

372 

MOTOROLA 

33205.3 

1.0 

-1.1 

29794.0 

7 

9.5 

1180.0 

2  - 

20 

375 

ROCKWELL  INTERNA!  NAL 

12251.3 

9.7 

106.8 

7888.0 

6 

-10.4 

474.0 

5 

21 

396 

LSI  LOGIC 

3356.0 

-27.1 

-13.1 

1290.3 

4 

11.1 

160.7 

9 

22 

403 

GENERAL  SIGNAL 

2043.4 

-5.1 

22.2 

1954.6 

-5 

8.8 

131.0 

-2 

23 

404 

NATIONAL  SEMICONDUCTOP 

3921.1 

-10.7 

40.4 

2582.1 

3 

3.1 

298.6 

NM 
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INVESTMENT  DATA 

RECENT 

ESTIMATED 

NET 

RETURN  ON 

RETURN  ON 

SHARE  12-MONTH 

EARNINGS 

EARNINGS 

tflARGIN 

INVESTED 

COMMON 

PRICE  HIGH/LOW 

P-E 

DIVIDEND 

PER  SHARE 

PER  SHARE 

1996 

CAPITAL 

EQUITY 

$  $ 

RATIO 

YIELD 

1997 

1998 

10.5 
12.4 
9.8 
6.3 
6.6 
15.3 
3.6 
6.6 
10.4 
10.3 
9.7 
12.3 
7.1 
7.3 
6.2 
6.6 
2.7 
3.4 

10.9 

31.9 
10.5 
18.5 
5.4 
12.8 
13.3 
24.4 
9.5 
20.2 
12.2 
14.8 
10.9 
8.5 
5.6 
16.6 
12.1 
7.9 
4.2 
7.9 
10.0 
9.4 
15.6 
12.8 


14.7 
20.1 
13.7 
10.9 
12.4 
18.1 
7.3 
22.0 
20.0 
12.5 
11.9 
18.5 
9.3 
8.2 
9.2 
11.8 
4.6 
4.4 


17.1 

32.6 

15.8 
20.3 
13.4 
20.8 
20.0 
29.3 
13.6 
22.1 
12.2 
15.6 
15.6 
11.1 
10.5 
17.3 
14.1 
9.4 
5.1 
9.0 
10.3 
10.3 
20.8 
14.7 


49 

51/26 

28 

NA 

46 

48/26 

30 

0.58 

58 

62/34 

29 

0.38 

47 

49/32 

18 

NA 

41 

50/28 

53 

NA 

30 

33/22 

23 

NA 

71 

73/45 

34 

3.03 

53 

65/39 

18 

1.74 

61 

63/44 

20 

2.09 

57 

68/36 

24 

0.98 

26 

37/25 

15 

NA 

24 

29/18 

15 

NA 

29 

32/17 

37 

1.79 

66 

69/46 

19 

1.82 

oo 

HO  /<i I? 

1  R 
1 J 

n  4R 

ID 

n  Q/i 

1  '5 
1  o 

1  R  /I  n 

M  A 
INM 

A 

7  /A 

ZD 

M  A 
INM 

50 

62  /37 

25 

1.50 

90 

102/64 

23 

0.13 

57 

59/40 

20 

1.98 

64 

65/45 

25 

1.85 

41 

45/28 

29 

NA 

96 

103/68 

16 

1.83 

79 

81/65 

21 

1.41 

43 

50/30 

16 

0.74 

51 

52/36 

18 

1.73 

28 

41/20 

23 

NA 

46 

77/33 

29 

NA 

44 

57/33 

21 

2.44 

56 

59/41 

17 

2.35 

33 

60/22 

23 

NA 

59 

61  /42 

27 

1.36 

55 

56/37 

23 

2.24 

73 

86/56 

52 

0.93 

45 

46/32 

31 

1.08 

58 

71/36 

76 

0.59 

56 

91/54 

29 

0.86 

61 

70/44 

24 

1.69 

24 

47/19 

21 

NA 

41 

53/36 

16 

2.66 

24 

43/22 

13 

NA 

1.75 
1.56 
2.05 
2.58 
0.77 
1.33 
2.10 
2.99 
3.11 
2.40 
1.70 
1.57 
0.79 
3.53 
2.31 
1.58 
0.51 
0.18 


2.02 

3.87 

2.81 

2.59 

1.41 

5.93 

3.71 

2.75 

2.75 

1.22 

1.59 

2.08 

3.26 

1.47 

2.20 

2.44 

1.42 

1.43 

0.76 

1.94 

2.47 

1.12 

2.60 ' 

1.89 


1.96 
1.75 
2.45 
2.98 
2.06 
1.53 
3.94 
3.42 
3.45 
2.79 
2.14 
1.87 
1.43 
3.82 
2.70 
1.53 
0.87 
0.22 


2.62 

4.33 
3.21 
2.79 
1.76 
7.12 
4.22 
2.71 
2.90 
1.42 
2.24- 
2.40 
3.53 
-0.04 
3.77 
2.63 
2.99 
3.05 
2.48 
2.82 
3.16 
1.13 
2.73 
1.74 


There  aren't  many  com- 
panies that  have  to 
apologize  for  sales  gains 
of  20%  and  earnings  gains 
of  35%.  But  for  Intel,  those 
1997  numbers  were  subpar 
and  helped  topple  the  chip- 
maker  to  No.  4,  from  the 
top  spot  it  held  a  year  ago. 
And  there  may  be  worse  to 
come.  In  March,  the  compa- 
ny warned  that  it  would 
miss  fii'st-quarter  sales  pro- 
jections by  10%.  The  prob- 
lem: PC  sales  gi'owth  is 
slowing,  pushing  chip  prices 
down.  Still,  with  an  85% 
share  of  the  world  micro- 
processor market,  Intel's  sit- 
uation is  far  from  dire. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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THE  S&F*  Business  Week's  Industry  Rankings 


MARKET  VALUE  SALES  PROFITABILITY 


12  CHANGE  3  YEAR                  12  CHANGE 

FEB  27            TOTAL            TOTAL                 MONTHS  FROM  AVERAGE  MONTHS  FROM 

1998            RETURN          RETURN                  1997  1996  CHANGE                1997  1995 

SMIL            (lYEAR)         (3  YEARS)                 $MIL,  %               %  $MIL  % 


24 

453 

MILLIPORE 

1638 

1 

-11.7 

46.5 

758 

9 

23 

14 

0 

-38.8 

NM 

25 

474 

ADVANCED  MICRO  DEVICES 

3348 

8 

-33.5 

-22.6 

2356 

4 

2 1 

Q 

5 

-21.1 

NM 

26 

491 

GENERAL  INSTRUMENT 

2467 

2 

12.5 

-1 5.4 

1764 

I 

0 

_7 

3 

-16.1 

NM 

10  Food 

IM)l  S  1  HV  \V1  RACF 

12747 

;u.a 

1 11.8 

11128 

.2 

2 

.5 

26*). 3 

-2*> 

1 

98 

HERSHEY  FOODS 

9529 

8 

50.5 

188.6 

4302 

2 

8 

6 

3 

335.3 

23 

2 

131 

CAMPBELL  SOUP 

26360 

6 

31.0 

171.3 

8057 

0 

3 

5 

0 

927.0 

34 

3 

175 

SUPERVALU 

2862 

5 

56.8 

103.3 

15793 

4 

2 

0 

8 

232.1 

35 

4 

207 

KROGER 

10746 

1 

59.8 

221.9 

25567 

3 

5 

5 

0 

444.0 

25 

5 

218 

PIONEER  HI-BRED  INTERNATIONAL 

6822 

3 

52.2 

221.5 

1773 

0 

3 

6 

6 

237.0 

4 

6 

232 

SYSCO 

8014 

5 

37.1 

74.0 

14779 

4 

5 

8 

8 

315.4 

9 

7 

235 

WM.  WRIGLEY  JR. 

8857 

1 

27.8 

78.9 

1954 

2 

5 

6 

8 

271.5 

18 

8 

247 

RALSTON  PURINA 

10434 

4 

22.8 

124.3 

4543 

3 

5 

-19 

3 

371.6 

24 

9 

265 

ALBERTSON'S 

11503 

6 

35.1 

60.0 

14689 

5 

7 

3 

0 

516.8 

5 

10 

277 

CONAGRA 

14161 

8 

14.4 

95.0 

23828 

5 

-1 

-0 

5 

552,4 

199 

1 1 

294 

KELLOGG 

17506 

1 

26.5 

68.9 

5830 

1 

2 

0 

7 

554.0 

6 

12 

304 

WINN-DIXIE  STORES 

8017 

5 

72.5 

109.1 

13382 

3 

2 

5 

5 

213,4 

-8 

13 

308 

BESTFOODS 

15163 

5 

35.0 

125.4 

8400 

4 

-1 

3 

8 

428,8 

-23 

14 

309 

GENERAL  MILLS 

11380 

6 

12.9 

59.0 

5788 

4 

4 

5 

0 

389.8 

-13 

15 

341 

H.J.  HEINZ 

20580 

7 

39.8 

135.6 

9180 

0 

-3 

5 

3 

390.8 

-44 

16 

365 

ARCHER  DANIELS  MIDLAND 

12821 

7 

26.9 

41.2 

14789 

4 

9 

6 

5 

454.4 

-9 

17 

385 

AMERICAN  STORES 

5884 

4 

13.7 

116.7 

19138 

9 

2 

1 

5 

280.6 

-2 

18 

408 

SARA  LEE 

26734 

1 

47.3 

129.2 

19751 

0 

3 

5 

7 

-557.0 

NM 

19 

410 

GREAT  ATLANTIC  &  PACIFIC  TEA 

1164 

3 

2.1 

62.8 

10106 

8 

0 

-0 

7 

73.3 

-3 

20 

454 

GIANT  FOOD 

2268 

7 

12.0 

63, 1 

4021 

5 

2 

3 

3 

52,5 

-53 

21 

463 

QUAKER  OATS 

7460 

7 

53.5 

82,3 

5015 

7 

-4 

-5 

3 

-930.9 

NM 

INC 

INC 

UNILEVER  NV 

41 170 

9 

35.2 

128.2 

NA 

NA 

NA 

NA 

NA 

11  Fuel 

IM)l  SI  H^  AM  HACI 

2'>M4 

24..> 

')7.5 

18622 

1 

-2 

1(».8 

1214.8 

6 

1 

18 

SCHLUMBERGER 

37640 

7 

53.4 

180.0 

10547 

6 

19 

16 

8 

1295.7 

52 

2 

43 

HALLIBURTON 

12213 

5 

47.2 

174.7 

8818 

6y 

19 

17 

8 

454,4 

51 

3 

66 

HELMERICH  &  PAYNE 

1454 

7 

39.0 

131.6 

536 

5 

29 

19 

7 

93,2 

65 

4 

67 

ROWAN 

2440 

6 

44.6 

351.0 

695 

3 

22 

17 

1 

156.4 

155 

5 

124 

TEXACO 

29492 

8 

14,8 

96.6 

46667 

Oy 

3 

14 

2 

2564.0 

32 

6 

154 

WESTERN  ATLAS 

4139 

4 

58.3 

134,0 

1658 

2 

17 

11 

5 

91,8 

31 

7 

159 

EXXON 

157201 

1 

31.3 

122.2 

122089 

Oy 

2 

7 

4 

8450,0 

13 

8 

160 

CHEVRON 

53114 

9 

25.7 

88.6 

35009 

0 

-7 

6 

3 

3255.0 

25 

9 

171 

ATLANTIC  RICHFIELD 

24938 

7 

27.5 

52,3 

18584 

0 

0 

8 

5 

1889.0 

14 

10 

172 

UNOCAL 

9291 

1 

0.0 

42,7 

6064 

Oy 

14 

-6 

7 

569,0 

47 

11 

194 

APACHE 

3075 

1 

5.4 

39,7 

1175 

3y 

20 

26 

8 

154,9 

28 

12 

221 

ASHLAND 

4176 

6 

34.5 

86,8 

13352 

0 

7 

10 

5 

221.0 

73 

13 

237 

ANADARKO  F  TROLEUM 

3860 

5 

15.2 

49,4 

673 

2 

18 

13 

5 

107.3 

7 

14 

256 

ROYAL  DUTCH f  fTROLEUM 

116463 

1 

28.7 

1 15,0 

75893 

0 

0 

11 

2 

4881,0 

-13 
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INVESTMENT  DATA 


NET  RETURN  ON  RETURN  ON 
ARGIN  INVESTED  COMMON 
1996  CAPITAL  EQUITY 


RECENT 

SHARE  12-MONTH 

PRICE  HIGH/LOW  P-E 

$  $  RATIO 


ESTIMATED 
EARNINGS  EARNINGS 
DIVIDEND       PER  SHARE      PER  SHARE 
YIELD  1997  1998 


7.1 

-8.9 

-26.0 

38 

52/30 

-42 

1.06 

-0.89 

2.04 

3.5 

-0.8 

-1.0 

24 

49/17 

-157 

NA 

-0.15 

0.36 

5.5 

-1.3 

-1.3 

17 

28/13 

-152 

NA 

-0.11 

0.59 

3.5 

8..5 

ITi.l 

.■>6 

60  fM) 

41 

1.67 

1 .38 

2.40 

6.8 

18.6 

43.4 

67 

68  /44 

30 

1.32 

2.23 

2.58 

8.8 

33.7 

62.5 

58 

59/44 

29 

1.45 

2.01 

2.11 

1.0 

9.4 

19.4 

48 

49/28 

13 

2.18 

3.61 

3.08 

1.4 

16.8 

NM 

42 

44/24 

25 

NA 

1.69 

1.96 

3.2 

18.3 

18.7 

104 

109/58 

37 

1.00 

2.78 

3.48 

2.1 

14.2 

22.7 

47 

49/33 

26 

1.53 

1.83 

1.95 

2.4 

27.6 

27.6 

76 

82/56 

33 

1.00 

2.34 

2.58 

6.9 

9.4 

18.1 

101 

102/75 

30 

1.18 

3.37 

3.72 

3.6 

15.2 

22.7 

47 

50/31 

24 

1.37 

1.99 

2.32 

0.9 

11.9 

25.5 

30 

39  /26 

21 

2.08 

1.42 

1.58 

8.0 

23.4 

56.5 

43 

51/32 

31 

2.11 

1.36 

1.86 

1.8 

15.1 

15.7 

54 

63  /32 

38 

1.89 

1.43 

1.51 

6.6 

11.0 

21,2 

105 

109/77 

37 

1.71 

2.85 

4.48 

8.1 

19.6 

100.2 

72 

78/58 

29 

2.95 

2.45 

3.62 

7.4 

8.0 

16.0 

56 

60/38 

54 

2.24 

1.04 

2.39 

3.7 

4.9 

7.0 

22 

25/16 

28 

0.89 

0.81 

1.18 

1.5 

5.3 

12.6 

25 

28/19 

25 

1.43 

1.01 

1.34 

5.0 

-12.0 

-24.5 

57 

60/39 

-44 

1.63 

-1.29 

2.32 

0.8 

3.9 

7.9 

30 

36/23 

16 

1.31 

1.91 

2.31 

2.9 

5.0 

6.0 

36 

38  /28 

42 

2.15 

0.87 

1.69 

4.8 

-80.5 

-347.1 

54 

56/36 

-8 

2.12 

-6.80 

2.21 

NA 

NA 

NA 

64 

66/45 

NA 

1.55 

NA 

2.62 

6.0 

10.0 

16..-) 

53 

62  /41 

20 

2.01 

2.6.5 

2.7<) 

9.5 

16.7 

19.4 

76 

94/49 

30 

0.99 

2.52 

3.41 

4.1 

15.2 

18.6 

47 

63/31 

27 

1.07 

1.75 

2.38 

3.5 

11.6 

11.6 

29 

46  /21 

16 

0.97 

1.85 

1.99 

0.7 

17.2 

24.0 

28 

44/17 

16 

NA 

1.76 

2.64 

4.4 

15.0 

20.4 

56 

63/49 

11 

3.23 

4.87 

3.19 

4.9 

5.8 

10.4 

76 

94/57 

46 

NA 

1.65 

2.60 

6.3 

16.7 

19.5 

64 

67/49 

19 

2.57 

3.37 

2.99 

6.9 

15.1 

19.1 

81 

89/62 

16 

3.02 

5.03 

4.29 

8.9 

13.7 

21.7 

78 

87/62 

14 

3.67 

5.41 

4.54 

8.6 

13.4 

28.9 

38 

45/33 

14 

2.12 

2.65 

2.04 

2.4 

5.3 

9.6 

34 

45/30 

20 

0.82 

1.71 

1.49 

1.0 

5.5 

10.6 

56 

57/39 

19 

1.98 

2.90 

3.55 

7.7 

5.5 

10.0 

65 

77/51 

36 

0.47 

1.78 

1.85 

7.3 

11.9 

13.5 

54 

59/42 

24 

2.04 

2.30 

2.60 

Pumped  Up 


From  Kazakhstan  to  the 
Gulf  of  Mexico,  demand 
for  oil  rigs  and  explo- 
ration services  is  booming. 
That  helped  power  oil-ser- 
vice giants  Schlumberger 
and  Halliburton  onto  the  bw 
50  and  to  the  top  of  their 
peer  gi'oup.  Oil-field  spend- 
ing climbed  20%  for  the 
third  year  in  a  row  in  1997, 
and  Big  Oil  is  passing  more 
of  the  work  of  finding  and 
drilling  wells  to  service 
providers.  But  that  could 
end  if  cnide  oil  prices  keep 
falling. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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1  nil,  S&Jr*  Business  Weeks  Industry  Rankings 


500 


MARKET  VALUE 


SALES 


FEB  27 
1998 
$MiL 

TOTAL 
RETURN 
(lYEAR) 

TOTAL 
RETURN 
(3  YEARS) 

2686.8 

25.6 

121.2 

12915.4 

22.9 

61.8 

9963.8 

36.9 

133.8 

56711.3 

20.0 

82.2 

41389.6 

3.9 

58.9 

6934.9 

19.2 

123.2 

7907.7 

4.1 

20.8 

6747.8 

39.4 

128.1 

2857.4 

51.0 

53.9 

5674.2 

-7.0 

NA 

3177.6 

18.7 

55.1 

3223.0 

10.8 

45.7 

5414.6 

10.0 

24.7 

8659.6 

4.1 

46.5 

12  CHANGE 

MONTHS  FROM 

1997  1996 
$  MIL.  % 


3  YEAR 
AVERAGE 
CHANGE 

% 


PROFITABILITY  | 

12 

MONTHS 
1997 
SMIL 

CHANGE  1 
FROM  1 
1996  1 
%  1 

172.0 

6  1 

959,0 

-26  } 

456.0 

-32  b 

3272.0 

10  1 

2720.0 

-4  1 

137.0 

-30  I 

319.0 

-5  \i 

392.1 

-22  1 

263.0 

NM  1 

333.0 

4  1 

180.3 

35  ! 

193.8 

-12  k 

7.5 

-99  -1 

217.0 

-58  \ 

15  258    ORYX  ENERGY 

16  261    PHILLIPS  PETROLEUM 

17  267    USX-MARATHON  GROUP 

18  270  MOBIL 

19  286  AMOCO 
BAKER  HUGHES 


317 


20 

21  334  BURLINGTON  RESOURCES 

22  340  COASTAL 

23  346  SUN 

24  353  UNION  PACIFIC  RESOURCES  GROUP 

25  358  PENNZOIL 

26  393  KERR-McGEE 
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12  Healthcare 
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WARNER-LAMBERT 

39809.6 

77.5 

306.9 

8179.8 

13 

7.8 

869.5 

11 

9 

61 

JOHNSON  &  JOHNSON 

100813.0 

32.7 

178.6 

22629.0 

5 

13.1 

3303.0 

14 

10 

65 

BOSTON  SCIENTIFIC 

11628.4 

-12.9 
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1872.3 

21 

29.6 
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12 

\ 

11 

76 

WALGREEN 

18161.1 

71.8 

222.7 

13794.0 

14 

13.2 
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17 

12 

87 

CARDINAL  HEALTH 

8978.7 

33.1 
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14 

18.7 

224.2 

64 

1 

13 

88 

AMERICAN  HOME  PRODUCTS 

60868.9 

48.5 
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1 

15.4 
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14 

95 

MEDTRONIC 

24891.2 

66.8 
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7 
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442.8 
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21 

15 

96 

ABBOTT  LABORATORIES 
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32.3 
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8 

9.2 
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11 
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16 
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6I0MET 

3331.7 

98.2 

86.3 
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9 

14.3 
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15 
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17 
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MANOR  CARE 

2389.8 

43.5 
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1393.5 

18 
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83 
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18 
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UNITED  HEALTHCARE 

11411.1 

20.8 

41.4 
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17 
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29 

19 
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SIGMA-ALDRICH 
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9 
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12 
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20 
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AMGEN 

13982.5 
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2401.0 
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13.6 
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-5 
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21 
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HUMANA 

4166.9 

33.9 
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18 

30.4 
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BECTON,  DICKINSON 

7773.4 

29.0 
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2856.4 

3 
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3 
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23 
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CVS 
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16 

12.5 
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24 
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TENET  HEALTHCARE 
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37.6 
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15 
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-18.0 
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25 
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ELI  LILLY 

73007.3 
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320.9 
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16 
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NM 
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26 
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BAXTER  INTERNATIONAL 
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24.3 
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13 
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27 
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ALLERGAN 

2281.0 
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-1 
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66 
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53 
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Hiccups? 


The  health  of  the  health- 
care sector  has  been  de- 
cidedly mixed.  Although 
seven  high-performing  com- 
panies make  it  one  of  the 
best-represented  industries 
in  the  top  50,  that's  still 
way  off  the  13  companies 
that  made  the  list  last  year. 
Gone  is  last  year's  No.  50, 
scandal-plagued 
Columbia/HCA,  but  strong 
sales  for  Guidant's  medical 
devices  sent  it  zooming  up 
to  No.  28  from  No.  344. 
Schenng-Plough,  with 
record  sales  and  earnings  in 
1997,  climbed  to  the  top  of 
the  gToup  and  to  No.  11  in 
the  overall  rankings.  If  the 
industry  rolls  out  new  dmgs 
as  scheduled,  expect  more 
standouts  next  year 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123, 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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U.S.  SURGICAL 

2323.9 
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94.1 
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33 
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34 
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6710.0 

-8 

-0.2 
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35 
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-35.0 

-1.2 
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36 
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2833.0 

-6.5 
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INDUSTRY  AVKRACE 

4224. .{ 

44.4 
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3942.0 

8 

7.7 
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1 
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MASCO 

8981.1 
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2 
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SHERWIN-WILLIAMS 
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3 
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CENTEX 

2169.4 

81.9 
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5.9 
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39 

4 

262 

PPG  INDUSTRIES 

11540.3 

18.9 

90.2 

7379.0 

2 

4.9 

714.0 

-4 

5 

271 

FLEETWOOD  ENTERPRISES 

1709.8 

81.6 
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2954.6 

2 

1.6 

101.4 

24 

6 
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KAUFMAN  &  BROAD  HOME 

1013.1 

87.3 

89.0 

1876.3 

5 

13.5 

58.2 

NM 

7 
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PULTE 

965.9 

33.8 

102.7 

2524. Oy 

6 

13.3 

49.8 

-21 

8 

439 

OWENS  CORNING 

1636.5 

-27.0 

-8.0 

4373.0 

14 

9.0 

52.0 

NM 

14  Leisure  Time  Industries 

INDI  STRY  AVKH  VGF 

1240<).«) 

27.6 

6<».8 

6685. .-J 

5 

12.5 

331.1 

-10 

1 

91 

WALT  DISNEY 

75782.0 

48.4 

113.8 

22534.0 

6 

31.9 

1972.0 

34 

2 

103 

MARRIOTT  INTERNATIONAL 

9529.4 

44.1 

149.1 

12034.0 

18 

12.7 

335.0 

9 

3 

146 

HILTON  HOTELS 

7462.6 

22.5 

76.9 

5316.0 

35 

61.5 

250.0 

50 

4 

181 

VIACOM 

16641.6 

38.1 

7.3 

13206.1 

9 

20.4 

374.5 

119 

5 

191 

MCDONALD'S 

37583.0 

26.3 

67.4 

11408.8 

7 

10.9 

1642.5 

4 

6 

223 

MATTEL 

12291.9 

70.7 

142.6 

4834.6 

7 

15.5 

289.8 

-22 

7 

229 

KING  WORLD  PRODUCTIONS 

1963.0 

48.6 

58.0 

679.9 

2 

15.8 

142.8 

1 

8 

257 

AMERICAN  GREETINGS 

3321.1 

50.8 

65.8 

2208.1 

5 

5.3 

188.7 

19 

9 

348 

BRUNSWICK 

3160.6 

11.3 

70.2 

3657.4 

16 

10.5 

151.2 

-19 

10 

354 

MIRAGE  RESORTS 

4107.0 

-10.0 

93.2 

1389.0 

2 

3.3 

209.8 

2 

11 
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HARRAH'S  ENTERTAINMENT 

2126.3 

13.1 

-17.0 

1619.2 

2 

5.7 

107.5 

9 

12 
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WENDY'S  INTERNATIONAL 

2508.7 

6.3 

44.0 

2037.3 

7 

12.9 

130.5 

-16 

13 
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HASBRO 

4792.0 

27.5 

78.0 

3188.6 

5 

6.0 

135.0 

-32 

14 
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DARDEN  RESTAURANTS 
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NA 
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13 

APPLIED  MATERIALS 
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55.0 
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4545.2 

15 

32.7 

597.8 

53 

2 

57 

CATERPILLAR 

20313.0 

39.7 
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9.0 
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14 

14/7 

-30 
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0.1 
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NM 
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29 
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NA 

NA 

NA 

2.00 

).7 

-12.9 

-26.2 

46 

60/36 

-16 

1.31 

-2.81 

2.73 

).4 

12.5 

19.9 

51 

58  /35 

20 

1.62 

2.-53 

3.17 

.6 

18.7 

22.5 

37 

54  /22 

28 

NA 

1.32 

1.53 

5.2 

14.7 

35.5 

55 

62/38 

12 

1.83 

4.37 

4.50 

Lucky  13 


With  the  top  of  the 
Bw  50  dominated  by 
companies  that  make 
and  use  computer  chips,  it 
figures  that  Apphed  Materi- 
als is  highly  ranked,  too.  At 
No.  13,  this  California  com- 
pany is  the  leading  manu- 
facturer of  the  equipment 
used  by  Intel  and  others  to 
turn  silicon  into  semiconduc- 
tors. Can  it  stay  at  the  top? 
That  will  likely  depend  on 
what  happens  in  Asia, 
where  Applied  Materials 
does  half  its  business. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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59 

PARKER  HANNIFIN 

5170.0 
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136.7 

4360 

3 

13 

15.2 

319.9 

35  1 

4 

75 

DOVER 

8589.7 

55.2 

170.7 

4547 

7 

12 

13.3 

405.4 

4  ^ 

5 

80 

DEERE 

14047.7 

34.9 

134.0 

13241 

4y 

17 

11.7 

986.4 

19  jl 

6 

84 

ILLINOIS  TOOL  WORKS 

14951.8 

43.2 
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5220 

4 

4 

15.2 

587.0 

21  t 

7 
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DRESSER  INDUSTRIES 

7813.4 
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6y 

10 

13.3 

328.0 

25  1 

8 

126 

CASE 

4886.4 

25.2 

182.1 
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Oy 

11 

10.5 

403.0 

15  j 

9 

143 

INGERSOLL-RAND 

7884.3 

51.9 

136.5 

7103 

3 

6 

16.4 

380.5 

6  1 

10 

178 

MINNESOTA  MINING  &  MFG. 

34528.3 

-5.3 

75.4 

15070 

0 

6 

0.5 

2121.0 

40  1 

11 

179 

NEWELL 

7298.7 

25.6 

102.7 

3234 

3 

13 

15.9 

290.4 

13  1 

12 

200 

TIMKEN 

2031.1 

24.5 

94.0 

2617 

6 

9 

10.3 

171.4 

23 

13 

203 

JOHNSON  CONTROLS 

4676.7 

33.9 

139.2 

11440 

4 

15 

17.1 

231.1 

-1 

14 

219 

CINCINNATI  MILACRON 

1223.8 

47.8 

54.0 

1896 

7 

10 

15.4 

80.6 

22 

15 

230 

CORNING 

9392.5 

9.8 

58.5 

4129 

ly 

12 

-3.3 

439.8 

28 

16 

244 

SNAP-ON 

2587.2 

10.8 

101.4 

1744 

ly 

13 

11.9 

150.4 

14 

17 

264 

W.R. GRACE 

6194.6 

55.4 

178.4 

3312 

8 

-4 

0.6 

248.6 

16 

18 

266 

HARNISCHFEGER INDUSTRIES 

1664.3 

-18.1 

31.1 

3054 

6 

3 

22.3 

143.7 

18 

19 

269 

AEROQUIP-VICKERS 

1629.5 

58.6 

129.4 

2112 

3 

4 

5.8 

100.9 

-2 

20 

273 

NACCO  INDUSTRIES 

1060.4 

142.5 

163.0 

2246 

9 

-1 

6.1 

61.8 

22 

21 

274 

BLACK  &  DECKER 

4777.7 

58.9 

95.8 

4940 

5 

1 

-1.5 

227.2 

43 

22 

342 

CUMMINS  ENGINE 

2207.9 

12.7 

35.7 

5625 

0 

7 

5.3 

212.0 

33 

23 

343 

JOSTENS 

912.8 

10.9 

26.7 

742 

5 

5 

0.8 

57.2 

57 

24 

409 

McDERMOTT  INTERNATIONAL 

2212.3 

79.2 

53.8 

3482 

3 

6 

4.9 

9.2 

NM  - 

25 

431 

RUBBERMAID 

4344.1 

23.8 

-2.4 

2399 

7 

2 

3.1 

142.5 

-6 

26 

436 

BRIGGS&STRATTON 

1097.2 

3.9 

47.5 

1334 

1 

8 

-0.7 

57.8 

-31  - 

27 

443 

SPRINGS  INDUSTRIES 

1106.0 

28.7 

55.0 

2226 

1 

0 

2.2 

69.0 

-22 

28 

459 

STANLEY  WORKS 

4268.2 

26.5 

155.9 

2669 

5 

0 

2.0 

-41.9 

NM 

29 

462 

TUPPERWARE 

1640.2 

-38.2 

NA 

1229 

3 

-10 

-1.0 

82.0 

-53  - 

30 

464 

FORTUNE  BRANDS 

6789.6 

13.7 

77.7 

4844 

5x 

3 

-3.1 

41.5 

-77  - 

31 

472 

FMC 

2663.3 

4.7 

23.7 

4259 

0 

8 

0.6 

-24.5 

NM 

INC 

INC 

TYCO  INTERNATIONAL 

O  "7  Q  /I  n  "7 

/  O.O 

293.9 

NA 

NA 

NA 

M  A 

M  A 

]6  Metals  &  Mining 

INDl  STHV 

\VI  H 

:{4.{<..2 

-i;{.4 

-4.:5 

:{7J{| 

■7 

.") 

}{.(. 

1. ")'»..") 

\2 

1 

224 

ALUMINUM  CO.  OF  AMERICA 

12655.1 

4.7 

97.5 

13319 

2 

2 

9.8 

805.1 

56 

2 

225 

USX-U.S. STEEL  GROUP 

3026.1 

16.8 

16.1 

6871 

0 

5 

3.9 

452.0 

64 

3 

278 

NUCOR 

4527.3 

8.1 

-6.5 

4184 

5 

15 

11.3 

294.5 

19 

4 

300 

FREEPORT-McMORAN  COPPER  &  GOLD 

2913.2 

-53.9 

NA 

2000 

9 

5 

16.7 

245.1 

8  1 

5 

333 

BETHLEHEM  STEEL 

1198.6 

37.1 

-32.5 

4631 

2 

-1 

-1.6 

280.7 

NM 

6 

359 

ALCAN  ALUMINUM 

7057.5 

-11.5 

34.9 

7777 

0 

2 

-3.6 

468.0 

14 

7 

368 

INLAND  STEEL  INDUSTRIES 

1016.7 

8.1 

-25.8 

5046 

8 

10 

3.1 

119.3 

73 

3 

378 

ARMCO 

568.8 

28.8 

-19.8 

1829 

3 

6 

8.6 

77.1 

197 

9 

390 

PHELPS  DODGE 

3721.1 

-8.6 

27.0 

3914 

3 

3 

4.3 

408.5 

-12  1 

10 

398 

WORTHINGTON  INDUSTRIES 

1658.0 

-17.4 

-8.5 

2043 

8 

17 

13.5 

93,3 

-2 

11 

407 

NEWMONT  MINING 

4537.7 

-37.5 

-17.2 

1572 

8 

42 

41.3 

68.3 

-31 

138  SUb'NESS  WEEK  /  MARCH  30,  1998 


INVESTMENT  DATA 

.T 

GIN 

96 

RETURN  ON 
INVESTED 
CAPITAL 

RETURN  ON 
COMMON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 
HIGH/LOW 
$ 

P-E 
RATIO 

DIVIDEND 
YIELD 

EARNINGS 
PER  SHARE 

1997 

ESTIMATED 
EARNINGS 
PER  SHARE 
1998 

2 

15.4 

20.0 

47 

51/27 

16 

1.29 

2.85 

3.04 

6 

21.5 

24.9 

39 

39/25 

23 
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61/42 
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4.32 
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24 
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13 

0.31 
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48 
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21 
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17 

2.58 
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4.27 
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17.7 

46 

46/32 

25 

1.57 

1.82 

2.09 
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42/26 
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2.23 
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2.84 

3 

8.2 

12.7 

56 

56/35 

22 
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3.66 
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15 

1.56 
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43 
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1.98 

2.44 

2.75 

2 

16.1 

51.8 

84 

84  /44 

26 
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4.42 
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135/44 
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12.7 

50 
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0.95 
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2.62 
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1 

43.8 

45.0 

24 
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1.46 

1.57 
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0.1 
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1.95 
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18.7 

44 

54/43 

22 

2.53 
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3.24 

,0 

7.1 

8.6 

56 

58/43 

17 

2.36 

3.34 

4.04 

.6 

-4.7 

-6.9 

48 

49/36 

-102 

1.67 

-0.47 

2.40 

.8 
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33.7 

27 

45/23 

20 

3.27 
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1.74 

.9 

0.9 

1.0 

40 
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72 
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-108 

NA 
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5.55 

iA 

NA 

NA 

51 

53  /27 

NA 

0.20 

NA 

1.89 

.9 
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17 

1.61 

l.hS 
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17.5 

73 
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16 

1.36 
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5.80 

.2 

18.3 

26.7 

35 

41  /25 

7 

2.85 
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4.14 

.8 

13.2 

16.3 
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15 

0.78 

3.35 

3.56 

.9 

6.9 

21.6 

15 
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1.33 

1.06 

0.60 

.6 

14.6 

20.2 
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13/8 

5 

NA 

2.03 

0.85 

.4 
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9.0 

31 

40/25 

15 

1.93 

2.02 

2.79 

.5 

6.4 

12.1 

21 

28/16 

10 

0.96 

2.13 

1.90 

.5 

38.3 

NM 

5 

6/3 

10 

NA 

0.55 

0.66 

.2 

11.7 

16.3 

64 
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10 

3.15 
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4.34 

.5 
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17 

3.04 

0.98 

1.20 

.9 

2.3 

4.3 

29 

47/24 

66 

0.41 

0.44 

0.82 

Metal  Moves? 

With  its  top  performer, 
Aluminum  Co.  of 
America,  reaching 
only  the  No.  224  berth  on 
our  list,  no  one  would  ac- 
cuse the  metals  and  mining 
gi-oup  of  red-hot  growth. 
But  there  could  be  more  ac- 
tivity in  this  sector  in  1998. 
The  combination  of  weak 
metal  prices  and  U.S.  com- 
panies waking  up  to  the 
need  for  globalization  should 
lead  to  overseas  acquisitions 
and  consolidation  for  the 
aluminum  and  steel  makers. 
A  good  example:  Alcoa's 
recent  agi'eement  to  buy 
Alumax. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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0.23 

.8 

-3.3 

-3.8 

19 

28/15 

-59 

0.83 

-0.33 

0.75 

.5 

-1.5 

-2.6 

6 

8/4 

-46 

0.83 

-0.13 

-0.08 

.9 

-0.3 

-0.4 

18 

38/15 

-177 

0.57 

-0.10 

-0.07 

.1 

-18.8 

-31.8 

10 

17/8 

-9 

1.50 

-1.15 

-0.12 

1.2 

2.1 

15.3 

79 

83/49 

18 

1.33 

4.29 

4.71 

.9 

7.5 

18.1 

70 

71/35 

17 

1.15 

4.15 

4.28 

.1 

6.3 

19.9 

56 

57/31 

22 

0.90 

2.54 

3.24 

.5 

3.9 

23.9 

72 

78/42 

15 

1.12 

4.83 

4.41 

.1 

6.1 

14.2 

47 

50/34 

18 

1.07 

2.67 

3.54 

.4 

23.0 

21.8 

74 

75/35 

27 

0.14 

2.75 

3.23 

.0 

3.3 

17.0 

44 

49/24 

15 

0.72 

2.94 

3.16 

.3 

19.3 

25.1 

38 

44  /20 

38 

0.42 

0.99 

1.25 

.0 

14.1 

19.4 

116 

121/62 

22 

0.21 

5.31 

5.16 

.9 

9.1 

14.9 

46 

46/25 

23 

0.88 

1.97 

2.27 

.9 

2.5 

13.3 

63 

66/29 

13 

0.47 

4.72 

4.40 

.0 

1.5 

21.8 

64 

66/36 

22 

1.51 

2.84 

3.23 

.4 

1.4 

17.3 

47 

50/27 

25 

0.85 

1.88 

2.23 

.5 

18.0 

20.3 

93 

95/59 

13 

1.16 

7.11 

5.72 

.8 

10.4 

12.5 

84 

87/52 

16 

2.11 

5.20 

4.86 

.3 

1.5 

8.7 

67 

73/45 

36 

1.73 

1.86 

4.68 

.2 

7.4 

13.9 

120 

122/75 

25 

0.25 

4.73 

5.22 

.6 

11.6 

21.8 

90 

94/58 

22 

1.00 

4.15 

4.75 

.6 

3.4 

15.1 

130 

142/79 

20 

1.29 

6.50 

7.84 

.1 

5.6 

12.3 

73 

73/45 

17 

1.07 

4.22 

4.59 

.7 

14.1 

16.6 

89 

89  /63 

11 

2.26 

8.39 

6.07 

!.6 

11.9 

13.6 

80 

81/51 

18 

1.45 

4.39 

4.61 

k5 

9.1 

22.9 

23 

50/18 

11 

1.52 

2.15 

2.43 

'.4 

7.1 

6.3 

135 

142/67 

25 

1.36 

5.31 

4.74 

>.5 

29.3 

51.6 

36 

37/27 

29 

0.97 

1.26 

1.53 

).l 

2.4 

14.0 

118 

121/60 

26 

1.93 

4.54 

5.67 

.3 

5.9 

7.6 

87 

118/66 

16 

0.92 

5.60 

4.38 

).4 

8.7 

12.0 

87 

88/57 

36 

2.31 

2.39 

4.24 

i.9 

3.8 

15.9 

62 

68/35 

17 

1.41 

3.59 

3.98 

k9 

12.1 

16.9 

47 

48  /26 

18 

1.28 

2.56 

2.90 

).8 

15.0 

22.9 

98 

101/68 

9 

1.71 

11.16 

7.02 

).6 

11.4 

13.6 

191 

201/139 

13 

1.80 

14.64 

14.68 

).9 

12.4 

15.8 

51 

55/34 

20 

1.11 

2.59 

2.87 

Dealer  Wins 


In  a  strong  year  for  the 
dealmakers,  some  of  the 
biggest  deals  involved 
their  own  stocks.  Morgan 
Stanley  Group  combined 
with  Dean  Witter  Discover, 
Ti'avelers  Group  bought 
Salomon  Brothers,  and  Mer- 
rill Lynch  acquired  Britain's 
Mercury  Asset  Management 
Group,  pushing  the  merged 
fii'ms  to  the  top  of  the  non- 
bank  financial  list.  s&P  new- 
comers Charles  Schwab  and 
Lehman  Brothers  also  gal- 
loped into  the  top  50  with 
the  help  of  bull  market  prof- 
its and  takeover  talk. 
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Business  Week's  Industry  Rankings 


MARKET  VALUE 


SALES 


PROFITABILmr 


FEB, 27 
1998 
SMIL, 


TOTAL 
RETURN 
(1  YE/Rl 


TOTAL 
RETURN 
(3  YEARS) 


12 

MONTHS 
1997 
SMIL 


CHANGE 
FROM 

1996 

% 


3  YEAR 
AVERAGE 
CHANGE 

% 


12  CHANGE 

MONTHS  FROM 

1997  1996 

$  MIL  % 


33 

206 

AON 

10031.2 

43 

5 

180 

7 

5750.6 

48 

11.5 

298.8 

2 

1 

34 

210 

GOLDEN  WEST  FINANCIAL 

5093.4 

28 

3 

138 

2 

2878. 4y 

10 

13.9 

354.1 

-4 

14 

35 

236 

GENERAL  RE 

16493.4 

25 

0 

70 

1 

8246;6y 

-1 

27.6 

967.7 

8 

36 

241 

SAFECO 

6622.9 

28 

8 

109 

0 

4770. 3y 

17 

10.3 

430.0 

-2 

1 

37 

268 

TRANSAMERICA 

7304.9 

35 

6 

130 

6 

5726.5 

8 

0.6 

532.0 

6 

38 

284 

AMERICAN  GENERAL 

14155.4 

36 

8 

103 

3 

8927. Oy 

2 

23.8 

542.0 

-17 

39 

310 

H&R  BLOCK 

4940.8 

63 

9 

37 

3 

1211.5 

31 

-7.3 

131.1 

14  - 

40 

318 

LOEWS 

11543.1 

-1 

1 

112 

o 

o 

o  r\  1  o  o  o  . , 
2U13o.oy 

-1 

15.9 

793.6 

-43 

i 

41 

400 

DUN  &  BRADSTREET 

5714.6 

39 

2 

89 

3 

2154.4 

0 

0.1 

311.0 

NM 

\  _ 

42 

432 

LINCOLN  NATIONAL 

8585.0 

49 

8 

131 

6 

4898. 5y 

3 

-9.8 

22.2 

-94  - 

43 

442 

USF&G 

2713.5 

10 

5 

76 

1 

3404. Oy 

-3 

1.2 

194.0 

-26 

18  Office  Equipment  &  Computers 

\ 

INDI  STKY  AVi: HA(;i: 

2:wi(>.8 

41 

.1 

211 

3 

8875.1 

Q 

17.6 

676.7 

2, 

h 

1 

1 

MICROSOFT 

205264.5 

76 

3 

438 

1 

13098.0 

39 

34.6 

3895.0 

57 

\ 

2 

2 

DELL  COMPUTER 

45599.3 

298 

9 

2596 

4 

12327.0 

59 

51.9 

944.0 

78 

3 

3 

CISCO  SYSTEMS 

66679.6 

79 

5 

485 

6 

7298.0 

35 

70.0 

1323.1 

27 

4 

5 

COMPAQ  COMPUTER 

48703.7 

103 

0 

364 

9 

24584.0 

23 

31.7 

1855.0 

41 

5 

8 

EMC 

18721.8 

109 

7 

340 

9 

2937.9 

29 

27.6 

538.5 

39 

6 

9 

COMPUTER  ASSOCIATES  INTL. 

25800.9 

59 

5 

180 

3 

4457.0 

13 

22.1 

1103.0 

274 

7 

20 

SUN  MICROSYSTEMS 

17972.1 

49 

4 

495 

3 

9206.6 

18 

20.1 

718.6 

27 

8 

23 

HBO 

10795.6 

81 

3 

465 

6 

1203.2 

27 

31.9 

143.5 

74 

3 

9 

37 

PARAMETRIC  TECHNOLOGY 

7729.4 

7 

0 

216 

7 

848.3 

29 

46.8 

232.1 

50 

23 

10 

72 

COMPUTER  SCIENCES 

8160.6 

54 

5 

113 

1 

6266.9 

17 

26.0 

256.0 

96 

2 

11 

74 

INTERNATIONAL  BUSINESS  MACHINES 

101531.6 

47 

3 

186 

1 

78508.0 

3 

6.9 

6093.0 

12 

12 

92 

HEWLETT-PACKARD 

69749.8 

18 

9 

139 

7 

44416.0 

13 

18.5 

3136.0 

16 

b 

13 

102 

ORACLE 

24230.1 

-7 

7 

76 

6 

6303.2 

30 

38.5 

725.0 

3 

:14. 

14 

105 

PITNEY  BOWES 

13296.4 

53 

7 

186 

0 

4100.5 

6 

7.9 

526.0 

12 

12. 

15 

110 

AUTOMATIC  DATA  PROCESSING 

18253.4 

44 

6 

104 

2 

4392. 4y 

12 

19.1 

545.4 

13 

■12. 

16 

121 

XEROX 

28964.5 

45 

9 

156 

8 

18166.0 

5 

1.0 

1452.0 

20 

17 

129 

ADOBE  SYSTEMS 

3038.6 

26 

7 

27 

0 

911.9 

16 

13.9 

186.8 

22  1 

19. 

18 

141 

SHARED  MEDICAL  SYSTEMS 

1910.5 

40 

5 

133 

3 

896. 2y 

15 

17.8 

60.4 

23 

6, 

19 

288 

CABLETRON  SYSTEMS 

2452.2 

-47 

0 

-21 

8 

1446.4 

9 

24.8 

196.6 

27 

11 

20 

328 

DATA  GENERAL 

1002.1 

8 

6 

161 

9 

1550.0 

15 

10.8 

49.0 

45 

2. 

21 

369 

FIRST  DATA 

15187.8 

-4 

7 

27 

3 

5234. 5y 

6 

19.2 

356.7 

-44 

12. 

22 

383 

BAY  NETWORKS 

7458.8 

75 

2 

62 

3 

2302.1 

10 

23.8 

-17.0 

NM 

4 

23 

406 

DIGITAL  EQUIPMENT 

8357.9 

70 

6 

69 

3 

13062.2 

-4 

-2.2 

274.8 

NM 

-2, 

24 

419 

UNISYS 

3142.6 

164 

8 

98 

6 

6636.0 

4 

3.2 

-853.6 

NM 

1,( 

25 

424 

AUTODESK 

2209.4 

36 

7 

23 

3 

632.4 

24 

8.9 

15.4 

-63  - 

8.; 

26 

426 

SILICON  GRAPHICS 

2828.0 

-37 

6 

-56 

5 

3690.4 

14 

27.2 

25.9 

NM  - 

4S 

27 

452 

SEAGATE  TECHNOLOGY 

5890.4 

-51 

9 

102 

6 

8047.9 

-6 

14.0 

-107.3 

NM 

3,3 

28 

456 

CERIDIAN 

3623.6 

16 

0 

47 

8 

1074.8 

14 

-6.0 

35.4 

-74  - 

m 

29 

473 

DELUXE 

2764.9 

10 

4 

39 

6 

1919.4 

-3 

3.5 

44.7 

-32  - 

3.3 

30 

477 

MOORE 

1384.9 

-24 

9 

-1 

7 

2631.0 

5 

2.4 

55.1 

-63  - 

6.0 
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RETURN  ON  RETURN  ON 
INVESTED  COMMON 
CAPITAL  EQUITY 


INVESTMENT  DATA 

RECENT 

SHARE  12-MONTH 
PRICE  HIGH/LOW 
$  $ 


P-E 
RATIO 


DIVIDEND 
YIELD 


EARNINGS 
PER  SHARE 
1997 


ESTIMATED 
EARNINGS 
PER  SHARE 


.5 

6.5 

9.7 

60 

60/40 

36 

1.74 

1.68 

3.16 

.1 

2.8 

13.1 

89 

98/59 

15 

0.56 

6.13 

6.78 

.8 

9.4 

11.7 

213 

221/152 

18 

1.11 

11.76 

12.97 

.8 

7.1 

9.4 

52 

55/39 

16 

2.44 

3.33 

3.45 

.4 

5.0 

11.6 

116 

120/79 

15 

1.72 

7.87 

7.70 

.5 

3.7 

7.4 

58 

59/37 

27 

2.58 

2.19 

3.96 

.4 

9.7 

11.9 

47 

48  /29 

38 

1.70 

1.24 

2.05 

.8 

4.6 

8.5 

100 

116/86 

15 

1.00 

6.90 

10.35 

3 

-264.7 

NM 

34 

34/24 

19 

2.63 

1.80 

1.97 

.5 

0.4 

0.5 

84 

85/49 

400 

2.48 

0.21 

5.01 

.5 

7.2 

10.2 

24 

26/16 

15 

1.15 

1.63 

1.81 

..9 

12.4 

19.9 

45 

53  /26 

49 

1.41 

0.93 

1.87 

.2 

31.3 

31.3 

85 

86/44 

58 

NA 

1.47 

1.65 

.8 

72.1 

73.0 

70 

72/15 

55 

NA 

1.28 

1.83 

.3 

24.2 

24.4 

66 

69/30 

53 

NA 

1.25 

1.74 

.6 

19.7 

19.7 

32 

40/14 

27 

0.19 

1.19 

1.69 

.0 

19.9 

24.6 

38 

39/16 

36 

NA 

1.04 

1.37 

.5 

32.6 

52.0 

47 

59/25 

24 

0.17 

1.96 

2.40 

.3 

23.7 

23.7 

48 

53/26 

26 

NA 

1.84 

2.31 

.7 

15.9 

15.9 

54 

56/21 

81 

0.15 

0.67 

1.27 

.4 

32.0 

32.0 

30 

32/19 

35 

NA 

0.87 

1.03 

.4 

9.7 

13.4 

105 

114/58 

32 

NA 

3.25 

3.94 

.1 

18.2 

30.7 

104 

114/64 

17 

0.77 

6.01 

6.81 

.9 

16.5 

19.1 

67 

73/48 

23 

0.84 

2.94 

3.36 

.5 

24.4 

27.2 

25 

42/18 

34 

NA 

0.73 

1.11 

.2 

16,2 

28.1 

47 

49/28 

26 

1.92 

1.80 

2.07 

.4 

16.6 

18.0 

61 

63/41 

34 

0.87 

1.81 

2.03 

.9 

9.5 

25.1 

89 

90/55 

22 

1.62 

4.04 

4.59 

.5 

26.1 

26.1 

44 

53  /33 

18 

0.45 

2.52 

2.50 

.3 

17.6 

18.4 

76 

78/37 

32 

1.10 

2.37 

2.81 

.6 

15.9 

15.9 

16 

47/13 

13 

NA 

1.24 

1.03 

.5 

6.6 

9.3 

21 

38/13 

19 

NA 

1.08 

0.78 

.9 

6.4 

10.5 

34 

46  /25 

43 

0.24 

0.79 

1.65 

.0 

-1.1 

-1.2 

34 

42/15 

-261 

NA 

-0.13 

1.09 

.5 

5.8 

7.0 

57 

63/25 

36 

NA 

1.57 

2.17 

.0 

-26.9 

-62.8 

18 

19/6 

-3 

NA 

-5.30 

0.90 

.2 

4.5 

4.5 

47 

51/29 

153 

0.51 

0.31 

2.09 

.9 

1.1 

1.4 

15 

30/11 

108 

NA 

0.14 

0.32 

.3 

-2.9 

-3.6 

24 

54/18 

-50 

NA 

-0.49 

-0.05 

.4 

8.4 

6.0 

47 

48  /30 

103 

NA 

0.45 

1.86 

.3 

6.3 

7.4 

34 

37/30 

62 

4.35 

0.55 

2.37 

.0 

4.4 

4.6 

16 

23/14 

27 

5.99 

0.59 

0.66 

Turmoil  in  Asia,  govern- 
ment investigations: 
Nothing  has  shaken  the 
gi*ip  of  the  computer  indus- 
try on  the  Bw  50.  Microsoft, 
Dell,  and  Cisco  Systems 
squarely  hold  the  top  three 
slots  in  our  elite  rankings, 
and  each  moved  up  one 
notch  from  a  year  ago.  Pow- 
ering gi'owth  throughout 
the  industry  over  the  past 
year:  computers  that  carry 
price  tags  of  less  than 
$1,000,  putting  a  PC  vdthin 
reach  of  almost  everyone. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123: 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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500 


MARKET  VALUE 


TOTAL 
RETURN 
(3  YEARS) 


12 
MONTHS 
1997 
$M!L, 


CHANGE 
FROM 
1996 


3  YEAR 
AVERAGE 
CHANGE 

% 


PROFITABILITY 

12  CHANGE 

MONTHS  FROM 

1997  1995 

SMIL,  % 


31 

479 

APPLE  COMPUTER 

3024.4 

39.0 

-39.5 

32 

481 

JOHNH.  HARLAND 

471.0 

-49.8 

-26.0 

33 

495 

NOVELL 

3690.5 

-1.0 

-48.3 

INC 

INC 

3COM 

12675,6 

2.1 

37,2 

19  Paper  &  Forest  Products 

INDISTKV 

AVFH 

14.0 

:i8.7 

1 

214 

iVllVlBtKLY-LLAKIV 

oUbD  i  .o 

5.5 

135.7 

2 

394 

Cn  DT  1  A  K/ICC 

rUK  1  JAiVlto 

Q  C  ^  O  Q 

41.1 

109.6 

3 

413 

IIMinU  PAIUID 
uniUn  UMiVIr 

4  1  D4.D 

26.5 

28.5 

4 

415 

MEAD 

3585.2 

19.6 

32.6 

5 

445 

WEYERHAEUSER 

9965.4 

10.2 

35,8 

6 

446 

INTERNATIONAL  PAPER 

14094.7 

11.4 

30,9 

7 

450 

WESTVACO 

3312.7 

14,8 

34,6 

8 

455 

BOISE  CASCADE 

1853.3 

1,4 

8.0 

9 

467 

WILLAMETTE  INDUSTRIES 

4107.1 

17.5 

45.7 

10 

470 

GEORGIA-PACIFIC  GROUP 

5396.3 

9.6 

19.5 

11 

478 

POTLATCH 

1253.9 

3.7 

12.9 

12 

480 

CHAMPION  INTERNATIONAL 

4908.6 

15,2 

25.8 

13 

492 

LOUISIANA-PACIFIC 

2403.2 

5.4 

-16.5 

20  Publishing  &  Broadcasting 

INDL  STRY  AVKRAGE 

12422.5 

67.4 

173.8 

1 

47 

CLEAR  CHANNEL  COMMUNICATIONS 

8875.2 

87.6 

536.5 

2 

77 

TRIBUNE 

7937.1 

64.7 

142,5 

3 

90 

KNIGHT-RIDDER 

4829.9 

43.2 

117,8 

4 

99 

GANNETT 

18315,0 

62.7 

149,1 

5 

116 

MEREDITH 

2269.7 

77.3 

264,6 

6 

147 

NEW  YORK  TIMES 

6280.5 

50.7 

221,0 

7 

167 

McGRAW-HILL 

7486.9 

50.9 

133,7 

8 

239 

TIMES  MIRROR 

5448,0 

19.6 

241,0 

9 

240 

TIME  WARNER 

38913.8 

65,9 

79,3 

10 

303 

COMCAST 

12214.5 

98.0 

125,5 

11 

376 

TELE-COMMUNICATIONS 

14851.9 

133.7 

86,1 

12 

381 

CBS 

22005.0 

83.6 

105,8 

13 

386 

US  WEST  MEDIA  GROUP 

19539,8 

76.4 

NA 

14 

465 

DOW  JONES 

4947.8 

29.2 

56.2 

2\  Service  Industries 

1  KY  AV  KK  \(^i; 

67i;$.6 

27.:? 

84.2 

1 

30 

OMNICOM  GROUP 

7412.5 

84,6 

262.4 

2 

52 

iNTERPUBLIC  GROUP 

6878.4 

65,1 

150,0 

3 

78 

SERVICE  CORP.  INTERNATIONAL 

9538.3 

30,6 

177,5 

6530.0 

-26 

562.7  -8 

884.5 

-33 

5629.3 

NA 

7.T24.7 

0 

12546.6 

-5 

7259.0  -6 

4476.8 

12 

5077.4  8 

11210.0 

1 

20096.0 

0 

2948.0 

-3 

5493.8  8 

3438.7 

0 

12968.0 

1 

1568.9 

1 

5735.5 

-2 

2402.5 

-3 

42.S0.5 

18 

697.1 

98 

2719.8 

13 

2876.8 

21 

4729.5 

7 

926.0 

9 

2866.4 

9 

3534.1 

15 

3318.5 

-2 

13294,0 

32 

4912.6 

22 

6653.0a 

17 

5363.0 

29 

5043.0 

10 

2572.5 

4 

17 

3124.8 

18 

3125. 8y 

23 

2468.4 

8 

-13.0 
3.2 

-24.9 
NA 

4.3 

17.1 

10.6 
8.1 
2.3 
1.7 
9.4 
1.1 
8.9 
2.8 

-0.5 
1.6 
0.6 

-8.1 


1.5.4 

57.1 
8,0 
1.0 
8,4 
4,3 
7.0 
8.2 
-0.5 
21.9 
49,2 
5,7 
-5,6 
42.9 
7.3 


-878.0 
17.3 
-115.0 
173.7 

70.2 
884.0 
104.5 
81.1 
150.1 
342.0 
-151.0 
159.7 
-30.4 
73.0 
-86.0 
36.1 
-548.5 
-101.8 

51.8 

63.6 
393.6 
396.5 
712.7 
75.5 
262.3 
290.7 
250.3 
301.0 
-208.5 
-399.0a 
-131.0 
-480,0 
-802,1 


NM 
NM 
NM 
NA 

-71 

-37 
-68 
-5 
-21 
-26 

NM 
-14 

NM 
-62 

NM 
-41 

NM 

NM 

-18 

69 
39 
114 
14 
29 
210 
-41 
21 
NM 
NM 
NM 
NM 
NM 
NM 


15.Q 

«M).6 

-53 

17.8 

222.4 

26 

18.1 

239.1 

17 

31,1 

374.6 

41 
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INVESTMENT  DATA 

RECENT 

ESTIMATED 

RETURN  ON 

RETURN  ON 

SHARE  12-MONTH 

EARNINGS 

EARNINGS 

RGIN 

INVESTED 

COMMON 

PRICE  HIGH/LOW 

P-E 

DIVIDEND 

PER  SHARE 

PER  SHARE 

996 

CAPITAL 

EQUITY 

$  $ 

RATIO 

YIELD 

1997 

1998 

—  /  U.D 

9A 

o 

INM 

7  m 

—  /  .U  1 

i  .uo 

8.9 

15 

31  /14 

27 

1.98 

0.56 

1.18 

-7.2 

-7.3 

11 

11/5 

-32 

NA 

-0.33 

0.18 

ft  Q 

7.0 

36 

60  /24 

74 

NA 

0.48 

1 .89 

1.3 

2.2 

44 

55  /3,5 

NM 

2.17 

0.03 

1.98 

14.3 

20.7 

56 

57/43 

35 

1.80 

1.58 

2.85 

1.3 

10.5 

46 

47/27 

131 

1.31 

0.35 

2.68 

2.5 

3.9 

60 

65/45 

51 

3.01 

1.17 

2.61 

4.0 

6.6 

34 

38/25 

24 

1.87 

1.41 

1.96 

3.7 

7.4 

50 

64/43 

29 

3.20 

1.71 

2.60 

-0.9 

-1.7 

47 

61/39 

-93 

2.15 

-0.50 

2.17 

4.2 

7.1 

33 

38/25 

21 

2.71 

1.57 

1.98 

-1.8 

-3.9 

33 

46/28 

-28 

1.81 

-1.19 

0.89 

1.9 

3.7 

37 

44/29 

56 

1.73 

0.65 

1.56 

i .  i 

1  no  /R9 

fi9 

1  7n 

n  QA 

9  m 

2.2 

3.8 

43 

53  /39 

35 

4.02 

1 .25 

1.81 

-8.6 

-17.1 

51 

67  /42 

_9 

0.39 

-5.72 

2.11 

-5.5 

-7.9 

22 

26  /17 

-23 

2.55 

_n  QA 

0.45 

2.9 

o.r> 

.55 

56  /32 

93 

1.08 

0.59 

1.36 

2.4 

3.7 

91 

93/42 

135 

NA 

0.67 

0.51 

11.2 

21.2 

65 

65/39 

23 

1.05 

2.81 

2.58 

11.6 

23.4 

56 

57/36 

14 

1.42 

3.91 

2.55 

14.6 

21.7 

65 

65/39 

26 

1.18 

2.50 

2.82 

12.7 

21.7 

43 

44  /22 

32 

0.65 

1.36 

1.41 

11.5 

16.0 

65 

68/40 

25 

1.04 

2.66 

2.89 

14.7 

20.6 

76 

78/49 

26 

2.05 

2.91 

t 

12.1 

25.2 

62 

63/49 

27 

1.17 

2.29 

2.75 

-0.1 

-0.2 

68 

70/40 

NM 

0.53 

-0.03 

-0.13 

-2.7 

-13.3 

35 

36/15 

-53 

0.27 

-0.66 

-0.49 

0  A 

— j^O.O 

9Q 

^1  /II 
O  1  /  i  i 

A  R 
— 4D 

M  A 

—U.OO 

n  9n 

-1.2 

— ^ . 

O  i 

OO  /ID 

1  9Q 

U.DO 

n  OA 

U.oU 

-3.2 

_7  4 

^7 
o  / 

NA 

—U.oo 

n  87 

— U.o  / 

-40.0 

-A7  J 

51 

55  /38 

-6 

1.87 

1 .48 

9.,3 

43 

47  /2«) 

35 

1.69 

1.20 

2.17 

15.1 

21. \ 

46 

47/24 

33 

1.09 

1.37 

1.59 

15.8 

26.2 

55 

56/33 

29 

0.95 

1.90 

2.19 

7.6 

14.3 

38 

40/28 

26 

0.95 

1.47 

1.54 

Now  Hear  This 

Clear  Channel  Commu- 
nications has  a  mes- 
sage. And  if  it  can't 
reach  you  on  one  of  its  184 
radio  stations  or  18  TV 
stations,  just  look  to  the 
side  of  the  road.  This  Texas 
media  company  is  now  the 
biggest  billboard  owner  in 
the  land.  New  to  the  s&p  500, 
it  managed  to  nearly  double 
sales  last  year  and  leap  to 
the  top  of  its  industry  group 
thanks  to  $3.5  billion  in 
acquisitions,  including  the 
$1.7  billion  purchase  of  bill- 
board giant  Universal  Out- 
door. Those  buys  also  let  it 
offer  advertisers  all  three 
media  in  some  markets — a 
clear  advantage. 
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THE  S&P  BusinessWeek's  Industry  Rankings 

500 


MARKET  VALUE 


PROFITABILITY 


FEB, 27  TOTAL 
1998  RETURN 
$MiL  (lYEAR) 


TOTAL 
RETURN 
(3  YEARS) 


12  CHANGE  3  YEAR 

MONTHS  FROM  AVERAGE 

1997  1996  CHANGE 

SMIL,              %  % 


12  CHANGE 

MONTHS  FROM 

1997  1996 

$  MIL  % 


4 

148 

CRANE 

2248.1 

51.0 

157.2 

2036.8 

10 

6.8 

112.8 

22 

1 

5 

182 

COGNIZANT 

8094.9 

44.2 

NA 

1418.2 

9 

2.0 

312.4 

25 

6 

217 

W.W.GRAINGER 

4810.3 

23.1 

64.4 

41 36'.  6 

17 

10.7 

231.8 

1 1 

7 

251 

CENDANT 

16003.3 

54.6 

139.4 

5314.7 

36 

75.0 

55.4 

-87 

8 

313 

GENUINE  PARTS 

6611.7 

20.7 

56.4 

6005.2 

5 

7.5 

342.4 

4 

9 

314 

SAFETY-KLEEN 

1565.9 

49.7 

73.1 

1007.9 

9 

8.3 

63.2 

3 

10 

329 

ENRON 

14051.2 

20.6 

52.4 

20273.0 

53 

32.5 

105.0 

-82 

-i 

11 

380 

FLUOR 

3957.1 

-21,9 

0.7 

14263.5 

18 

19.5 

139.0 

-49 

12 

417 

BROWNING-FERRIS  INDUSTRIES 

6500.8 

8.0 

14.9 

5632.6 

-4 

5.6 

298.6 

NM 

1 

13 

433 

R.R.  DONNELLEY 

5780.0 

29.3 

22.5 

4850.0 

-4 

-2.8 

206.5 

NM 

j 

14 

444 

EG&G 

1219.0 

29.4 

104.1 

1460.8 

2 

2.9 

30.6 

-44 

—A 

15 

468 

FOSTER  WHEELER 

1089.6 

-31.8 

-13.0 

4011.0 

0 

22.5 

-10.5 

NM 

16 

483 

WASTE  MANAGEMENT 

11656.0 

-20.8 

0.8 

9188.6 

0 

-2.6 

-1274.2 

NM 

22  Telecommunications 

INDl  STKV  AVEHAGF 

36«)10.6 

40.9 

118.9 

15232.4 

8 

16.7 

1220.7 

-7 

1 

7 

TELLABS 

10956.6 

56.8 

364.4 

1203,5 

39 

34.8 

263.7 

124 

f 

2 

31 

NORTHERN  TELECOM 

27717.7 

49.4 

220,6 

15449, Oy 

20 

20.3 

829.0 

33 

I 
1 

3 

55 

AIRTOUCH  COMMUNICATIONS 

22639.4 

66.2 

65,4 

3594.0 

60 

42.4 

448.0 

125 

1 

f 

4 

81 

BELLSOUTH 

60450.5 

36.0 

129.4 

20561.0 

8 

6.8 

3270.0 

14 

5 

89 

AMERITECH 

45610.3 

36.8 

1 17.7 

15998.0 

7 

8.6 

2296.0 

8 

i 

6 

132 

BELL  ATLANTIC 

69703.3 

35.7 

90,7 

30193.9 

4 

36,7 

2454.9 

-22 

a: 

7 

174 

GTE 

51851  8 

20.9 

85,8 

23260  0 

9 

6,1 

2794.0 

0 

,1 

8 

180 

WORLDCOM 

34642.6 

38.9 

225,9 

7351.4 

64 

46,2 

383.7 

NM 

18.S 

9 

183 

ALLTEL 

8391.7 

35.1 

76,3 

3263.6 

2 

3,6 

507.9 

74 

r 

10 

185 

U  S  WEST  COMMUNICATIONS  GROUP 

25224.5 

53.2 

157,5 

10319.0 

2 

4,2 

1180,0 

-3 

11 

215 

SBC  COMMUNICATIONS 

94ft'^fi  n 

^  HO         .  U 

a. 
u 

o  o ,  u 

1474.0 

\ 
I 

12 

226 

SPRINT 

28380.0 

50,8 

192,7 

14873.9 

7 

7,6 

952.5 

-20 

13 

253 

AT&T 

99142.4 

56,9 

91,9 

51319.0 

2 

-10.8 

4472.0 

-20 

m 

14 

322 

LUCENT  TECHNOLOGIES 

70371.9 

100.6 

NA 

27146.0 

14 

12. 6e 

474.0 

-56 

15 

351 

MCI  COMMUNICATIONS 

31747.8 

34.8 

138,8 

19653.0 

6 

14.5 

2.0 

-100  - 

16 

373 

SCIENTIFIC-ATLANTA 

1384.0 

-0.4 

-24,4 

1213.4 

11 

7.0 

67.4 

220 

1.9 

17 

434 

DSC  COMMUNICATIONS 

2314.1 

-4.3 

-45,5 

1575.5 

14 

14,2 

48.9 

NM  - 

45 

18 

449 

FRONTIER 

4545.0 

31.3 

34,7 

2352.9 

-9 

12,9 

54.6 

-75  - 

8.5 

23  Transportation 

INDl  SI  KV  \vr:K\(,i, 

t>l.{6.7 

4.")..T 

16(>.8 

'>()97.;i 

Q 

8.8 

623.7 

25 

U 

•j 

14 

US  AIRWAYS  GROUP 

5769.0 

216.6 

977,7 

8513.8 

5 

7.0 

1024,7 

289  1 

h.2 

2 

68 

SOUTHWEST  AIRLINES 

6287.4 

81.5 

145,5 

3816.8 

12 

14,2 

317.8 

53 

6.1 

3 

P3 

DELTA  AIRLINES 

8425.3 

41.6 

96,5 

13946,0 

8 

5,0 

934.0 

275 

-'■9 

4 

15/ 

FDX 

7335.2 

25.2 

95,6 

12571,4 

16 

11,9 

445.8 

45 

■2,8 

5 

176 

AMR 

11538.9 

58.5 

107,1 

18570,0 

5 

4,8 

985,0 

-11 

'6.2 

6 

19r- 

BURLINGTON  NORTHERN  SANTA  FE 

15607.3 

20.8 

86,2 

8413,0 

3 

20,2 

885,0 

0 

10,9 

7 

332 

'iORFOLK  SOUTHERN 

12984.6 

19,3 

68,1 

4223, Oy 

3 

-3,7 

806,0 

7 

18,4 

8 

347 

JNION  PACIFIC 

12637.9 

-11,5 

52,0 

11079.0 

26 

19,3 

432,0 

-41 

''8,3 
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INVESTMENT  DATA 

ET 

GIN 

96 

RETURN  ON 

iMwccTrn 
ll^Vto  1  lU 

CAPITAL 

RETURN  ON 
EQUITY 

RECENT 
SHARE 
PRICE 
$ 

12-MONTH 

niuni  Luy* 
$ 

P-E 
RATIO 

niuiDFMn 

U!  V  1  ULI'rU 

YIELD 

EARNINGS 
PER  SHARE 
1997 

ESTIMATED 
EARNINGS 
PER  SHARE 
1998 

.0 

14.2 

21.2 

49 

50/31 

20 

1.02 

2.44 

2.83 

1 

34.6 

39.0 

50 

50  /28 

27 

0.24 

1.86 

2.13 

9 

17.5 

17.5 

97 

100  /71 

21 

1.12 

4.54 

5.13 

8 

2.4 

3.4 

38 

39/19 

625 

NA 

0.06 

NA 

8 

17.2 

19.1 

37 

37/30 

19 

2.70 

1.90 

2.11 

6 

8.5 

12.7 

27 

29/14 

25 

1.34 

1.07 

1.23 

4 

0.6 

1.7 

47 

48/35 

147 

2.02 

0.32 

2.31 

3 

6.8 

8.0 

47 

65/34 

27 

1.69 

1.73 

2.52 

7 

6.9 

14.7 

33 

39/26 

22 

2.28 

1.49 

1.96 

4 

6.9 

12.5 

40 

42/30 

28 

2.02 

1.42 

1.91 

8 

7.1 

9.7 

27 

28/18 

40 

2.08 

0.67 

1.26 

I 

-0.7 

-1.7 

27 

48  /22 

-103 

3.14 

-0.26 

2.20 

A 

1  n  R 

—  1  U.O 

— ovj.  3 

9R 

oc  /99 

9  79 

9  7^ 

i  .DO 

.3 

10.0 

16.3 

54 

57  /32 

33 

2.10 

1.64 

2.30 

6 

28.2 

28.3 

60 

65/32 

43 

NA 

1.42 

1.73 

8 

12.3 

16.5 

53 

57/31 

34 

0.56 

1.56 

1.90 

8 

5.5 

7.1 

45 

46/22 

58 

NA 

0.78 

1.02 

0 

14.5 

21.6 

61 

63/39 

19 

2.36 

3.29 

3.10 

3 

17.8 

27.6 

42 

46/28 

20 

2.88 

2.08 

2.33 

7 

9.2 

19.6 

90 

94/57 

29 

3.43 

3.13 

5.47 

1 

11.5 

36.2 

54 

56/41 

19 

3.47 

2.90 

3.09 

8 

1.9 

2.7 

38 

40/21 

95 

NA 

0.40 

0.86 

1 

12.4 

22.9 

46 

47/30 

17 

2.54 

2.70 

2.28 

1 

12.8 

28.1 

52 

55/31 

21 

4.11 

2.44 

2.75 

6 

6.6 

15.5 

76 

79/49 

47 

2.47 

1.60 

4.18 

6 

7.4 

10.5 

66 

68/42 

30 

1.52 

2.18 

1.88 

0 

15.4 

20.3 

61 

67  /31 

22 

2.16 

2.74 

3.20 

6 

7.2 

10.1 

108 

1 1 1  /49 

155 

0.28 

0.70 

3.05 

5 

0.0 

0.0 

48 

48  /27 

NC 

0.11 

0.00 

1.11 

9 

11.6 

11.6 

18 

25/14 

20 

0.34 

0.86 

0.86 

5 

2.6 

4.0 

20 

33  /17 

48 

NA 

1 

i  .  ow 

9  Q 

9Q 

9P  /I  c; 
ZQ  /ID 

{54 

Q  9  1 

U.O  o 

1    9  Q 

.0 

10.0 

14.8 

63 

71  /43 

13 

1.51 

4.85 

5.25 

2 

31.4 

155.0 

63 

73/20 

6 

NA 

9.87 

5.20 

1 

12.5 

16.7 

29 

32/14 

20 

0.14 

1.40 

1.70 

9 

17.5 

25.8 

113 

125/80 

9 

0.18 

12.04 

12.99 

8 

9.9 

13.9 

64 

85/50 

17 

NA 

3.81 

4.78 

.2 

9.7 

16.4 

127 

137/79 

12 

NA 

10.78 

12.18 

.9 

7.4 

13.0 

100 

102/70 

18 

1.21 

5.64 

7.24 

.4 

6.3 

15.2 

34 

38  /28 

16 

2.32 

2.19 

2.20 

.3 

2.6 

5.1 

51 

73/49 

29 

1.57 

1.74 

3.81 

Plane  Genius 

At  No.  14  in  the  bw  .50, 
highflying  US  Airways 
Group  shows  the  power 
of  a  decisive  turnaround. 
Just  three  years  ago,  the 
caiTier  was  mired  in  losses, 
but  under  a  new  CEO,  it  has 
gained  altitude.  Stephen  M. 
Wolf,  who  joined  the  airhne 
two  years  ago,  won  labor 
concessions,  created  the 
low-cost,  short-haul  canier 
MetroJet,  and  is  bringing 
order  to  US  Airways'  fleet 
and  facilities.  The  result:  It 
ranked  No.  2  among  all  the 
s&p  500  companies  for  three- 
year  earnings  growth  and 
total  returns. 
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XHE  S&P  Business  Week's  Industry  Rankings 

500 


MARKET  VALUE 


PROFITABNLiTY 


9    352  CSX 


FEB, 27  TOTAL 
1998  RETURN 
$Mll.  (lyEAR) 

12211.8  21.8 


TOTAL 
RETURN 
(3  YEARS) 

53.6 


12 

MONTHS 
1997 
SMIL. 


10621.0 


CHANGE 
FROM 
1996 

% 


3  YEAR 
AVERAGE 
CHANGE 


3.3 


12  CHANGE 

MONTHS  FROM 

1997  1956 

$  MIL  % 


799.0 


24  Utilities 


-7 


10 

377 

LAIDLAW 

4841 

4 

8.0 

84.8 

3422.0 

44 

14.1 

71.3 

-47 

11 

420 

RYDER  SYSTEM 

*  2865 

1 

18.6 

68.1 

4893.9 

-1 

0.9 

160.2 

NM 

NDI  STHY  AVKKAGi: 

6569.0 

2:i.i 

68.3 

.^621.7 

21 

12.3 

388.1 

1 

85 

WILLIAMS 

10448.3 

57.5 

271.3 

4409.6 

25 

34.8 

350.5 

-3 

2 

114 

COLUMBIA  ENERGY  GROUP 

4235.0 

32.5 

201.0 

5053. 6y 

51 

23.0 

273.3 

23 

1 

* 

3 

153 

DUKE  ENERGY 

19997.1 

31.0 

62.3 

16308. 9y 

33 

62.2 

974.4 

-9  i 

li 

4 

163 

CONSOLIDATED  NATURAL  GAS 

5489.1 

17.1 

75.6 

5710. Oy 

50 

22.5 

304.4 

2 

5 

231 

CINERGY 

5491.6 

6.8 

65.7 

4352.8 

34 

13.8 

375.2 

5  ' 

;! 

6 

250 

HOUSTON  INDUSTRIES 

7305.7 

19.8 

66.2 

6873. 4y 

68 

21.1 

423  4 

-1 

7 

254 

PG&E 

12671.8 

38.9 

43.1 

15399. 9y 

60 

12.6 

749.1 

-1 

Si 

8 

263 

SOUTHERN 

17024.6 

20.3 

41.8 

12680.0 

22 

14.9 

1025.3 

-15 

[ 

9 

276 

FPL  GROUP 

i  10562.0 

34.6 

83.5 

6369. Oy 

6 

5.7 

637.6 

6 

f 

10 

281 

FIRSTENERGY 

4415.0 

37.9 

69.4 

2823.9 

14 

5.4 

341.1 

3 

11 

296 

NICOR 

1988.3 

28.0 

89.0 

1992. 6y 

8 

9.0 

127.9 

6 

s 

12 

298 

EDISON  INTERNATIONAL 

10689.6 

32.3 

97.1 

9235. ly 

8 

3.3 

742.5 

-3 

13 

299 

CONSOLIDATED  EDISON 

9988.9 

47.6 

89.4 

7121.3 

2 

4.0 

712.8 

3 

! 

14 

301 

TEXAS  UTILITIES 

9614.4 

7.1 

48.9 

7945.6 

21 

12.4 

687.4 

-15 

15 

305 

SONAT 

3697.9 

-4.4 

61.4 

4174.6 

37 

36.0 

175.9 

-13 

16 

321 

AMERICAN  ELECTRIC  POWER 

9101.3 

22.5 

69.7 

6161.3 

5 

3,8 

638.2 

1 

:[). 

17 

325 

GPU 

4865.9 

23.2 

58.4 

4143.4 

4 

4.3 

347,5 

14 

7 

18 

326 

DOMINION  RESOURCES 

7448.4 

7.8 

28.6 

7436. 3y 

54 

16.8 

434.7 

-14 

* 

19 

327 

AMEREN 

3925.4 

7.0 

23.2 

3326.5 

0 

20.2 

399,1 

7 

20 

331 

DTE  ENERGY 

5332.4 

28.6 

57.0 

3764.5 

3 

2.1 

429.0 

32 

8. 

21 

335 

ENTERGY 

7035.5 

19.2 

59.3 

9561. 7y 

33 

16.8 

300.9 

-39  • 

22 

337 

PACIFICORP 

7172.7 

22.5 

47.9 

6278. Oy 

65 

20.4 

225.4 

-48 

23 

339 

ONEOK 

1093.9 

27.3 

131.6 

1227. 3y 

-1 

16.7 

59.6 

5 

24 

360 

CENTRAL  &  SOUTH  WEST 

5690.7 

19.3 

33.9 

5268. Oy 

2 

17.6 

331. C 

5 

25 

362 

CAROLINA  POWER  &  LIGHT 

6276.7 

20.0 

77,7 

3024.1 

1 

1.5 

388.3 

-1 

26 

370 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

7480.6 

24.1 

39,7 

6370. Oy 

5 

2.5 

574.0 

-3 

9. 

27 

389 

PACIFIC  ENTERPRISES 

3028.1 

24.6 

72.0 

2738. Oy 

7 

1.7 

191.0 

-9 

8, 

28 

395 

BALTIMORE  GAS  &  ELECTRIC 

4660.8 

23.1 

53.4 

3307. 6y 

5 

6.1 

282,8 

-9 

;9. 

29 

401 

PP&L RESOURCES 

3711.4 

6.8 

35.1 

3048. 7y 

5 

4.0 

319.3 

-11 

12, 

30 

405 

PEOPLES  ENERGY 

1270.2 

11.0 

63.3 

1272,4 

0 

3,6 

96.5 

-8 

,8, 

31 

414 

NORTHERN  STATES  POWER 

4099.4 

23.1 

44.3 

2733.8 

3 

3.2 

237.3 

-14 

10, 

32 

1 6 

EASTERN  ENTERPRISES 

903.0 

38.5 

92.3 

970.2 

-4 

2.0 

52.0 

-14 

6, 

33 

^ 

PECO  ENERGY 

4409,2 

-1.9 

-8.8 

4618.0 

8 

4.3 

337.0 

-35 

k 

34 

425 

MIAGARA  MOHAWK  POWER 

1850.4 

19.2 

-6.7 

3977.2a 

0 

0.0 

217.0a 

32 

■:4, 

35 

441 

INICOM 

6938.8 

56.9 

51.9 

7083.0 

2 

3.7 

-178.8 

NM 

10, 
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INVESTMENT  DATA 

RECENT 

ESTIMATED 

ET 

RETURN  ON 

RETURN  ON 

SHARE  12-MONTH 

EARNINGS 

EARNINGS 

?GIN 

INVESTED 

COMMON 

PRICE  HIGH/LOW 

P-E 

DIVIDEND 

PER  SHARE 

PER  SHARE 

96 

CAPITAL 

EQUITY 

$  $ 

RATIO 

YIELD 

1997 

1998 

5.2 
4.4 

7.2 
6.3 
8.2 
7.6 
3.9 
4.0 
4.3 
7.6 
5.7 
9.9 
5.2 
6.6 
3.9 
6.4 
6.2 
4.9 
2.9 
8.8 
5.4 
1.4 
2.1 
4.1 
4.1 
7.2 
5.3 
7.0 
4.1 
5.2 
7.6 
4.8 
6.1 
4.4 
2.7 
-2.0 


13.9 
2.5 
13.5 


9.1 

9.7 
15.3 
10.9 
13.2 
13.6 
8.4 
7.5 
9.5 
12.2 
10.8 
17.4 
11.0 
11.1 
9.5 
11.0 
12.9 
10.1 
7.0 
15.0 
11.4 
3.3 
4.4 
5.3 
8.6 
13.3 
10.4 
11.6 
8.0 
10.3 
13.1 
8.8 
11.6 
10.8 
5.5 
-4.3 


56 

62/44 

15 

2.15 

3.62 

4.24 

15 

17/13 

70 

1.07 

0.21 

0.81 

37 

39/29 

18 

1.64 

2.05 

2.64 

37 

40  /2« 

17 

4.74 

2.19 

2.61 

OO 

3D  /ly 

o  o 

1  .U4 

1  O/l 

1  .Z4 

/b 

"7Q  /F^C 

/y  /Ob 

lb 

i  .o  1 

4.yu 

D.OO 

Ob 

C  "7  /y1  O 
0/  /42 

oo 
22 

o.yb 

OKI 

z.Dl 

o.4o 

58 

in  I A~i 
til  10,1 

1  o 

O  O  "7 

3.3/ 

3. Id 

OCA 

3.60 

3b 

3y  i6tL 

1  D 

D.  1  / 

o  oo 

Z.Ol 

2b 

2/  /ly 

16 

D.oO 

l.bb 

1  oo 

1  .oo 

or\ 
oU 

ol  /22 

1  "7 
1  / 

o.ycs 

1  "7 

1 .  /D 

1  on 
1  .oU 

2d 

2b  /20 

1  -1 
i  / 

D.4o 

1    yl  o 

1 .42 

1    "7  O 

I.  la 

c  o 
Do 

bu  /43 

lb 

3.4D 

O   C  "7 

3.  /4 

oU  /ly 

Id 

D.  lo 

i.y4 

o  o  o 
2.2o 

41 

43  /oU 

lb 

0.4U 

OCT 

2.b  1 

O  C  ~7 

2o 

/  ly 

lb 

6.11 

1    "7  O 

V.I  6 

1  o  o 

1  .o2 

43 

^  /I  /O  "7 

1  A 

14 

A  nn 

4.yy 

2.95 

2.95 

A  r\ 
4U 

An  i"^*^ 
43  /32 

1  A 

14 

5.44 

o  o  c 

o  o  o 
3.2o 

A  O 

43 

oy  /3y 

21 

o  cr\ 
2.DU 

o  n  1 
2.01 

2.38 

48 

52  /39 

15 

5.00 

3.28 

3.41 

A  A 

4U 

4o  /ol 

1  D 

4.yo 

z./  / 

3.3b 

A  A 

40 

43  /33 

19 

6.47 

2.15 

3.12 

38 

44  /35 

14 

6.61 

2.82 

2.84 

O  "7 

o  o  /oc 
3o  /2b 

13 

D.bl 

2.88 

2.87 

29 

30  /22 

28 

6.22 

1.03 

2.59 

24 

27  /19 

36 

4.47 

0.68 

1.73 

3d 

41  /26 

16 

3.43 

2.13 

2.26 

27 

28  /18 

17 

6.49 

1.55 

1.92 

42 

43  /33 

16 

4.65 

2.66 

2.94 

32 

33  /23 

13 

6.70 

2.41 

2.74 

36 

38/30 

16 

4.19 

2.21 

2.31 

32 

34  /25 

18 

5.20 

1.72 

2.39 

22 

24  /19 

12 

7.46 

1.80 

2.04 

ob 

4U  16 1 

c  o  o 
D.32 

O  *7  C 

2.  /D 

2.62 

55 

59/45 

17 

5.13 

3.21 

3.92 

44 

46  /31 

17 

3.70 

2.54 

2.77 

20 

25/19 

14 

5.05 

1.44 

2.13 

13 

13/8 

10 

NA 

1.25 

0.37 

32 

32/19 

-29 

4.99 

-1.10 

2.45 

In  the  Pipeline 

How  do  you  gY'ow  if 
you're  stuck  in  a  low- 
margin,  highly  regulat- 
ed business?  That's  the 
problem  facing  much  of  the 
utihties  industry,  which 
failed  to  place  any  company 
in  the  bw  50  this  year. 
Deregulation  has  thrown 
some  markets  up  for  gi'abs, 
so  many  companies  are 
branching  out  into  new 
areas.  Group  leader 
Williams,  at  No.  85  overall, 
is  investing  cash  flow  from 
low-margin  gas  pipeHne 
operations  into  unregulated 
energy  and  telecom 
businesses. 


FOOTNOTES  TO  TABLES  APPEAR  ON  PAGE  123; 
ALPHABETICAL  INDEX  OF  COMPANIES 
BEGINS  ON  PAGE  150 
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THE  S&P   Alphabetical  List  of  Companies 

The  number  to  the  left  of  the  company's  name  identifies  its  overall 
rank  among  Business  Week  's  Performance  Rankings  of  the  S&P 
500  companies.  That  list  begins  on  page  91.  The  numbers  immediately  to  the  right  identify  the 
company's  rank  in  market  ralne  and  12-month  sales  and  profits,  respectively,  among  the  500. 


OTHER  RANKINGS 

OTHER  RANKINGS 

RANK 

COMPANY  (INDUSTRY  GROUP) 

MARKET  VALUE  SALES 

PROFITS 

RANK 

COMPANY  (INDUSTRY GROUP) 

MARKET  VALUE  SALES 

PROFITS 

418 

ASARCO  ( 1  6) 

497 

359 

355 

221 

ASHLAND  (1 1) 

352 

91 

304 

A 

253 

AT&T  (22) 

15 

11 

10 

96 

ABBOTT  LABORATORIES  (12) 

32 

112 

39 

171 

ATLANTIC  RICHFIELD  (11) 

79 

62 

45 

129 

ADOBE  SYSTEMS  (18) 

401 

479 

325 

424 

AUTODESK  (18) 

442 

493 

450 

474 

ADVANCED  MICRO  DEVICES  (9) 

385 

379 

461 

110 

AUTOMATIC  DATA  PROCESSING  (18) 

105 

274 

139 

269 

AEROQUIP-VICKERS  (15) 

466 

396 

389 

196 

AUTOZONE  (8) 

338 

356 

317 

169 

AETNA  (17) 

148 

64 

90 

193 

AVERY  DENNISON  (7) 

313 

325 

315 

192 

AHMANSON  (H.F.)  (17) 

295 

310 

179 

208 

AVON  PRODUCTS  (6) 

204 

242 

223 

173 

AIR  PRODUCTS  &  CHEMICALS  (4) 

195 

259 

150 

55 

AIRTOUCH  COMMUNICATIONS  (22) 

87 

315 

164 

306 

ALBERTO-CULVER  (6) 

459 

424 

401 

B 

265 

ALBERTSON'S  (10) 

171 

81 

147 

317 

BAKER  HUGHES  (11) 

265 

297 

360 

359 

ALCAN  ALUMINUM  (16) 

260 

170 

155 

397 

BALL  (7) 

493 

377 

423 

224 

ALCOA  (16) 

155 

92 

100 

395 

BALTIMORE  G&E  (24) 

335 

329 

268 

233 

ALLEGHENY  TELEDYNE  (5) 

333 

306 

260 

156 

BANC  ONE  (3) 

56 

128 

61 

361 

ALLERGAN  (12) 

436 

470 

371 

113 

BANK  OF  NEW  YORK  (3) 

91 

241 

73 

188 

ALLIEDSIGNAL  (5) 

84 

83 

69 

94 

BANKAMERICA  (3) 

36 

47 

22 

49 

ALLSTATE  (17) 

51 

36 

25 

73 

BANKBOSTON  (3) 

131 

218 

93 

183 

ALLTEL  (22) 

223 

331 

148 

142 

BANKERS  TRUST  (3) 

172 

150 

95 

437 

ALZA  (12) 

391 

497 

485 

427 

BARD  (C.R.)  (12) 

452 

459 

406 

461 

AMERADA  HESS  (11) 

308 

160 

453 

488 

BARRICKGOLD  (16) 

257 

452 

475 

327 

AMEREN  (24) 

364 

326 

188 

489 

BATTLE  MOUNTAIN  GOLD  (16) 

474 

498 

456 

321 

AMERICAN  ELECTRIC  (24) 

208 

211 

127 

438 

BAUSCH&LOMB  (12) 

423 

413 

437 

112 

AMERICAN  EXPRESS  (17) 

47 

66 

41 

319 

BAXTER  INTERNATIONAL  (12) 

121 

212 

255 

284 

AMERICAN  GENERAL  (17) 

134 

149 

140 

383 

BAYNETWORKS  (18) 

244 

382 

459 

257 

AMERICAN  GREETINGS  (14) 

387 

388 

323 

71 

BB&T  (3) 

227 

384 

211 

88 

AMERICAN  HOME  (12) 

28 

86 

40 

260 

BECTON,  DICKINSON  (12) 

237 

353 

248 

93 

AMERICAN  INTL.  GROUP  (17) 

16 

28 

17 

132 

BELL  ATLANTIC  (22) 

21 

25 

34 

385 

AMERICAN  STORES  (10) 

268 

58 

270 

81 

BELLSOUTH  (22) 

30 

49 

20 

89 

AMERITECH  (22) 

45 

71 

36 

290 

BEMIS  (7) 

431 

416 

383 

227 

AMGEN  (12) 

140 

375 

126 

165 

BENEFICIAL  (17) 

288 

344 

283 

286 

AMOCO  (11) 

49 

21 

31 

308 

BESTFOODS  (10) 

127 

159 

175 

280 

AMP  (9) 

197 

221 

158 

333 

BETHLEHEM  STEEL  (16) 

480 

264 

269 

176 

AMR  (23) 

170 

63 

81 

130 

BIOMET  (12) 

386 

494 

376 

237 

ANADARKO  PETROLEUM  (11) 

367 

490 

385 

274 

BLACK  &  DECKER  (15) 

331 

249 

300 

249 

ANDREVI^  (9) 

426 

482 

381 

310 

BLOCK  (H&R)  (17) 

321 

461 

365 

293 

ANHEUSER-BUSCH  (6) 

86 

120 

68 

316 

BOEING  (1) 

38 

13 

481 

206 

AON  (17) 

189 

220 

257 

455 

BOISE  CASCADE  (19) 

455 

229 

463 

194 

APACHE  (11) 

400 

466 

347 

65 

BOSTON  SCIENTIFIC  (12) 

166 

418 

229 

479 

APPLE  COMPUTER  (18) 

404 

199 

496 

436 

BRIGGS  &  STRATTON  (15) 

485 

447 

425 

13 

APPLIED  MATERIALS  (15) 

144 

268 

118 

22 

BRISTOL-MYERS  SQUIBB  (12) 

14 

69 

23 

365 

ARCHER  DANIELS  MIDLAND  (10) 

150 

79 

161 

287 

BROWN-FORMAN  (6) 

368 

431 

332 

378 

ARMCO  (16) 

498 

420 

402 

417 

BROWNING-FERRIS  (21) 

281 

225 

259 

289 

ARMSTRONG  WORLD  (6) 

394 

389 

328 

348 

BRUNSWICK  (14) 

396 

309 

349 
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Why  Are  So  Many  Investors 

Choosing  Prudential  For 
Their  Retirement  Planning? 

you're  like  many  retirement  investors,  you've  got  a  lot  on  your  plate.  You  have  several  IRAs,  a  401  (k),  a 
rtfolio  of  mutual  funds  and,  in  addition,  an  annuity.  And  now  you  have  the  new  tax  laws  to  deal  with.  If 
u're  feehng  overwhelmed,  it's  time  you  joined  the  millions  of  investors  who've  turned  to  Prudential.  We 
n  help  bring  your  retirement  assets  together  and  manage  them  wisely. 


•Entrusted  with  more 
than  $200  billion  in 
retirement  assets 


Serving  millions  of 
retirement  investors 


•Administering 

thousands  of 
401  (k)  plans 
across  America 


Employing  more 
than  16,000  highly 
trained  financial 
professionals 
worldwide 


Prudential  is  your  retirement 
planning  partner.  You  only  get 
one  shot  at  retirement.  So  why  not  rely  on 
our  expertise  to  help  you  get  it  right?  A 
Prudential  professional  can  help  you  clarity 
your  goals  and  options.  Then,  you'll  work 
together  to  plan  out  your  entire  retirement 
portfolio — your  IRAs,  your  mutual  funds 
and  even  your  401(k).  Plus,  you'll  create 
distribution  strategies  to  help  make  the  most 
of  your  nest  egg  once  you  reach  retirement. 

Prudential  gives  you  the 
comprehensive  guidance 
you've  been  missing.  Today,  you 
can  invest  any  way  you  choose — by  phone, 
on  the  Internet,  through  your  401(k) — but 
you  may  not  be  getting  the  help  that  you 
need.  The  consistent,  personalized  guidance 
of  a  Prudential  professional  can  help  you 
make  smart  investment  decisions  and  steer 
you  on  the  road  to  retirement. 


Prudential  puts  all  your 
assets  in  one  convenient  place. 

It  happens  so  fast.  You  open  your  IRA.  You  go 
through  several  jobs,  and  several  401(k)s. 
Before  you  know  it,  your  nest  egg  starts  to 
look  a  little  scrambled.  At  Prudential,  we  can 
help  you  roll  over  your  retirement  assets  and 
manage  them  all  in  one  place.  That  way, 
you'll  always  know  exactly  where  you  stand. 

Make  Prudential  the  one 
constant  in  your  retirement 
planning  life.  Call  today!  Find 
out  how  a  Prudential  professional  can  help 
you  consolidate  and  manage  your 
retirement  assets.  Call  now  and 
you'll  receive  our  free  brochure. 
Retirement  Solutions  for  Life, 
packed  with  timely  information 
to  help  you  make  sense  of  the 
new  tax  laws. 

1-800-THE-ROCK 

ext.  4942 

Or  visit  our  website  at: 

vsnw/.prudential.com 


&y  Prudential 


Poilfolio  reviews  can  be  obtained  either  through  Prudential 
Securities  Financial  Advisors  or  Pruco  Securities  Registered 
Representatives.  Consult  with  your  personal  tax  advisor  before 
making  any  tax-related  investments.  Mutual  funds  are  offered 
by  prospectus  only  through  Prudential  Securities  Incorporated 
and  Pruco  Securities  Corporation.  Prudential  Securities 
Incorporated,  1 99  Water  Street,  New  York,  NY  10292,  mem- 
ber SIPC,  and  Pruco  Securities  Corporation,  751  Broad  Street, 
Newark,  NJ  07102,  both  subsidiaries  of  The  Prudential 
Insurance  Company  of  America,  751  Broad  Street,  Newark, 
NJ  07102.  All  information  is  as  of  12/31/97  except  for  the 
institutional  business  assets,  which  are  as  of  10/31/97. 
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195 

BURLINGTON  NORTHERN  SANTA  FE  (23) 

123 

158 

91 

291 

COOPER  INDUSTRIES  (9) 

267 

236 

190 

334 

BURLINGTON  RESOURCES  (11) 

233 

405 

240 

356 

COOPER  TIRE  &  RUBBER  (2) 

457 

423 

374 

292 

COORS(ADOLPH)  (6) 

482 

421 

397 

C 

39 

CORESTATES  FINANCIAL  (3) 

116 

295 

104 

230 

CORNING  (15) 

203 

288 

169 

288 

CABLETRON  SYSTEMS  (18) 

425 

439 

318 

62 

COSTCO  (8) 

184 

46 

201 

131 

CAMPBELL  SOUP  (10) 

75 

163 

88 

27 

COUNTRYWIDE  CREDIT  (17) 

329 

403 

232 

87 

CARDINAL  HEALTH  (12) 

211 

115 

302 

148 

CRANE  (21) 

440 

399 

380 

382 

CAROLINA  POWER  (24) 

286 

341 

196 

315 

CROWN  CORK  &  SEAL  (7) 

266 

157 

251 

126 

CASE  (15) 

324 

214 

184 

352 

CSX  (23) 

164 

125 

102 

57 

CATERPILLAR  (15) 

98 

59 

48 

342 

CUMMINS  ENGINE  (15) 

443 

227 

312 

381 

CBS  (20) 

90 

232 

477 

283 

CVS  (12) 

151 

101 

442 

251 

CENDANT  (21) 

120 

235 

428 

448 

CYPRUS  AMAX  MINERALS  (16) 

469 

324 

410 

201 

CENTEX  (13) 

445 

303 

368 

360 

CENTRAL  &  SOUTH  WEST  (24) 

302 

237 

230 

D 

456 

CERIDIAN  (18) 

377 

472 

444 

480 

CHAMPION  INTL.  (19) 

323 

222 

492 

104 

DANA  (2) 

299 

153 

209 

486 

CHARMING  SHOPPES  (8) 

499 

474 

448 

469 

DARDEN  RESTAURANTS  (14) 

450 

335 

469 

24 

CHASE  MANHATTAN  (3) 

39 

31 

13 

328 

DATA  GENERAL  (18) 

491 

437 

438 

1 60 

CHEVRON  (11) 

37 

19 

21 

53 

DAYTON  HUDSON  (8) 

115 

30 

101 

312 

CHRYSLER  (2) 

78 

9 

29 

80 

DEERE  (15) 

139 

95 

80 

145 

CHUBB  (17) 

137 

194 

109 

2 

DELL  COMPUTER  (18) 

46 

110 

86 

202 

CIGNA  (17) 

132 

54 

75 

83 

DELTA  AIR  LINES  (23) 

221 

87 

87 

152 

CINCINNATI  FINANCIAL  (17) 

248 

410 

256 

473 

DELUXE  (18) 

413 

411 

440 

219 

CINCINNATI  MILACRON  (15) 

478 

415 

400 

406 

DIGITAL  EQUIPMENT  (18) 

225 

99 

271 

231 

CINERGY  (24) 

304 

277 

202 

374 

DILLARD'S  (8) 

362 

197 

281 

357 

CIRCUIT  CITY  STORES  (6) 

370 

171 

373 

91 

DISNEY  (WALT)  (14) 

17 

45 

42 

3 

CISCO  SYSTEMS  (18) 

26 

180 

60 

326 

DOMINION  RESOURCES  (24) 

246 

176 

171 

245 

CITICORP  (3) 

31 

24 

15 

433 

DONNELLEY  (R.R.)  (21) 

296 

254 

314 

47 

CLEAR  CHANNEL  COMMONS.  (20) 

213 

487 

417 

75 

DOVER  (15) 

218 

267 

183 

106 

CLOROX  (6) 

209 

363 

276 

282 

DOW  CHEMICAL  (4) 

95 

55 

47 

340 

COASTAL  (11) 

274 

136 

193 

465 

DOW  JONES  (20) 

320 

368 

494 

1 19 

COCA-COLA  (6) 

3 

60 

1 1 

118 

DRESSER  INDUSTRIES  (15) 

236 

174 

233 

182 

COGNIZANT  (21) 

229 

442 

244 

434 

DSC  COMMUNICATIONS  (22) 

435 

434 

439 

97 

COLGATE-PALMOLIVE  (5) 

82 

148 

112 

331 

DTE  ENERGY  (24) 

312 

304 

174 

114 

COLUMBIA  ENERGY  GROUP  (24) 

351 

244 

272 

153 

DUKE  ENERGY  (24) 

100 

70 

82 

457 

COLUMBIA/HCA  HEALTHCARE  (12) 

109 

61 

331 

400 

DUN&BRADSTREET  (17) 

301 

391 

245 

303 

COMCAST  (20) 

162 

250 

483 

295 

DUPONT  (4) 

22 

14 

35 

115 

COMERICA  (3) 

183 

349 

144 

5 

COMPAQ  COMPUTER  (18) 

43 

39 

46 

E 

9 

COMPUTER  ASSOCIATES  (18) 

76 

272 

74 

72 

COMPUTER  SCIENCES  (18) 

228 

209 

282 

416 

EASTERN  ENTERPRISES  (24) 

496 

477 

434 

277 

CONAGRA  (10) 

133 

41 

124 

421 

EASTMAN  CHEMICAL  (4) 

316 

262 

267 

25 

CONSECO  (17) 

216 

228 

133 

471 

EASTMAN  KODAK  (14) 

92 

82 

454 

299 

CONSOLIDATED  EDISON  (24) 

191 

183 

116 

162 

EATON  (9) 

250 

172 

156 

163 

CONSOLIDATED  NATURAL  GAS  (24) 

305 

224 

249 

411 

ECHLIN  (2) 

393 

314 

468 

161 

CONSOLIDATED  STORES  (8) 

380 

291 

396 

127 

ECOLAB  (6) 

371 

432 

364 
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Sifvc  Bia:ilt\  i  'icf  i'tesidtiil  -  Business  Syslons.  I'lie  Hiiil Ingrains  (\impdiiy- 

E^ow  Earthgrains  brought  millions  in  savings  to  the  table.  The  Earthgrains 
Ilompany  sells  wholesale  baked  goods  with  a  shelf  life  of  four  days,  which  means  they  must 
espond  quickly  and  flexibly  to  customer  demand.  With  R/3'"  software  trom  SAP, 
Earthgrains  can  rapidly  determine  which  products  are  selling  and  which  aren't, 
rhis  allows  them  to  increase  efficiency  and  buy  inventory  more  in  line 
A^ith  their  actual  needs  -  and  saves  them  millions  of  dollars  per  year. 
Fo  finci  out  what  R/3  can  bring  to  the  table  for  your  company, 
/isit  us  at  http://www.sap.com  or  call  1-800-283-1  SAP. 


TeamSAP  is  a  nciv  iiiitiatipe  of  people,  processes  and  products 
representing  SAP's  total  commitment  to  customer  success. 


A  Better  Rciiini  On  Iiifoniiatioii': 


THE  S&P  Alphabetical  List  of  Companies 

500 


The  number  to  the  left  of  the  company's  name  identifies  its  overall  rank  among  Business 
II  eek's  Peijormance  Rankings.  For  an  explanation  of  other  rankings,  see  page  150. 


OTHER  RANKINGS 


RANK    COMPANY  (INDUSTRY  GROUP) 


MARKET  VALUE    SALES  PROFITS- 


OTHER  RANKINGS 


RANK    COMPANY  (INDUSTRY GROUP) 


MARKET  VALUE   SALES  PROFITS 


298 

EDISON  INTERNATIONAL  (24) 

180 

140 

111 

454 

GIANT  FOOD  (10) 

438 

292 

433 

444 

EG&G  (21) 

479 

438 

445 

38 

GILLETTE  (6) 

29 

132 

56 

8 

EMC  (18) 

103 

348 

141 

210 

GOLDEN  WEST  (17) 

317 

350 

214 

134 

EMERSON  ELECTRIC  (9) 

70 

103 

72 

242 

GOODRICH  (B.F.)  (4) 

416 

323 

379 

429 

ENGELHARD  (16) 

419 

312 

415 

285 

GOODYEAR  TIRE  &  RUBBER  (2) 

177 

97 

137 

329 

ENRON  (21) 

136 

51 

386 

325 

GPU  (24) 

325 

286 

218 

335 

ENTERGY  (24) 

261 

138 

254 

264 

GRACE  (W.R.)  (15) 

290 

328 

288 

158 

EQUIFAX  (17) 

315 

446 

327 

217 

GRAINGER  (W.W.)  (21) 

328 

287 

297 

159 

EXXON  (11) 

4 

3 

1 

410 

GREAT  A&P  (10) 

481 

131 

404 

482 

GREAT  LAKES  CHEMICAL  (4) 

407 

449 

407 

F 

150 

GREEN  TREE  FINANCIAL  (17) 

399 

429 

252 

174 

GTE  (22) 

40 

43 

30 

42 

FANNIE  MAE  (17) 

25 

29 

28 

28 

GUIDANT  (12) 

182 

448 

352 

157 

FDX  (23) 

252 

104 

166 

125 

FEDERATED  DEPT.  STORES  (8) 

196 

72 

132 

H 

79 

FIFTH  THIRD  BANCORP  (3) 

160 

412 

185 

63 

FIRST  CHICAGO  NBD  (3) 

85 

137 

50 

43 

HALLIBURTON  (11) 

163 

151 

160 

369 

FIRST  DATA  (18) 

126 

238 

213 

440 

HARCOURT GENERAL  (5) 

369 

301 

478 

82 

FIRST  UNION  (3) 

59 

1 14 

44 

481 

HARLAND  (JOHN  H.)  (18) 

500 

495 

449 

281 

FIRSTENERGY  (24) 

343 

355 

222 

266 

HARNISCHFEGER  (15) 

461 

339 

353 

137 

FLEET  FINANCIAL  GROUP  (3) 

101 

203 

62 

366 

HARRAH'S  ENTERTAINMENT  (14) 

446 

433 

384 

271 

FLEETWOOD  ENTS.  (13) 

460 

345 

388 

238 

HARRIS  (9) 

360 

299 

305 

380 

FLUOR  (21) 

363 

85 

359 

199 

HARTFORD  FINANCIAL  SERVICES  (17) 

167 

93 

59 

472 

FMC  (15) 

418 

279 

462 

412 

HASBRO  (14) 

330 

334 

363 

100 

FORD  MOTOR  (2) 

24 

2 

4 

23 

MdO  do) 

178 

464 

354 

394 

FORTJAMES  (19) 

199 

181 

387 

46 

HEALTHSOUTH  (12) 

207 

342 

231 

464 

FORTUNE  BRANDS  (15) 

272 

256 

441 

341 

HEINZ  (H.J.)  (10) 

96 

145 

194 

468 

FOSTER  WHEELER  (21) 

487 

293 

457 

66 

HELMERICH&  PAYNE  (11) 

471 

496 

394 

276 

FPL  GROUP  (24) 

181 

206 

128 

399 

HERCULES  (4) 

332 

419 

234 

45 

FREDDIE  MAC  (17) 

61 

84 

57 

98 

HERSHEY FOODS  (10) 

201 

278 

225 

300 

FREEPORT-McMORANC&G  (16) 

406 

404 

290 

92 

HEWLETT-PACKARD  (18) 

20 

15 

24 

449 

FRONTIER  (22) 

339 

380 

431 

146 

HILTON  HOTELS  (14) 

242 

234 

286 

494 

FRUIT  OF  THE  LOOM  (6) 

433 

393 

488 

44 
496 

HOME  DEPOT  (8) 
HOMESTAKE  MINING  (16) 

44 
470 

40 
491 

70 
480 

G 

166 

HONEYWELL  (9) 

188 

165 

154 

120 

HOUSEHOLD  INTL.  (17) 

142 

230 

120 

99 

GANNETT  (20) 

104 

261 

117 

250 

HOUSTON  INDUSTRIES  (24)  ^ 

253 

187 

176 

17 

GAP  (8) 

111 

201 

142 

228 

HUMANA  (12) 

353 

169 

336 

190 

GENERAL  DYNAMICS  (1) 

306 

290 

243 

164 

HUNTINGTON  BANCSHARES  (3) 

269 

386 

263 

41 

GENERAL  ELECTRIC  (5) 

1 

5 

2 

491 

GENERAL  INSTRUMENT  (9) 

424 

426 

458 

309 

GENERAL  MILLS  (10) 

175 

219 

195 

I 

212 

GENERAL  MOTORS  (2) 

41 

1 

5 

74 

IBM  (18) 

12 

6 

7 

238 

GENERAL  RE  (17) 

119 

161 

83 

379 

IKON  OFFICE  SOLUTIONS  (5) 

345 

233 

377 

403 

GENERAL  SIGNAL  (9) 

447 

408 

366 

84 

ILLINOIS  TOOL  WORKS  (15) 

128 

240 

130 

313 

GENUINE  PARTS  (21) 

276 

217 

220 

490 

INCO  (16) 

405 

378 

452 

470 

GEORGIA-PACIFIC  GROUP  (19) 

310 

100 

470 

143 

INGERSOLL-RAND  (15) 

235 

184 

199 

154  DirvNItSS  WEEK  /  MARCH  30,  1998 


S&P  Alphabetical  List  of  Companies 


The  number  to  the  left  of  the  <onip(itiys  riairie  ich'ntifies  its  orerall  rank  among  Business 
Week's  Performance  bankings.  For  an  exphinalion  of  other  rankings,  seepage  150. 


OTHER  RANKINGS 


OTHER  RANKINGS 


COMPANY  (INDUSTRY  GROUP) 

MARKET  VALUE 

SALES 

PROFITS 

RANK 

COMPANY  (INDUSTRY  GROUP) 

MARKET  VALUE 

SALES 

PROFITS 

INLAND  STEEL  (16) 

489 

245 

375 

223 

MATTEL  (14) 

159 

257 

266 

INTEL  (9) 

6 

35 

3 

259 

MAY  DEPARTMENT  STORES  (8) 

138 

108 

106 

INTERNATIONAL  FLAVORS  (4) 

318 

441 

306 

136 

MAYTAG  (6) 

349 

321 

330 

INTERNATIONAL  PAPER  (19) 

135 

53 

479 

123 

MBIA  (17) 

279 

492 

205 

INTERPUBLIC  GROUP  (21) 

270 

337 

292 

6 

MBNA  (3) 

108 

282 

131 

ITT  INDUSTRIES  (5) 

359 

152 

378 

409 

McDERMOTTINTL.  (15) 

441 

318 

451 

191 

MCDONALD'S  (14) 

55 

117 

49 

1  K 

167 

McGRAW-HILL  (20) 

240 

317 

264 

351 

MCI  COMMUNICATIONS  (22) 

62 

57 

455 

JEFFERSON-PILOT  (17) 

292 

367 

191 

415 

MEAD  (19) 

378 

243 

351 

JOHNSON  &  JOHNSON  (12) 

13 

44 

18 

95 

MEDTRONIC  (12) 

80 

369 

168 

JOHNSON  CONTROLS  (15) 

334 

116 

298 

135 

MELLON  BANK  (3) 

122 

330 

108 

JOSTENS  (15) 

495 

486 

427 

211 

MERCANTILE  BANCORP.  (3) 

256 

390 

316 

KAUFMAN  &  BROAD  (13) 

490 

417 

424 

371 

MERCANTILE  STORES  (8) 

428 

336 

369 

KELLOGG  (10) 

112 

189 

136 

15 

MERCK  (12) 

5 

42 

9 

KERR-McGEE  (11) 

389 

428 

320 

116 

MEREDITH  (20) 

437 

478 

403 

KEYCORP  (3) 

125 

215 

89 

19 

MERRILL  LYNCH  (17) 

83 

22 

43 

KIMBERLY-CLARK  (19) 

64 

105 

92 

26 

MGIC  INVESTMENT  (17) 

222 

483 

235 

KING  WORLD  (14) 

453 

489 

356 

320 

MICRON  TECHNOLOGY  (9) 

262 

307 

237 

KLA-TENCOR  (9) 

366 

468 

358 

1 

MICROSOFT  (18) 

2 

98 

12 

KMART  (8) 

282 

20 

287 

453 

MILLIPORE  (9) 

464 

485 

464 

KNIGHT-RIDDER  (20) 

327 

351 

189 

178 

MINNESOTA  MININGS.  MFG.  (15) 

58 

77 

38 

KROGER  (10) 

179 

34 

167 

354 

MIRAGE  RESORTS  (14) 

357 

445 

313 

270 

MOBIL  (11) 

33 

8 

19 

r 

302 

MONSANTO  (4) 

65 

173 

262 

477 

MOORE  (18) 

472 

364 

429 

LAIDLAW  (23) 

326 

320 

408 

209 

MORGAN  (J. P.)  (3) 

93 

107 

53 

LEHMAN  BROTHERS  HOLDINGS  (17) 

251 

67 

125 

10 

MORGAN  STANLEY,  DEAN  WITTER  (17) 

48 

33 

33 

LILLY  (ELI)  (12) 

18 

155 

487 

345 

MORTON  INTERNATIONAL  (4) 

348 

371 

299 

LIMITED  (8) 

234 

143 

307 

372 

MOTOROLA  (9) 

60 

26 

66 

LINCOLN  NATIONAL  (17) 

219 

251 

447 

LIZ  CLAIBORNE  (6) 

381 

373 

329 

N 

LOCKHEED  MARTIN  (1) 

88 

27 

63 

LOEWS  (17) 

168 

52 

103 

273 

NACCO  INDUSTRIES  (15) 

488 

385 

420 

LONGS  DRUG  STORES  (12) 

477 

346 

426 

297 

NALCO  CHEMICAL  (4) 

417 

440 

342 

LOUISIANA-PACIFIC  (19) 

429 

374 

471 

108 

NATIONAL  CITY  (3) 

143 

283 

98 

LOWE'S  (8) 

187 

130 

212 

404 

NATIONAL  SEMICONDUCTOR  (9) 

365 

366 

258 

LSI  LOGIC  (9) 

383 

451 

343 

336 

NATIONAL  SERVICE  (9) 

432 

402 

382 

LUCENT  TECHNOLOGIES  (22) 

19 

32 

153 

50 

NATIONSBANK  (3) 

42 

50 

27 

155 

NAVISTAR  INTERNATIONAL  (2) 

444 

191 

337 

VI 

147 

NEW  YORK  TIMES  (20) 

285 

352 

279 

179 

NEWELL  (15) 

255 

332 

265 

MALLINCKRODT  (12) 

411 

394 

486 

407 

NEWMONT  MINING  (16) 

340 

435 

412 

MANOR  CARE  (12) 

430 

444 

370 

425 

NIAGARA  MOHAWK  (24) 

456 

298 

308 

MARRIOTT  INTL.  (14) 

202 

111 

227 

296 

NICOR  (24) 

451 

407 

372 

MARSH  &MCLENNAN  (17) 

130 

216 

187 

64 

NIKE  (6) 

152 

133 

105 

MASCO  (13) 

210 

305 

198 

275 

NORDSTROM  (8) 

342 

248 

326 
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332 

NORFOLK  SOUTHERN  (23) 

147 

281 

99 

262 

PPG  INDUSTRIES  (13) 

169 

178 

115 

414 

NORTHERN  STATES  POWER  (24) 

358 

358 

293 

139 

PRAXAIR  (4) 

239 

260 

178 

31 

NORTHERN  TELECOM  (22) 

73 

74 

97 

107 

PROCTER  &  GAMBLE  (6) 

9 

18 

14 

56 

NORTHERN  TRUST  (3) 

220 

401 

246 

33 

PROGRESSIVE  (17) 

224 

266 

186 

58 

NORTHROP  GRUMMAN  (1) 

206 

147 

182 

INC 

PROVIDIAN  FINANCIAL  (3) 

309 

458 

321 

40 

NORWEST  (3) 

63 

14t 

58 

370 

PUBLIC  SERVICE  ENT.  GROUP  (24) 

241 

205 

134 

495 

NOVELL  (18) 

375 

481 

474 

391 

PULTE  (13) 

494 

370 

438 

278 

NUCOR  (16) 

341 

284 

261 

463 

QUAKER  OATS  (10) 

243 

247 

497 

0 


R 


466 

nrnnFNT&i  pftrolfum  m  i  i 

217 

166 

309 

30 

nMNirniui RRniip  (yw 

247 

338 

303 

339 

HNFflK  19A\ 

486 

456 

422 

1 02 

nn&riF  ^^f^) 

81 

207 

113 

258 

flRVy  FNFDRY  M  1  ^ 

415 

465 

338 

439 

nwFN^  rnRNiNR  n^^ 

UTVLHouunninu  \  1  j / 

465 

275 

419 

nWFN^-IM  INflK  ^7^ 

O  1  1 

^VO 

^  /  o 

I 

Z9 

^  0 

V 

rAUUAK  [tL] 

oZZ 

1  QO 
1 

ziy 

DAPlCir  rUTCDDDICrC  (OA^ 

rAolrlU  tn  1  Lnrnloto 

OU  / 

oZZ 

OO  1 

zoo 

4bU 

DA  1  1  / 
rALL  (D) 

420 

473 

414 

37 

rARAMcl RIC  TECHNOLOGY  (IB) 

238 

484 

296 

rAKKcK  nANNlMN  (ibj 

314 

276 

238 

422 

rcuO  tntnGY  (24) 

344 

265 

224 

246 

PENNcY  (J.C.)  (O) 

110 

23 

135 

358 

PENNZOIL  (11) 

395 

362 

333 

405 

PEOPLES  ENERGY  (24) 

475 

453 

391 

384 

PEP  BOYS  (8) 

467 

406 

390 

243 

PEPSICO  (6) 

35 

48 

51 

344 

PERKIN-ELMER  (9) 

379 

450 

416 

12 

PFIZER  (12) 

8 

106 

37 

254 

PG&E  (24) 

154 

75 

110 

447 

PHARMACIA  &  UPJOHN  (12) 

99 

193 

236 

390 

PHELPS  DODGE  (16) 

372 

300 

181 

213 

PHILIP  MORRIS  (6) 

10 

10 

6 

261 

PHILLIPS  PETROLEUM  (11) 

149 

76 

84 

218 

PIONEER  HI-BREO  (10) 

271 

425 

294 

105 

PITNEY  BOWES  (18) 

145 

289 

146 

485 

PLACER  DOME  (16) 

390 

462 

484 

111 

PNC  BANK  (3) 

117 

200 

77 

487 

POLAROID  (14) 

448 

392 

476 

478 

POTLATCH  (19) 

476 

436 

443 

401 

PP&L  RESOURCES  (24) 

373 

340 

239 

247  RALSTON  PURINA  (10) 

197  RAYCHEM  (9) 

324  RAYTHEON  (9) 

423  REEBOK  INTERNATIONAL  (6) 

168  REPUBLIC  NEW  YORK  (3) 

428  REYNOLDS  METALS  (16) 

48  RITE  AID  (12) 

375  ROCKWELL  INTERNATIONAL  (9) 

272  ROHM  &  HAAS  (4) 

67  ROWAN  (11) 

256  ROYAL  DUTCH  PETROLEUM  (11) 

431  RUBBERMAID  (15) 

475  RUSSELL  (6) 

420  RYDER  SYSTEM  (23) 


241  SAFECO  (17) 

314  SAFETY-KLEEN  (21) 

408  SARA  LEE  (10) 

215  SBC  COMMUNICATIONS  (22) 

11  SCHERING-PLOUGH  (12) 

18  SCHLUMBERGER  (11) 

32  SCHWAB  (CHARLES)  (17) 

373  SCIENTIFIC-ATLANTA  (22) 

452  SEAGATE  TECHNOLOGY  (18) 

363  SEAGRAM  (6) 

248  SEARS,  ROEBUCK  (8) 

78  SERVICE  CORP  INTL.  (21) 

141  SHARED  MEDICAL  (18) 

187  SHERWIN-WILLIAMS  (13) 

220  SIGMA-ALDRICH  (12) 

426  SILICON  GRAPHICS  (18) 

244  SNAP-ON  (15) 

305  SONAT  (24) 

263  SOUTHERN  (24) 
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21  floors  worth  of  information. 
And  Mita  puts  it  all  on  paper.  ^ 

•igital  color.  An  advanced  digital  copier/printer.  Wide  format  and  desktop  printers.  Multifunction  WtttW^t 
:hines.  In  short,  the  more  information  you  need  to  manage,  process  and  present,  the  more  you  need  Mita. 
more  information  call  l-800-ABC-MITA  or  visit  vmw.mita.com. 
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50 
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NR 
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STANLEY  WORKS  (15) 

350 

361 
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300 
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493 
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483 

255 

490 

353 

UNION  PACIFIC  RESOURCES  (11) 

303 
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341 
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173 
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96 
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216 
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124 
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66 

12 

32 

109 
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11 

4 

16 

364 
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89 

134 

250 

301 

76 

WALGREEN  (12) 

106 

88 

165 

TEXAS  UTILITIES  (24) 

198 

167 

119 

149 

TEXTRON  (5) 

60 
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52 

162 

94 

158 

126 

138 
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289 

316 
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86 

WASHINGTON  MUTUAL  (17) 

113 
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151 
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165 

144 

498 
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204 
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72 
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71 

240 
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53 
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307 
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285 

154 
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355 
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395 
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143 

85 

WILLIAMS  (24) 
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273 

216 

16 

TRAVELERS  GROUP  (17) 

27 

17 

26 

304 

WINN-DIXIE  STORES  (10) 

230 

90 

310 

77 

TRIBUNE  (20) 

232 

360 

192 

349 

WOOLWORTH  (8) 

392 

198 

311 

4< 
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347 

135 

473 

180 

WORLDCOM  (22) 

57 
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197 

430 
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273 

123 

467 

398 
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462 

397 

393 

462 
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463 

454 

398 

235 
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214 

409 

274 
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121 
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vid  Brinkley  on  Change 


"For  more  than 


50  years,  I've  repor^d-*- 
on  change"  W 


"I've  seen  world  leaders  come  and  go,  I've  seen  governments 
crumble  and  borders  redrawn,  and  through  it  all  I've  noticed  that 
the  only  thing  that  doesn't  change  is  people.  We're  still  all  more  alike 
than  we  are  different. 

"I've  always  felt  the  best  way  for  nations  to  keep  the  peace  is  to 
supply  people  with  food,  not  weapons.  Back  in  the  1950s,  President 
Eisenhower  said, 'Every  gun  that  is  made,  every  warship  launched, 
every  rocket  fired  signifies...a  theft  from  those  who  hunger  and  are 
not  fed.'  Eisenhower  was  a  true  champion  of  change. 

"Feeding  the  world  is  one  way  to  make  sure  things  change  for 
the  better." 


www.admworld.com 


INTELLIGENCE  BRIEFINGS 
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The  following  article  appears  on  S&P  Personal  Wealth, 
www.personalwealth.com,  the  interactive  investment 
advisory  service  for  the  individual  investor: 

PREPARE  NOW  FOR  PROPOSED 
ESTATE  TAX  LAW  CHANGES 

Here's  a  heads-up  for  those  who  have  built  up 
substantial  estates  (and  after  a  seven-year  bull  mar- 
ket, that's  a  lot  of  people):  the  Clinton 
Administration  has  proposed  eliminating  a  number 


as  part  of  a  majority  interest.  But  the 
Administration  says  the  deal  should  apply  only  to 
active  businesses,  not  to  passively  appreciating 
assets.  In  its  present  form  the  change  would  apply 
only  to  transfers  made  after  the  date  of  enactment, 
so  if  a  family  LP  fits  with  your  estate  planning  goals, 
play  safe  and  set  one  up  soon. 

Crummey  trusts  are  also  in  jeopardy.  The 
Treasury  would  overrule  a  1968  court  decision  that 
allowed  assets  transferred  to  a  trust  to  qualify  for 
annual  gift  tax  exclusions  (up  to  $10,000  or  $20,000 


highlights     from     S&P     Personal  Wealth 


of  the  most  popular  ways  to  reduce  taxes  on  assets 
transferred  to  heirs.  While  the  Republican-con- 
trolled Congress  wants  to  lower  estate  taxes,  not 
raise  them,  any  of  the  clampdowns  noted  here  could 
become  law,  if  not  this  year  possibly  later  on. 

As  proposed  by  the  Treasury,  none  of  them  would 
be  retroactive,  and  while  Congress  could  change 
that,  estate  owners  may  want  to  set  up  one  or  more 
of  the  asset-transfer  vehicles  involved  right  away  in 
case  the  tax  axe  falls. 

Family  LPs.  The  most  far-reaching  of  the  pro- 
posed tax  changes  would  eliminate  family  limited 
partnerships,  which  have  become  a  popular  way  to 
reduce  estate  taxes  on  assets  passing  to  children  or 
other  heirs.  You  contribute  assets  to  a  partnership 
and  give  shares  to  your  children.  The  main  tax  break 
results  from  setting  lower  values  on  the  limited- 
partner  shares  than  the  value  of  the  property 
they  represent. 

The  IRS  now  allows  such  valuation  discounts  on 
the  assumption  that  a  minority  interest  in  a  busi- 
ness has  less  value  than  the  same  shares  would  have 
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PERSONAL  WEALTH 

www.personalwealth.com 


with  a  spouse).  The  case  established  a  trust  benefi- 
ciary's right  to  make  limited  distributions  of  trust 
assets.  The  right  gives  the  beneficiary  a  "present 
interest"  in  the  assets,  which  makes  them  a  gift. 

The  Administration  would  not  recognize  trans- 
fers to  Crummey  trusts  as  gifts  after  1998.  Grantors 
of  existing  Crummey  trusts  may  want  to  begin 
investigating  alternative  transfer  vehicles,  such 
as  gifts  that  comply  with  state  uniform  gifts  to 
minors  statutes. 

Personal  residence  trusts  are  an  efficient  way  to 
reduce  gift  and  estate  taxes.  A  couple  or  a  surviving 
spouse  transfers  a  personal  residence  to  children  or 
other  heirs  and  continues  living  in  it,  making  sure 
the  IRS  will  recognize  it  as  "a  current  gift  of  future 
interest."  Gift  tax  is  paid  on  the  value  of  the  prop- 
erty, but  the  value  is  substantially  reduced  by  the 
donor's  retained  interest,  and  no  further  tax  is  paid 
on  the  gift  or  its  subsequent  appreciation. 

The  Treasury  wants  to  redefine  the  donor's 
retained  interest  in  order  to  eliminate  the  personal 
residence  trust  tax  advantage.  If  it  does  become 
law,  early  birds  transferring  their  nests  ahead  of  time 
will  benefit. 

Look  for  Intelligence  Briefings  in  Business  Week  next 
month.  Additional  market  insight  is  available  on  S&P 
Personal  Wealth  at  www.personalwealth.com. 


WHAT  DO  YOU  CALL  AN  INSURANCE 
)MPANY  THAT  HAS  AN  UNYIELDING  • 
?ASP0NTHiaD130MllNE? 


YOUR  FRIEND. 


e  linapoloqetically  profitable.  Profitability  is  the  ultimate  security 
tr  policyholders.  And  it's  also  the  most  important  factor  in  our 
s'  long-term  success.  We  are  driven  to  perform  for  our  customers, 
s,  and  shareholders.  We  are  a  leader  with  the  full  range  of  financial 
cts  that  Americans  want  most-annuities,  health  and  life  insurance, 

lUtual  funds.  PERrORMANCE  IS  WHAT  MATTERS 
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Joe  Plumeri  runs  PFS 
with  evangelistic  fervor 
-and  charging  these 
prices,  he  has  to 

The  moment  Joseph  J.  Plumeri  II 
bounds  into  the  spotlight  at  the 
Philadelphia  Convention  Center, 
the  crowd  erupts  in  a  raucous 
ovation.  No  doubt  many  of  the  ^,500 
people  on  fiand  have  caught  his  act  be- 
fore. Nattily  attired  in  grey  pinstripes 
with  nwtching  tie  and  pocket  square, 
he  plants  himself  center  stage  and  opens 
his  arms  in  a  hey-look-m£-over  gesture. 
"He's  a  stud,"  someone  shouts  as 
Plumeri,  a  short,  stocky  53-year-old, 
saunters  stage  right  in  super-slow  mc- 
ii'yn.  "It's  a  cool  walk,"  he  says,  gettiTig 
a  ijici  laugh.  "I  learned  it  in  the  old 
neig.'ilyrhood." 

Thai  would  be  the  blue-collar 
pfrecincts  of  North  Trenton,  N.  J.,  just  1.5 
miles  from  here.   The  cool-walking 


demxmstration  ended,  Plumeri  explains 
how  he  stumbled  into  a  career  on  Wall 
Street  by  taking  a  menial  job  at  a  bro- 
kerage lioiise  tlmt  fie  had  mistaken  for  a 
law  firm..  He  tells  his  tale  with  brio, 
working  it  for  laugh  after  laugh.  Fi- 
nally, lie  lets  the  hilarity  fade.  "I  tell 
you  this  because  it's  O.  K.  to  be  eynbar- 
rassed,  it's  O.  K.  to  have  childlike  en- 
thusiasm," he  says  softly.  Plumeri 
pauses  and  then  looses  a  full-throated 
cry:  "Dmi't  live  your  life  with- 
out having  a  dreayn.  Other- 
wise, you've  wasted  it.  O.K.? 
Are  you  with  me?" 

As  the  crowd  roars  its  as- 
sent, Plumeri  flashes  a  daz- 
zlingly  toothy  grin,  clenches 
one  hand  into  a  fist,  and 
thrusts  it  over  his  head.  Hail 
tfie  ccmqtieriyig  hero,  returned 
hom£  a  multimillionaire! 


Covey  have  nothing  on  Joe  Plumer  i 
But  unlike  these  marquee  names  of  th  ^\ 
self-help  trade,  Plumeri  does  not  haw  ae 
books  and  tapes  for  a  living.  He  too  ii 
home  at  least  $3  million  in  salary  an  a-f 
bonus  last  year  as  a  senior  executiv  % 
of  one  of  America's  largest  companie  -at 
Travelers  Group  Inc. 

Corporations  don't  come  any  morl 
substantial  than  Travelers,  a  $27  billio 
financial-services  giant  that  is  one  <  |«| 


A  FINANCIAL 
SUPERMARKET 
FOR  THE  MASSES 

Primerica's  fastest 
growth  comes  from 
products  other  than 
life  insurance 


TOTAL  UFE INSURAM 
COVERAGE 


When  it  comes  to  motiva- 
tional speaking,  the  likes  of 
Tony  Robbins  and  Stephen  R. 


■93  '94  '95 
A  BILLIONS  OF  DOLLARS 


DATA:  PFS,  TRAVELERS  GROUP 
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the  30  stocks  in  the  Dow 
Jones  industrial  average. 
But  as  chairman  and  chief 
executive  of  the  Primerica 
Financial  Services  (pfs)  di- 
vision of  Travelers,  Plumeri 
runs  one  of  the  most  ec- 
centric— and  controver- 
sial— operations  in  con- 
sumer finance.  "This  is  not 
a  company  where  you  just 
work,"  Plumeri  says.  "You 
have  to  believe." 

In  some  ways,  belief  in 
PFS  would  seem  misplaced. 
Every  year,  the  company, 
based  outside  Atlanta,  re- 
cruits thousands  of  working 
folk — cabdrivers,  school- 
teachers, factory  workers — 
into  part-time  positions  in 
its  sales  force.  Most  sell  a 
life-insurance  pohcy  or  two 
and  call  it  quits.  Although 
PFS  boasts  one  of  the 
largest  captive  sales  forces 
in  finance,  only  41%  of  its 
80,000  sales  reps  have  been 
with  the  company  more 
than  two  years.  Yes,  you 
have  to  believe  to  make  it 
at  PFS,  because  the  odds 
f  against  success  are  so  steep 
'"^^  that  logic  argues  against 
k  even  making  an  effort. 
■*  But  if  the  PFS  sales  force 
is  volatile,  it  also  is  highly 
productive,  even  though 
PFS  charges  some  of  the 
highest  rates  around.  Com- 
,  a  widely  used  pricing  service, 
20-year  term  policies  by  the  pre- 
charged  per  $500,000  of  coverage. 
;  reckoning,  Old  Repubhc  Life  In- 
:e  offers  consumers  the  best  deal, 
5,  while  PFS's  ranks  66th — next  to 
at  $775.  (PFS  is  introducing  a  new 
ir  policy,  priced  at  $695.) 
^ertheless,  last  year  pfs  was  second 
I  all  insurers  in  the  face  value  of 
licies  sold,  at  $52.6  billion — all  of  it 


term  insurance.  Most  insurers  specializing 
in  term  depend  on  direct-mail  solicita- 
tion and  aggressive  price  discounting  to 
attract  buyers.  But  pfs  employs  an  in- 
tensely personal  approach — neighbor  sell- 
ing to  neighbor  across  the  kitchen  table. 

What's  more,  since  Plumeri  took  over 
in  late  1994,  pfs  also  has  generated 
sharply  rising  sales  of  such  other  finan- 
cial staples  as  mutual  funds,  variable 
annuities,  consumer  and  home-equity 
loans,  and  auto  and  homeowner's  insui*- 


CEO  PLUMERI 


ated  all  in  the  Travelers  family.  As  with 
term  insurance,  pfs's  other  offerings 
tend  toward  the  pricey. 

Although  PFS  unquestionably  is  on  a 
roll,  its  continued  success  is  by  no 
means  foreordained.  In  many  ways,  this 
remains  a  company  in  transition  from  a 
legacy  of  tumult  and  notoriety.  And  al- 
though Plumeri  of  late  has  won  admir- 
ers inside  and  outside  Travelers,  he  is 
an  emotionally  combustible  man  with  a 
somewhat  uneven  track  record  of  his 


"I  am  an 

emotional  person 
with  a  lot  of 
drive,  and  that 
has  caused 
some  problems 
in  my  career. 
But  I  come  from 
the  view  that 
you've  got  to  be 
yourself 


ance  (charts).  "Whenever  I  need  t(j  feel 
better,  I  go  down  to  Atlanta,"  says  San- 
ford  I.  Weill,  Travelers'  ceo.  "pfs  is  im- 
portant to  everything  we  do." 

You  wouldn't  know  it  just  from  look- 
ing at  the  numbers,  pfs's  record  $335 
million  in  operating  profits  in  1997 
amounted  to  just  10%  of  Travelers 
Group's  total.  But  Weill  sees  pfs  as  the 
template  for  one  of  the  most  elusive 
ambitions  of  his  long  career  as  a  corpo- 
rate builder:  to  mold  a  diverse  group 
of  financial  companies  into  a  tightly  wo- 
ven, symbiotic  whole— into  a  financial 
supermarket,  in  other  words. 

To  this  end,  PFS  doesn't  just  sell,  it 
cross-sells.  Almost  every  one  of  the  fi- 
nancial wares  it  offers  is  custom-made 
for  it  by  another  Travelers  subsidiary. 
This  enables  pfs's  sister  companies  to 
tap  into  a  market  of  lower-income  cus- 
tomers while  keeping  the  profits  gener- 


own  to  transcend.  "I  am  an  emotional 
person  with  a  lot  of  drive,  and  that  has 
caused  some  problems  in  my  career," 
Plumeri  concedes.  "But  I  come  ii'om  the 
view  that  you've  got  to  be  youi'self,  for 
better  or  worse.  And  what  got  me 
where  I  am  today  was  my  emotion." 
LUCKY  MISTAKE.  A  third-generation  Ital- 
ian-American, Plumeri  gi-ew  up  in  an 
ethnically  mixed  middle-class  neighbor- 
hood in  North  Trenton.  After  gi-aduating 
li-om  the  College  of  WLUiam  &  Mary  with 
mediocre  grades,  he  accepted  the  only 
job  offer  he  got:  teaching  history  at  a 
high  school  in  rural  Pennsylvania. 
Plumeri  quit  after  two  years  and,  for 
lack  of  a  better  idea,  enrolled  in  1966  at 
New  York  Law  School  in  lower  Manhat- 
tan. He  promptly  went  in  search  of  part- 
time  work  and  landed  a  clerking  job  at 
Carter,  Berlind  &  Weill,  the  brokerage  he 
mistook  for  a  law  fuTn.  Plumeri  took  to 
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the  securities  business  with  such  en- 
thusiasm that  he  soon  dropped  out  of 
law  school  to  make  a  career  on  Wall 
Street. 

As  Weill's  little  Arm  metamoi-phosed 
into  Shearson  Loeb  Rhodes,  Plumeri 
rose  through  its  retail  ranks.  Admired 
as  one  of  the  firm's  hardest-working  and 
most  market-savvy  managers,  he  also 
was  resented  as  a  temperamental  self- 
promoter'.  "I  continually  had  to  urge  Joe 
to  let  others  into  the  spotlight,"  says 
Hardwick  Simmons,  who  was  Plumeri's 
boss  at  Shearson  and  is  now  ceo  of 
Pi-udential  Secmities  Inc.  "But  he  never 
did.  He  couldn't.  When  most  people 
want  to  revive  themselves,  they  take  a 
vacation.  Joe  puts  on  a  show." 

When  Shearson  ran  into  serious  fi- 
nancial trouble  in  the  late  1980s,  Amer- 
ican Express  Co.  tightened  its  giip  on 
the  fiiTn,  which  it  had  acquired  in  1981. 
All  of  Sheai'son's  top  home-gi-own  exec- 
utives quit  or  were  pushed  out  except 


400- 


Sandy  shed  a  teai;  too." 

Plumeri  only  lasted 
a  year  in  the  job  to 
which  he'd  aspired  his 
entire  career.  In  Au- 
gust, 1994,  Weill 
abniptly  removed  him 
and  made  him  a  vice- 
chairman  of  Ti'avelers 
(a  title  he  still  holds). 
Weill  declines  to  com- 
ment, but  Pliuneri  says 
that  he  was  dismissed 
because  he  was  gener- 
ally uncooperative  in 
dealing  with  fellow  Smith  Barney  ex- 
ecutives. "I  was  so  intent  on  getting 
the  job  done  that  I  eUminated  the  input 
of  other  people,"  he  says,  sounding  more 
wistful  than  penitent.  "If  I'd  done  better 
at  nurturing  relationships,  who  knows 
how  it  would  have  turned  out?" 

After  two  months  in  career  limbo, 
Plumeri  was  put  in  charge  of  pfs.  As  a 
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one:  Joe  Plumeri,  who  in  1990  succeeded 
Simmons  as  retail  bi'okerage  chief.  Even 
so,  Plumeri  fought  constantly  with  the 
white-shoe  investment  bankers  and 
AmEx  smoothies  who  now  controlled 
Shearson.  "The  clash  in  styles  was  sui'- 
real,"  says  one  senior  AmEx  executive. 
"Joe  did  a  lot  of  yelling  and  shouting,  a 
lot  of  chest  beating." 

Plumeri's  ordeal  ended  happily  in  1993 
when  Weill  bought  Shearson  back  from 
American  Express  and  merged  it  into 
S.'tiith  Barney.  The  day  befoi-e  the  trans- 
>  'ion  was  announced,  WeUl  summoned 
■-,  'neri  to  his  Manhattan  apaitment  and 
offt  r!  him  the  presidency  of  Smith  Bai- 
ney.  "  ri  iat  was  the  most  satisfying  mo- 
ment of  my  life,"  recalls  Plumeri.  "I 
cried — as  usual — and  I  remember  that 


TRUE  BELIEVER 


Says  Mosquera,  whose  pfs  income 
has  risen  from  $4,424  in  1992  to 
$252,261  in  1997:  "Mr.  Plumeri  put 
us  into  the  21st  century" 

multilevel  mai'keting  organization,  PFS  is 
closer  in  spirit  and  in  structure  to 
Aniway  than  Allstate.  Salaries  are  rare 
at  PFS.  Even  full-time  agents  work 
strictly  on  commission  and  must  cover 
their  own  expenses.  Under  PFS's  com- 
mission system,  agents  are  rewar'ded 
for  building  their  own  "hier-ar-chies"  by 
recruiting  new  r*eps  to  the  force. 

In  fact,  top-level  pfs  agents  no  longer 
need  to  do  much  selling  because  they 


get  a  piece  of  the  v(n- 
mission  on  every  s  c 
made  by  their  reci'us 
as  well  as  their  - 
criiits'  recruits  and.  c 
on  and  so  on  in  a  tlu  *- 
reticaUy  Limitless,  pyl- 
midal  progression,  k 
few  hierarchies  ha|e 
grown  to  gargantufi 
proportions.  Rom,: 
Barnes,  a  formji 
school  teacher 
was  PFS's  top-earnil 
agent  in  1997,  at  $|: 
nrillion,  lives  in  Termessee  and  bestiiiif 
a  hier-ar-chy  of  15,680  reps  that  sti'et( 
es  from  Massachussetts  to  Hawa. 
Meanwhile,  at  the  bottom  of  the  i\v  .■ 
mid,  reps  come  and  go  so  fast  thai  /. 
lanta  may  never  even  know  th* 
names.  "This  is  a  business  you  cat 
manage,"  says  John  Addison,  a  16-yti- 
PFS  veter-an  who  moved  up  to  pr-esidtt, 
under  Plumeri.  "You  gotta  lead  it."  i^jji 

Plumeri  rains  pfs  in  what  might 
called  continuous  campaign  mode, 
gives  10  to  20  speeches  a  week  on 
erage  as  he  travels  the  country  rallyi^ 
PFSers  in  gi'oups  large  and  small. 
PhQadelplria  appearance  last  August 
just  one  stop  in  a  14-city  tour  of  Nor| 
America  that  culminated  just  he((^ 
Cliristmas  in  a  roof-ratthng  perforTnarja 
befor-e  30,000  at  pfs's  annual  convde 
tion  in  St.  Louis.  Plumeri  also  hosts 
own  monthly  TV  talk  show,  which  | 
beamed  fi'om  pfs  headquarters  by  satil 
lite  to  thousands  of  agents  nationwidi/ 
ATOM  BOMB.  As  a  showman-ci| 
Plumeri  is  following  in  the  footsteps! 
pfs  founder  Arthur-  L.  (Art)  Williaj 
Jr,  a  self-described  "country  boy"  frJ 
Geor-gia  who  began  selling  life  insif 
ance  part-time  while  wor-king  as  a  hi| 
school  math  teacher  and  football  coal 
In  1977,  Williams  set  up  his  o{ 
agency,  A.  L.  Williams  Cor-p.,  which 
the  insurance  industry  like  an  atd 
bomb.  By  the  mid-1980s,  A.  L.  Williaj 
had  assembled  a  sales  for-ce  of  190,C 
and  was  writing  new  policies  at  t| 
rate  of  $90  billion  a  year — double 
volume  of  longtime  industry  char^ 
Prudential  Insur-ance. 

How  did  Williams  do  it?  For  a  sta 
he  put  A.  L.  Williams  at  an  enormo  ; 
tactical  advantage  by  only  selling  tei 
insur-ance  in  an  era  of  galloping  discc  i 
tent  with  whole  life,  the  pr-edomin£ 
but  mor-e  costly  type  of  policy.  (Wh( 
life  combines  a  death  benefit  with  as;  i  T[ 
ings  account.)  Second,  Williams  had 
rar-e  talent  for  inspiring  working  ch 
folk  to  feats  of  fanatic  salesmanship.  1 
slogan — "Buy  Terin  and  Invest  the  E 
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"Suddenly,  there  is  a  new  kid  on  the  hlock, 

ready  to  mix  it  up  in  a  very  fast  and  competitive  league. " 
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ference" — became  the  rallying  cry  of  a 
populist  ci-usade  against  the  life-insur- 
ance Establishment.  "When  I  take  my 
last  dad-gum  breath,"  Williams  famous- 
ly declared,  "I  want  to  be  kicking  Pru- 
dential's butt." 

Williams  and  his  legions  replaced  tens 
of  thousands  of  whole-life  policies  with 
term,  thus  depriving  rival  insurers  of 
a  king's  ransom  in  futui-e  premium  pay- 
ments. The  big  life  companies  screamed 
foul,  denigi'ating  Williams'  sales  reps  as 
ill-trained  amateurs  who  used  deceptive 
sales  practices.  Although  many  state 
regulators  investigated 
A.  L.  Williams,  the  com- 
pany escaped  with  only 
minor  reprimands  and 
fines. 

Even  so,  observer.- 
were  stunned  when  Weill 
bought  a  majority  stake 
in  A.  L.  WiUiams  in  1988. 
Why  would  Weill,  a 
much-admired  figure  in 
Corporate  America,  get 
in  bed  with  a  wild  man 
like  Art  Williams?  In 
truth,  Weill  was  enam- 
ored not  of  Williams  but 
of  his  sales  force,  which 
he  saw  as  a  unique 
pipeline  into  Middle 
America.  Weill  gi-adually 
shouldered  Williams  to 
the  sidelines  but  did  not 
gain  full  control  imtO  mifl- 
1990,  when  word  leakei 
that  the  FBI  was  investi 
gating  allegations  that 
Williams  had  sabotaged  a 
gi"oup  of  his  agents  who  had  ili'linl  liis 
wishes  and  gone  into  business  for  them- 
selves. Williams  took  a  leave  of  absence 
from  which  he  never  returned,  even 
though  he  was  not  indicted. 
REANIMATOR.  Weill  dispatched  a  series 
of  executives  from  headquarters  to  inn 
PFS,  but  none  could  match  Williams' 
charisma  quotient.  Agents  deserted  in 
droves.  By  the  time  the  company  finally 
was  stabilized  in  1994,  the  sales  force 
had  shrunk  to  98,000  from  a  peak  of 
190,000  in  1988.  To  reanimate  the  Ustless 
operation,  Weill  tiu-ned  to  Plumeri.  Ex- 
plains Weill:  "I  knew  that  Joe  had  a 
high  energy  level  and  was  an  incredible 
communicatoi-  to  audiences  of  all  sizes." 

Unlike  Williams,  Plumeri  came  to  pfs 
vvi'll  schooled  in  the  fundamentals  of 

'•porate  management.  He  imported 

'  ii'ir  Sheai'son  colleagues  to  fill  a  half- 
doze:,  key  posts  and  drew  heavily  from 
his  WaD  Street  experience  in  imposing  a 
more  demanding  training  regimen  for 
reps  ;;nd  ado])tinj.:  stricter  rules  gov- 


erning sales  practices,  "pfs  now  has  one 
of  the  strongest  compliance  progi'ams 
in  the  industry,"  says  Michael  F.  Al- 
banese,  a  vice-president  of  A.  M.  Best 
Co.,  which  rates  insui-ance  companies. 

Equally  important,  Plumeri  reorga- 
nized PFs's  sales  and  mai'keting  ai'ound  a 
computer-generated  financial  plan  called 
the  Financial  Needs  Analysis,  which 
outhnes  products  that  might  be  right 
for  the  customer.  The  fna  is  nothing 
special;  many  brokers  and  insurers  offer 
something  sirmlai".  But  the  fna  was  crit- 
ical to  Plumeri's  transformation  of  pfs  in 


PFs's  original  showman  famously 
declared:  "When  I  take  my  last 
dad-gum  breath,  I  want  to  be 
kicking  Prudential's  butt" 

two  ways:  It  aided  his  compliance  crack- 
down by  scripting  an  agent's  eai-ly  deal- 
ings with  a  client  while  establishing  a 
conceptual  foundation  for  cross-selling. 
"Mr  Plumeri  put  us  into  the  21st  cen- 
tury," says  David  J.  Mosquera,  a  for- 
mer mechanical  engineer  whose  PFS  in- 
come has  risen  from  $4,424  in  1992,  his 
fii'st  year  as  a  rep,  to  $252,261  in  1997. 

One  thing  PFS  still  doesn't  offer  is 
whole  life.  Unlike  Williams,  Plumeri 
does  not  fi'ame  the  teiTn  vs.  whole-life 
debate  in  terms  of  good  and  evil.  How 
could  he,  when  pfs's  sister  company, 
Tr-avelers  Life  &  Annuity,  is  a  top 
whole-life  vendor?  To  Plumeri,  it's  an 
issue  of  market  segmentation,  not 


morality:  Travelers  sells  to  the  affluen 
pfs  to  the  working  class.  "For  the  a^ 
erage  person,  I  do  think  that  term  is 
better  deal,"  Plumeri  says. 

If  pfs  is  no  longer  quite  the  industr 
pariah  that  it  was  in  WiUiams'  heyday, 
will  continue  to  raise  Establishmer 
hackles  as  long  as  it  keeps  replacin 
whole-life  policies  with  term.  "I'm  wil 
ing  to  concede  that  Plumeri  is  tryin 
to  cui'b  some  of  the  excesses,  but  this  :j 
still  an  organization  that  fives  by  thi 
myth  that  all  permanent  life  policial 
should  be  replaced,"  says  Alan  Pres| 
a  Guardian  Life  Insu 
ance  Co.  agent  and  lonj 
time  PFS  critic.  "In  spiri 
this  is  still  Art  William 
company." 

A  BUSINESS  WEEK  n 

porter  recently  attende 
a  PFS  recruiting  sessio 
in  the  New  York  Cit 
area  that  began  with 
20-minute  video  ( 
Williams  speaking  to  thl 
National  Religious  Broac 
casters  in  1987.  "Thi 
surprises  me,"  Plumei 
says,  "but  I'd  ai-gue  th{ 
can't  be  going  on  at  a  k 
of  offices.  He  founded  th 
company  and  I  give  hii 
every  ounce  of  respe< 
for  it.  But  this  is  a  bus 
ness  lookijig  forwai'd  no\ 
not  a  cult  of  personalit 
living  in  the  past." 

But  if  the  Willian- 
aura  is  fading,  PFS  r( 
mains  a  prisoner  of  th 
pricing  stracture  he  created.  To  general 
sufficient  cash  to  pay  a  half-dozen  leve 
of  commissions  on  a  single  sale,  PES  ma' 
continue  to  deiy  the  odds  by  selling  con 
modity  goods  at  premium  prices.  A 
though  Plumeri's  emphasis  on  financi; 
planning  lays  the  groundwork  for 
much  bigger  company,  it  also  is  educa 
ing  its  customers  to  an  extent  that  ma 
undeiTnine  pfs  in  the  long  mn  for  th 
simple  reason  that  price  tends  to  matt( 
far  more  to  the  well-informed  financi; 
consumer  than  the  ignorant  one. 

But  it  is  Plumeri's  nature  to  accenti 
ate  the  positive.  And  why  not?  He 
back  in  the  good  graces  of  Weill  and 
playing  to  the  biggest  crowds  of  his  c; 
reer  "We  have  an  opportmiity  to  cros: 
sell  as  far  as  the  eye  can  see,"  he  say 
No  one  who  knows  Plumeri  doubts  h 
energy  or  his  drive.  The  question  : 
whether  he  can  continue  to  keep  h 
ego  and  emotions  in  check  now  that  1 
is  what  he's  always  longed  to  be:  a  sta 
By  Anthony  Bianco  in  New  Ym 
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The    First    MPU  +  Logic  +  DRAM    On   A    Single    Piece    Of  Silicon. 


Mitsubishi  Has 
Siiipped  iNore 
Embedileil  DRAM 
Tiian  Aii  Other 
Suppiiers  Combiped. 

Mitsubishi's  HyperDRAM'"  process  technology  and  manufacturing 
capabilities  helped  a  company- NeoMagic  Corporation -to  revolution- 
ize an  industry  by  "mobilizing  multimedia".  And  it  can  do  the  same  for 
you.  We've  shipped  over  seven  million  embedded  DRAM  systems-on- 
a-chip  during  the  past  three  years*  That's  more  than  all  other  suppliers 
combined.  Our  process  technology  is  moving  to  the  0.25pm  level  and 
lower  -  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality  What  else 

would  you  expect  from  a  leader?  •As  of  February  1998 

A  MITSUBISHI  ELECTRIC 

MITSUBISHI  ELECTRONICS  AMERICA,  INC.  MITSUBISHI  ELECTRIC  CORPORATION 
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Technology    Integration    ForEmergIng  Applications 


ENABLED 


"eRAM""  stands  for  "embedded  random 
access,  memory"-  Mitsubishi's  brand  name 
for  Its  silicon  process  technology,  products 
and  s^'stems  expertise  that  integrote  memory 
and  system-level  core  functions  in  the  same 
integrated  circuit  to  enable  unprecedented 
system  performance.  eRAM  encompasses 
Mitsubishi's  proven  ability  to  combine  memory 
-  especially  DRAM  -  microprocessor  and 
other  logic  core  functions  in  a  single  piece  of 
silicon.  And,  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  and 
get  to  market  faster 

NeoMogic  IS  0  frodemort:  of  NeoAlog/c  Coiporclion 
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CHERNOBYL:  IF  YOU 
CAN  MAKE  IT  HERE . . 

It's  the  ultimate  proving  ground  for  ultratough  robots 


II  s  ( ;ai('cl  "iiueleai'  lava."  Fortunately, 
the  hellish  stuff  exists  in  only  one 
place:  Chernobyl.  Aftei'  the  No.  4  nu- 
cleai-  r-eactoi-  lilew  its  top  on  Apr.  26, 
1986,  tons  of  scorching  nuke  fuel  oozed 
from  room  to  room,  consuming  cement, 
melting  steel  pipes,  iuid  contaminating 
eveiything  in  its  path.  With  time,  the 
mess  cooled  and  congealed.  Tu.lay,  a  floor 
of  rock-hard,  radioactive  lava  marks  his- 
toiy's  worst  nuclear  accident. 

In  places,  the  lava  wells  up  eerily 
from  the  floor.  One  such  "stalagmite" 


looks  like  an  elephant's  foot.  Ciuiosity  is 
dangerous,  though.  Every  second  you 
linger,  you're  getting  zapped  by  radia- 
tion. Even  quick  visits  in  protective 
suits  can  mean  soaking  up  30  rads  (a 
unit  of  i-adiation  exposiu'e).  Tliat's  about 
100  times  the  dose  most  people  get  in  a 
year  from  X-ray  exams  and  sunlight. 
But  CheiTiobyl  workers  regularly  bi'ave 
the  danger  to  monitor  conditions  inside. 

Despite  their  daring,  the  workers 
haven't  been  able  to  keep  up  with  the 
deteiioration  of  the  concrete-and-steel 


sarcophagus  that  was  hastily  throw 
over  the  i-eactor  12  years  ago.  It  is  no; 
sinking  into  the  wi-eckage.  The  vault  \ 
cracldng  and  rain  seeps  in,  creating  r' 
dioactive  ponds  that  thi-eaten  the  watd 
table.  And  when  the  wind  picks  ui 
workers  have  to  spray  chemicals  on  tl  * 
debris  inside  to  keep  radioactive  du;' 
from  being  blown  into  the  atmospher;; 
Left  untended,  the  structm-e  could  cci.i 
lapse,  unleashing  another  deadly  c\ovt 
of  I'adiation  over  the  Uki-ainian  countr 
side  some  75  miles  north  of  Kiev.  So  tl 
Group  of  Seven  has  pledged  $758  inillicl 
to  reinforce  the  tomb.  The  job  will  tal< 
years — and  would  surely  claim  man 
lives  if  done  exclusively  by  humans. 
VALIDATION.  Instead  of  sacniicing  moi 
lives,  robots  will  handle  the  repair 
That's  turning  Chernobyl  into  a  testin 
ground  foi'  new  robot  technology,  b( 
cause  the  macliines  able  to  withstand  i 
invidious  radiation  will  be  top  contendej 
foi'  many  futm-e  cleanup  tasks.  Nuclei; 
reactore  built  in  the  '70s  will  begin  read 
ing  the  end  of  their  design  lives  in  tl 

,  2010s  and  wiU  nee 

IN  THE  VAULT  to  be  dismantle 

Maintaining  the   By  2030,  some  4C 


reactor's  steel- 
and-concrete 
sarcophagus  is 
so  costly  that  the 
Group  of  Seven 
is  chipping  in 


plants  will  prob; 
bly  be  decommi 
sioned.  Each  coul 
require  a  sma 
amiy  of  robots  ths 
spends  years  o 
the  task — furthe 
swelling  the  revi^ 
ing  market  fc 
these  steel-collar  workers.  "Everyon 
wants  a  chance  to  validate  their  tecl 
nologies"  at  Chernobyl,  says  Maynar 
A.  HoUiday,  an  investigator  at  the  Enei 
gy  Dept.'s  LawTence  Livermore  Natioi 
al  Laboratoiy  in  Liveirnore,  Calif. 

Ti  potential  demand  adds  more  lu! 
ter  to  these  mechanical  mai-vels,  whic 
have  staged  a  dramatic  turnaround.  I 
the  1980s,  robot  sales  headed  dowi 
ward.  They  bottomed  out  in  1987  £ 
$299  million.  For  the  next  six  yean 
the  market  boiuiced  ai-oiuid  in  the  $40( 
million  range.  Since  1993,  though,  n 
bots  have  been  coming  back.  Last  yea 
shipments  squeaked  past  the  $1  billi 
mark  for  the  first  time  in  the  U.  i 
Much  of  the  market  is  for  factoi-y  n 
bots.  But  it  includes  so-called  field  r( 
bots — such  as  the  one  being  develope 
for  Chernobyl — designed  for  all  sorts  ( 
hazardous  tasks,  such  as  repairing  of 
shore  oil  rigs  and  inspecting  undei 
ground  storage  tanks  (table,  page  170 
There  will  also  be  glamoui-  work  fc 
mobile  robots  in  space,  which  is  "hot 
because  there's  no  atmosphere  to  scree 
radiation  from  the  sun.  An  early  er 
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Science  &  Technology 


PIONEER: 
NUCLEAR 
WARRIOR 


deavor  could  be  constructing  the  inter- 
national space  station,  once  its  materials 
are  launched  late  this  year  and  next. 
And  future  nasa  missions  call  for  robots 
to  explore  other  planets,  mine  aster- 
oids, and  maybe  build  a  moon  base. 

Chernobyl  will  test  the  mettle  of  the 
toughest  machines,  though.  Intense  ra- 
diation is  lethal  for  ordinary  silicon 
chips,  so  the  computer  brains  and  sen- 
sors commonly  found  in  robots  won't 
do.  The  first  company  to  get  a  crack  at 
Chernobyl  will  be  Pittsburgh-based  Red- 
Zone  Robotics  Inc.,  a  spin-off  from 
Carnegie  Mellon  Univer- 
sity. RedZone's  engineers 
are  putting  together  Pio- 
neer, a  $2.7  milUon  robot 
funded  by  nasa  and  the 
Energy  Dept.  that  moves 
on  tank  tracks  and  car- 
ries various  radiation- 
hardened  equipment. 

Pioneer  should  roll  into 
the  Chernobyl  sarcopha- 
gus sometime  this  sum- 
mer to  map  the  lava's  ra- 
dioactivity and  make 
stress  tests  on  the  shel- 
ter. The  information  will 
help  Chernobyl  officials 
plan  the  immense  job 
ahead — first,  shoring  up 
the  vault,  and  eventually 
removing  the  lava. 

If  Pioneer  performs 
well,  it  promises  to  be 
the  basis  for  a  new  gen- 
eration of  muscular  con- 
struction robots  to  be 
manufactured  in  Ukraine. 


snap  pictures  or  measure  the  accumu- 
lating rainwater.  Technician  Sergei 
Koshelov  ventures  in  several  times  a 
month.  "The  main  thing  is,  you  have  to 
get  out  fast,"  he  says.  Deputy  manager 
Artur  Komeev,  who  decorates  his  of- 
fice with  photos  he  took  in  the  reactor's 
poisonous  central  hall,  doubts  Pioneer 
can  improve  upon  the  work  already 
done  by  humans. 

Chernobyl's  caretakers  also  worry 
about  costs.  Maintaining  the  tomb  for 
Reactor  No.  4  is  taxing  Ukraine's  mea- 
ger cash  resources.  The  Ukrainians 


WHERE  HUMANS  FEAR  TO  TREAD 

State-of-the-art  mobile  robots  could  help  clean  up 
Chernobyl,  and  there  are  many  other  potential  applications 
for  these  rugged  machines: 


rushing  about  with  a  camera,  the  1,0(- 
pound  robot,  designed  to  vdthstanda 
staggering  1  million  rads,  can  explore  1 
2,500  square  meters  of  Chernobyl.  Dk- 
ging  a  100-meter  power  and  remol- 
control  line,  it  wall  push  its  way  throui 
the  rubble  behind  a  small  bulldozr 
blade,  clearing  paths  that  wA\  also  ho 
people  dash  in  and  out  faster. 

The  robot  wdll  send  back  streams  f 
information,  including  visual  images.  T( 
Livermore  team  that  devised  the  \dsi 
system  for  the  Pathfinder  robot,  whii 
gave  humans  new  visions  of  Mars,  ? 

creating  a  "rad-har'' 
version  for  Pioneer.  A.! 
researchers  at  the  Ui- 
versity  of  Iowa's  Ams 
Research  Center  aj 
preparing  a  "smart"  c(- 
ing  arm  that  will  extrfLt 
samples  of  the  concrei 
structure.  As  this  tct 
bores  into  a  surface,  S 
measures  the  force  m 
quired  and  analyzes  t  ! 
material's  chemical  coiJ 
position.  Later,  NA;i 
may  use  the  coring  ar) 
to  drill  into  a  comet. 

The  Chernobyl  daj 
will  be  compiled  in  a  3-1 
map.  With  mouse  cliclj 
engineers  will  be  atj 
to  read  chemical  compj 
sition,  temperature,  r| 
diation  levels,  and  stnj 
tural  strength  at  almcl 
any  particular  spot — ;| 
invaluable  aid  for  plaj 
ning  the  massive  shelt| 


„,     ,   ,     ,         .,,  ,       ^  Inspection  and  repair  of  nuclear  power  stations  ,    ,  , 

1  he  technology  will  be    repair  work  ahead. 


given  to  a  Ukrainian 
startup  that  can  engage 


►  Maintaining  nuclear  reactors  in  naval  ships  and  submarines 

►  Checking  underground  storage  tanks  and  pipelines  for  leaks 


For  RedZone,  t| 
project  is  a  long-delayl 


local  nuclear  weapons  sci-       homecoming  of  sorll 


entists.  Tliey  will  create 
newer  and  better  ma- 


►  Site  surveys  and  cleanups  of  hazardous-waste  dumps 


The  company  was  ere; 
ed  following  the  19: 


■  ■  J    4.  ■   u     J     ►  Detecting  and  disposing  of  bombs  and  other  terrorist  weapons  ^,      .  ,       .  . 

chines — and,  it  is  hoped,   -  "  °  "   Chernobyl  disaster,  wh 


resist  the  temptation  to 
sell  theh'  sei-vices  to  as- 


►  Deep-sea  research  and  maintenance  of  offshore  oil  rigs 


a  group  of  Soviets  fit 
to  Pittsburgh  and  ask 


piling  nuclear  powers.        ►  M^/'"!  ^^^^^^^^^^  °LPj_3"e^A^"d  niining  minem  ^^.^  L.  "Red"  Wh 


TOY  STORY.  Still,  many 
Ukrainian  officials  are 
cool  to  the  U.  S.  robotics  push.  In  the 
drab  brick  buildings  around  the  en- 
tombed reactor,  Chernobyl's  managers 
complain  that  Americans,  I  heir  eyes  on 
missions  to  distant  planets,  a'e  foisting 
unnecessarily  complex  technology  on 
Ukraine.  "For  me,  the  robot  is  just  an 
expensive  toy,"  gioimbles  deputy  dii  ec- 
tor  Valentin  Kupny.  "I  don't  need  it. 

While  anxious  to  protect  their  chil- 
dren from  radioactivity,  the  Ukrainians 
have  special  respect  for  the  workers 
who  regularly  dart  into  the  wreckage  to 


►  Constructing  the  space  station  and  a  base  on  the  moon 


were  dismayed  late  last  year  when  they 
learned  that  the  cost  of  Pioneer  was  to 
come  out  of  Washington's  $78  million 
contribution  to  the  G-7's  l  ehabilitation 
plan.  The  Ukrainians  wantt  d  to  cancel 
the  robot  and  restore  the  $2.7  million. 
"It  was  almost  a  showstopper,"  admits 
Timothy  Denmeade,  RedZone's  business 
development  manager.  Washington 
agreed  to  fund  the  robot  sepai-ately. 

RedZone's  engineers  hope  the  Ukrai- 
nians will  learn  to  love  Pioneer  once 
they  see  it  in  action.  Unlike  a  human 


taker  for  robots  like  tl 
ones  that  Carnegie  Mi 
Ion  built  for  the  Three  Mile  Islai 
cleanup.  Whittaker  founded  RedZone 
provide  the  technology — but  ran  afo 
of  U.  S.  government  controls  on  hig 
tech  exports  to  the  Soviet  Union. 

So  RedZone  turned  to  building  robe 
for  the  nuclear  industry.  It  has  been 
small  but  steady  business.  But  on 
RedZone's  technology  braves  the  kill 
rads  of  Chernobyl,  it  could  be  in  h 
demand  for  hazardous  chores 

By  Stephen  Baker  in  Pittsburgh  ai 
Carol  Matlack  in  Chernobyl 
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evelopments  to  Watch 


ED  BY  CATHERINE  ARNST 


KE,  SHAKE, 
KEYOUR 
IT  TREE 


HE  JERRY  LEE  LEWIS  OF 

pickers.  An  engineer 
tiie  Agriculture  Dept., 
•tnership  with  a  compa- 
at  makes  berry-picking 
ment,  has  developed  a 
ine  that  shakes  the 
s  of  citrus  trees 
the  fruit  falls  off — 
ig  harvesting  costs 
'o-thirds. 

st  citrus  fruit  is 
picked  by  hand,  a 
ss  that  can  cost 

for  each  90-pound 
if  fruit.  Mechanical 

shakers  have  been 
oped,  but  a  chemi- 
•uit  loosener  must 
rayed  on  the  trees 

and  no  chemical 
approved  for  this  use. 
Agricultural  Research 
ce  engineer  Donald  L. 
son,  working  with  Blue- 
'  Equipment  Inc.  of 
1  Haven,  Mich.,  has  de- 
ed a  leaf  shaker.  The 
ine  looks  something  like 


a  giant  hairbnash  with  nylon 
bristles  12  feet  long.  The 
bristles  reach  into  a  tree's 
canopy  and  gently  rotate  and 
shake  until  the  fruit  falls. 

Peterson  tested  the  ma- 
chine in  Florida  citms  groves 
over  the  past  two  seasons  and 
says  it  harvested  seven  to 
nine  trees  per  minute,  up  to 
15  times  fastei-  than  hand  la- 
bor. And  the  cost  was  only 
.50c  per  90-pound  box.  Tin-ner 


WINDFALL:  The  shaker  harvested 
15  times  faster  than  hand  labor 


has 


Foods  Corp.,  a  subsidiaiy  of 
Florida  Power  &  Light  Group 
that  grows  18,000  acres  of  or- 
anges, is  now  working  with 
Blueberry  Equipment  to  de- 
velop a  commercial  machine 
for  next  season.  Could  be  the 
stall  of  a  whole  lotta  shakin' 
goin'  on.  □ 


NOT  BE  ALARMED-UNNEGESSARILY 


PHE  WAKE  OF  THE  1996 
uJet  crash,  in  which 
■gen  generators 
ched  off  a  fatal  Are,  the 
leral  Aviation  Adminis- 
:ion  required  that  all 
;raft  have  fire  detec- 
1  and  suppression  sys- 
is  in  their  cargo  holds. 
;  many  current  systems 
d  off  far  too  many  false 
fms.  One  recent  study 
wed  that  562  of  the  572 
rms  that  went  off  on 
;raft  over  the  past  12 
,rs  were  false, 
tlicrosafe  Flight  Safety 
;tems  in  Bellingham, 
sh.,  may  have  a  solu- 
1 — a  highly  accurate 
tem  for  spotting  and 


dousing  fires  that  was  fu*st 
developed  in  1994  for  bus- 
es. "Then  came  ValuJet, 
and  we  saw  an  immediate 
market  in  aviation,"  says 
Chief  Executive  Patrick 
Golden.  His  system  links 
10  sensors  for  smoke,  tem- 
perature changes,  and 
flame  to  a  powerful  micro- 
processor. If  one  sensor 
spots  something  amiss, 
the  processor  analyzes  sig- 
nals from  all  the  others  to 
see  if  the  fii-e  is  real,  cut- 
ting the  false  alairn  rate 
almost  totally.  Microsafe 
says  the  system  has  been 
ordered  for  a  turboprop 
airplane  that's  still  in 
development.   John  Carey 


PUniNG  BRAINS  IN  PLANE  WINGS 

PLASTICS  REINFORCED  WITH  CARBON  FIBERS  ARE  LIGHT 

and  durable — very  desirable  if  you  are  building  an  air- 
craft wing  or  fuselage.  But  the  virtues  of  these  com- 
posites go  beyond  weight  and  strength,  says  Deborah 
Chung,  professor  of  mechanical  and  aerospace  engi- 
neering at  the  State  University  of  New  York  at  Buffa- 
lo. The  composites  could  also  someday  be  fabricated 
into  giant  arrays  of  solar  cells,  temperature  sensors, 
and  other  semiconductor  devices. 

First,  Chung  says,  the  carbon  fibers  must  be  "doped" 
vdth  chemicals  that  boost  electrical  conductivity.  Then, 
by  alternating  layers  of  carbon  fibers  with  layei's  of  in- 
sulating material,  engineers  could  create  airplane  wings 
or  automobile  body  panels  that  would  function  as  solar 
aiTays,  converting  sunlight  to  electricity  and  storing  it. 

Chung's  concept,  presented  at  the  International  Sym- 
posium on  Smart  Stnactures  and  Materials  in  San  Diego 
earlier  this  month,  is  a  radical  departui'e  from  conven- 
tional approaches,  which  embed  tiny  electronic  or  optical 
devices  in  the  "smart"  material.  Here,  says  Chung,  "we 
can  use  the  structural  materials  themselves  as  the  elec- 
tronics." This  approach  would  preserve  the  integiity  of 
the  materials  and  eliminate  the  need  for  expensive  em- 
bedded chips.  Neil  Gross 


IN  SURGERY, 
ALiniEDABlL 
GLUE  YA  

EVEN  THE  MOST  SKILLED  OF 

surgeons  dread  the  leaks 
that  can  develop  around  inci- 
sions after  patients  have 
been  stitched  up  with  su- 
tures or  surgical  staples. 
Focal  Inc.  in  Lexington, 
Mass.,  is  proposing  to  close 
them  up  with  a  dab  of  glue. 
Focal's  synthetic  surgical 
sealant  expands  and  con- 
tracts with  the  tissue  it 
adheres  to  and  takes  about  a 
year  for  the  body  to  absorb. 
The  sealant,  based  on  patent- 
ed chemistry  from  the 
University  of  Texas  at 
Austin,  is  a  clear  gel 
with  the  consistency  of 
syrup.  After  putting  in 
staples  or  sutures,  sur- 
geons drip  the  sealant 
along  the  incision,  then 
harden  it  with  a  blast  of 
special-wavelength  light. 

"If  we  can  seal  air 
leaks,  the  potential  for  in- 


fection goes  way  down,  and 
patients  won't  have  to  stay  in 
the  hospital  as  long,"  says  Dr. 
Larry  R.  Kaiser,  a  professor 
of  surgeiy  at  the  University 
of  Pennsylvania,  where  clinical 
trials  ai'e  being  conducted.  Fo- 
cal's product  has  been  ap- 
proved for  use  in  lung  sur- 
geries in  Europe,  and  Johnson 
&  Johnson  has  agi'eed  to  pay 
Focal  $18  million  for  mar- 
keting rights  to  the  sealant 
outside  the  U.  S.  The  glue 
"will  be  expensive,"  says  Da- 
vid M.  Clapper,  Focal's  presi- 
dent and  chief  executive.  "But 
most  people  spend  .$1,000  and 
up  each  day  they  ai'e  in  the 
hos])ital."        Paul  C.  Judge 


CLEAN  SEAL:  The  surgical  glue 
may  cut  potential  for  infections 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwmar@businessweek.com 
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Finance 


MARKETS 


THE  CITY  OF 


It  has  reclaimed  its  status  as  a  global  financial  mecca 


A year  ago,  Timothy  Grell  was 
working  in  Memll  Lynch  &  Co.'s 
Wall  Street  offices,  dreaming  up 
creative  financing  packages.  Now 
his  lanky  frame  can  be  found  on  the 
fixed-income  trading  floor  of  Merrill's 
sprawling  European  headquaitei-s  in  the 
City  of  London.  Leading  a  19-member 
team,  he's  preaching  the  viitues  of  junk 
debt  to  a  receptive  audience  of  Euro- 
pean companies  and  fund  managers. 
Since  April,  1997,  when  Merrill  intro- 
duced the  lirst  Eiu'opean  cuirency  junk 
bond  for  Geberit  Group,  a  Swiss  maker 
of  plumbing  supplies,  "the  market  has 
really  taken  off,"  says  Grell. 

Grell  is  one  of  thousands  of  financial 
professionals  from  the  U.  S.,  Asia,  and 
Europe  who  are  flocking  to  the  City, 
the  financial  district  in  the  ancient  heart 
of  London.  Like  the  Barings,  who  came 
to  Britain  in  the  18th  century  fi-om  Bre- 
men, and  Nathan  Mayer  Rothschild,  the 
Frankfurter  who  called  the  tune  in  the 
City  in  the  early  19th  century,  these 
new  financiers  bring  much-needed  ideas. 
This  time,  the  charge  is  being  led  by 
U.  S.  banks  and  investment  houses, 
which  are  using  their  record  profits  on 
Wall  Street  to  pave  the  way  for  ag- 
gi'essive  expansion  abroad.  Followed 
closely  by  European  institutions  that 
see  their  future  in  investment  banking, 
these  financial  giants  are  bringing  a 
massive  infusion  of  capital  and  technol- 
ogy to  a  City  that  until  the  late  1980s 
was  becoming  dangerously  parochial. 

The  City's  reawakening  is  part  of  a 
seismic  shift  in  European  economic,  so- 
cial, and  political  attitudes.  A  new  equi- 
ty culture  is  developing  across  Eastern 
and  Western  Europe  as  citizens  realize 


that  their  cash-strapped  governments 
will  no  longer  be  able  to  provide  for 
their  retirements.  That  change  will 
mean  a  surge  in  demand  for  mutual 
funds  and  other  investments  for  City 
fiiTns  to  create  and  manage.  A  new  gen- 
eration of  profit-driven  managers  and 
activist  shareholders,  meanwhile,  is  de- 
manding that  Eui'opean  coiporations  im- 
prove their  peifoiTnances.  To  do  so,  cor- 
porations ai'e  seai'ching  for  cheaper  and 
more  creative  sources  of  financing.  That 
means  huge  new  quantities  of  equity 
and  debt  for  City  fii-ms  to  undei-write. 

Not  even  Britain's  decision  to  stay 
out  of  the  European  Monetary  Union 
for  the  next  few  years  seems  likely  to 
hurt  the  City's  prospects  of  becoming 
Europe's  preeminent  financial  center. 
For  now,  bankers  aren't  worried  about 
Britain's  reluctance  to  join  emu.  Maybe 
that  view  wall  change  if,  10  or  20  years 
fi-om  now,  Britain  were  still  out  and  iso- 
lation made  doing  business  in  Europe 
difficult.  But  most  bankers  assume 
Britain  will  join  emu  long  before  then. 
GREAT  EXPECTATIONS.  In  the  meantime, 
City  bankers  are  iubbing  their  hands 
over  the  pi'ospect  that  Em-opean  finan- 
cial services  may  turn  in  hotter  gi'owth 
than  those  in  the  U.  S.  over  the  next 
two  decades.  Sallie  L.  Ki'awcheck,  an 
analyst  at  New  York's  Sanford  C.  Bern- 
stein &  Co.,  estimates  that  with  pri- 
vate pensions  and  mutual  fimds  gi'owing 
at  a  30%  annual  clip  in  some  Em-opean 
countries,  the  overall  equities  and  in- 
vestment banking  business  will  grow 
15%  annually  for  the  next  five  years. 
That's  twice  the  rate  of  gi'owth  expect- 
ed in  the  U.  S.  The  financial-sei-vices  in- 
dustry accounts  for  25%  of  Britain's 


HUSTLE  AND  BUSTLE 

After  a  long  decline,  London  now 
dominates  trading  in  currencies 
and  international  equities 
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gross  domestic  product  and  employs 
milhon  people. 

Banks  are  drawTi  to  the  City's  fortu 
itous  time  zone,  supportive  regulatior  tt 
and  a  deeply  ingi  ained  risk-taking  cul 
ture.  In  the  msh  to  remake  the  City  b 
serve  a  new  Europe,  most  of  the  Iocs  in. 
merchant  banks  that  once  dominatepof 
corporate  finance  in  London  have  bee: 
taken  over  by  foreign  fu-ms.  The  surg  !R( 
of  international  investment  has  inftin 
proved  the  City's  game.  Indeed,  it  is  " 
gi-eat  soui'ce  of  strength,"  says  Bank  c  k ; 
England  Governor  Eddie  George,  notin,  la] 
that  the  recent  arrivals  "bring  ne^  'mi: 
ideas  and  innovations,"  as  well  as  "ir  i 
temational  connections."  To  be  sui'e,  th  st 
majority  of  City  workers  remain  Lor  i 
doners,  who  took  home  a  hefty  shar  We 
of  the  $1.6  bilhon  in  bonuses  paid  ouiiens 
last  year.  But  proud  names  such  a  »t  c 
Warburg  and  Morgan  Grenfell  are  i  Kn; 


The  charge  is  being  led  by  American  firms  that  are  uj 
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hands.  Dozens  of  smaller  fii'ms 
A^allowed  up  by  bigger  fish  after 
B6  event  known  as  Big  Bang. 

by  then-Prime  Minister  Mar- 
liatcher,  Big  Bang  abolished  min- 
ommissions  and  opened  up  mem- 
)  in  the  clubby  London  Stock 
ige. 

invasion  of  foreign  banks — 565 
h  now  have  offices  in  London — is 
ison  a  third  of  the  cramped  City 
;en  rebuilt  in  the  past  two 
!.  Eager  for  more  space,  bankers 
zing  into  Canary  Whaif,  the  mas- 
al  estate  project  on  the  Thames, 
eichmann's  glass  complex,  which 
nto  receivership  in  1992,  now 
ke  a  roaring  success.  A  record  1 
square  feet  of  office  space  was 
out  there  in  the  last  year,  and 
k  is  putting  up  a  new  building, 
isn't  the  fii'st  time  the  City  has 
orth  on  the  global  stage.  In  the 
ntury,  London  was  the  midisput- 
:er  of  the  commercial  world.  Its 
IS  made  and  lost  fortunes  flnanc- 
only  trade  but  a  global  surge  in 
y,  including  America's  new  rail- 


I'oads  and  southern  Africa's  gold  mines. 

The  City's  statui'e  declined  this  cen- 
tuiy  as  Britain  lost  its  empire  and  fell 
into  an  introspective  fimk.  But  the  cre- 
ation of  the  Eurobond  market  in  the 
late  1960s,  as  banks  flocked  to  London 
to  circumvent  LI.  S.  capital  restrictions, 
stalled  reviving  the  City's  fortimes.  The 
prospect  of  a  single  European  cm-rency 
and  the  current  bull  market  in  stocks, 
mergers,  and  acquisitions  have  helped 
the  City  regain  its  former  clout. 

Now,  London  dominates  trading  in 
international  equities  and  does  about 
$460  billion  in  foreign-exchange  trans- 
actions every  day.  City  bankers  lead 
the  world  in  cross-border  loans,  with 
some  $1.5  triUion  outstanding.  The  City 
is  also  a  poweifiil  force  in  the  fast-gi"ow- 
ing  derivatives  industiy.  And  many  fi- 
nancial institutions  have  made  London 
their  command  post  for  the  big  invest- 
ments they  plan  for  such  emerging 
markets  as  Russia,  Poland,  Tiu'key,  and 
South  Africa. 

Still,  when  financiers  size  up  the  Con- 
tinent, they  see  even  greater  financial 
opportunity.  Em'ope  has  a  larger  econo- 
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FINANCIAL  FUTURES  &  OPTIONS  EXCHANGE 

my  than  the  U.  S.,  with  a  (;dp  of  nearly 
$9  trillion,  vs.  $7.6  trillion  for  America. 
Yet  outside  of  Britain,  Europe's  capital 
mai'kets  remain  largely  undeveloped.  In 
contrast  to  the  U.  S.,  where  corporate 
bonds  and  equities  drive  most  company 
financing,  Europeans  are  still  largely 
restricted  to  boirowing  from  banks.  In 
addition,  most  European  investors  are 
skeptical  of  stocks,  let  alone  high-yield 
debt.  The  combined  value  of  Europe's 
stock  markets  is  equivalent  to  only  75% 
of  its  ODP,  vs.  154%  in  the  U.  S. 
CONTINENTAL  SHIFT.  The  potential  rev- 
enues and  fees  to  be  gained  by  opening 
up  Em'opean  mai'kets  are  enoiTnous.  In- 
stitutional investments  in  Britain,  Ger- 
many, Erance,  Italy,  and  Spain  total  $5.2 
trillion  now.  That's  equivalent  to  77%- 
of  their  GDP,  says  Bernstein's  Kraw- 
check.  America's  $13.6  trillion  in  insti- 
tutional investments,  by  contrast,  are 
equal  to  189%  of  its  gdp.  If  Eiu-opean 
assets  under  management  approached 
anything  near  a  similar  proportion  of 
the  economy's  size,  an  additional  $10 
billion  in  money-management  fees  could 
roll  into  the  City's  banks.  Europe's  in- 


[  profits  on  Wall  Street  to  pay  for  expansion  abroad 
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creasingly  important  corporate  debt 
market  could  pi-oduce  as  much  as  $700 
billion  in  new  paper  per  year  within 
five  years,  says  Bill  Winters,  head  of 
European  fixed  income  at  J.  P.  Morgan 
&  Co.  in  London. 

But  even  as  they  ponder  these  enor- 
mous sums,  bankers  ah'eady  are  making 
big  money  helping  European  companies 
merge.  With  more  and  more  businesses 
disposing  of  undeipeifonning  assets  and 
buying  other  companies  to  position 
themselves  for  emu,  the  value  of  Eui'o- 
pean  mergers  increased  20%  last  yeai"  to 
$326  billion,  says  Securities  Data  Co. 
That's  one  reason  the  City's  1997  bonus- 
es jumped  an  estimated  20%  to  25%, 
say  human  resources  experts. 

The  prospect  of  further  rich  pickings 
is  why  Goldman,  Sachs  &  Co.  put  up  a 
gleaming  tower  on  Fleet  Street,  where 
newspaper  reporters  used  to  roam,  and 
why  Merrill  is  building  an  office  block 
for"  5,500  workers  by  2001.  These  and 
other  major  institutions  also  have  big  of- 
fices in  Frankfuit,  Paris,  and  elsewhere 
on  the  Continent.  But  key  executives 
sit  in  London.  Says  one  investment 
banker:  "When  we  need  fii-epower,  we 
put  people  on  a  plane  from  London." 

Even  the  new  European  Central 
Bank's  Frankfurt  base  is  unlikely  to  di- 
minish London's  importance.  Just  as  in 
the  U.  S.,  where  monetary  policy  is  set 
by  the  Federal  Resei^ve  Board  in  Wash- 
ington and  traded  upon  by  banks  in 
New  Yoi'k,  the  Eui'opean  money  mai'ket 
may  wind  up  spht.  "London  will  be  the 
largest  center  for  eiu'o  ti'atling  in  foreign 
exchange,  swaps,  and  government 
bonds,"  pi'edicts  J.  P.  Morgan's  Winters. 

Frankfurt  isn't  conceding 
defeat.  Its  electronic  futures 
mai'ket  now  domijiates  trading 
of  the  German  long  bond  con- 
tract— a  position  once  held  by 
the  London  International  Fi- 


MOVING  IN 

Many  players 
are  expatriates 
like  Merrill's 
Naomi  Molson, 
an  M&Awhiz 
from  Canada 


For  years,  they  were  able  to 
show  minuscule  retiu'ns  in  in- 
vestment banking  without 
drawing  shareholder  ire. 

After  the  Americans 
stormed  the  City  in  the  early 
'90s,  Barclays  Bank,  Deutsche 
Bank,  and  National  Westmin- 
ster Bank  tried  to  catch  up 
to  them.  So  fai;  though,  it  has 
been  no  contest.  The  only  Europeans 
to  make  a  splash  have  been  SBC  War- 
burg Dillon  Read  Inc.,  an  amalgam  of 
several  institutions  in  Britain,  Switzer- 
land, and  the  U.  S.,  and  the  Lazard 
houses.  Lazard  ranked  second,  between 
Morgan  Stanley,  Dean  Witter,  Discover 
&  Co.  and  Goldman  Sachs,  in  Eui'opean 
mergei-s  last  yeai'.  "My  fiiends  thought  I 
made  a  mistake,"  says  a  Briton  who 
joined  Goldman  Sachs  in  the  1980s. 
"Now  they  all  wish  they  were  here." 

Despite  the  competition,  Memll  saw 
enough  potential  in  Europe  to  pay  $5.3 


Why  London  Is  Where  It's  At 

EXPERIENCE  Its  place  at  the  center  of  the  Eurobond  and 
equity  markets  has  given  it  long  experience  with  interna- 


billion,  or  a  stunning  25  tim< 
earnings,  for  London's  Mercui 
Asset  Management  Group  : 
1997.  Merrill  wants  to  uj 
Mercury  as  a  platfoiTn  to  pr 
vide  mutual  funds  and  otht 
services  to  Europeans,  as  wt 
as  new  international  produc 
to  Americans.  "The  price  w 
paid  was  a  full  one,"  sa^ 
Michael  J.  P.  Marks,  Merril* 
executive  chairman  for  E 
rope.  "But  we  didn't  think 
could  build  a  business  fai 
enough  to  take  advantage 
EMU  and  the  changes  in  E 
ropean  pensions." 

Now,  Merrill  is  expandir 
in  investment  banking  and  co 
porate  finance.  That's  putting 
lot  of  weight  on  the  shoulde 
of  Naomi  E.  Molson,  a  form< 
Goldman  Sachs  banker  \vl 
joined  Menill  in  1995.  An  0 
ford-educated  Canadian,  Mc 
son  co-heads  an  m&a  grou 
Molson  scored  a  coup  recent 
when  British  mail-order  giant  Gener 
Univei-sal  Stores  (Gus)  hired  Merrill 
moimt  a  $2.6  billion  hostile  bid  for  cat 
log  retailer  Ai'gos  PLC 

There  are  some  clouds  on  the  Citj 
horizon.  Monetai^  union  will  create 
disiTiption.  The  chaos  expected  from  tl 
switch  fi'om  individual  cuiTency-denor 
inated  bonds  to  em'o  instruments  cou 
sharply  decrease  new  issues.  Anoth 
banking  mainstay,  foreign-exchange  traft 
ing,  is  likely  to  ciTimble — although  Lo 
don,  which  dominates  Eui"opean  doll 
and  yen  trading,  won't  suffer  as  much 
"""  "  Frankfurt  and  Paris,  whi( 
rely  heavily  on  European  cu 
rency  trading.  More  wonison 
is  that  so  many  City-bas( 
banks  have  similar  strategic 
for  Eiu-ope.  "If  you  add  up  tl 


nancial  Futiu-es  &  Options  Ex-    mai-ket  shai-e  everybody  tliia 


change.  But  if  the  euro  rs 
overregulated,  the  Continental 
trader's'  gains  will  shrink,  and 
London  will  get  more  business. 
PLAYING  CATCH-UP.  Although 


LOCATION  It  offers  easy  access  to  the  U.S.,  Europe,  and 
key  emerging  markets.  Its  time  zone  between  North  Ameri- 
ca and  Asia  allows  traders  and  bankers  to  call  anywhere 
from  Singapore  to  San  Francisco  during  a  single  workday — 
an  important  plus  as  global  mvestmg  surges 


they  have  to  gain,  it  probab 
comes  up  to  200%  of  the  like 
business,"  says  a  skeptic 
banker'. 

All  this  means  mor'e  comp 


Eur'opean  institutions  have  the    tition  and  pr'icing  pressur 


advantages  of  long-standing 
client  r'oster's  and  str'ong  bal- 
ance sheets,  that  may  not  be 
enough.  The  Americans  boast 
wide  access  to  U.  S.  investor's, 
something  no  Eiu'opeans  have 


LOW  TAXES  British  taxes  are  lower  than  on  the  Continent 
and  favor  expatriates,  making  it  easy  for  investment  banks  to 
set  up  and  attract  staff. 

OPEN  REGULATION  Its  regulation  is  flexible,  transpar- 
ent, and  tolerant  of  innovation.  The  legal  system  is  more 


Price-cutting  has  made  Eiu' 
pean  privatizations  much  le 
attr'active  to  bankers.  And 
bear'  mar'ket  could  dr-y  up  tl 
deals  overnight  and  trigg 
layoffs.  But  no  one's  thinkir 


And  unlike  their'  U.  S.  competi-     P[°i^5!'y^°ll^^!!^.°J.^!Ll^_'l^_"_^_^"^L^^^■^^J/_^^^^^    bear  market  now  As  Euro] 


tors,  most  Eur'opean  banks  are 
serious  players  only  in  their' 
home  mar'kets.  To  compete  in 
the  new  global  economy,  they'll 
need  to  make  up  for'  lost  time. 


LIQUIDITY  With  so  many  banks,  fund  managers,  and  cor- 
porate headquarters,  London  is  the  world's  most  liquid 
capital  market  outside  of  New  York.  That  makes  it  an  easy 
place  to  raise  and  invest  money. 


gets  r-eady  for  the  eui'o,  Lo 
don's  dealmakers  are  still  r'( 
ishing  their'  new  golden  age 
By  Stanley  Rei 
in  Londi 
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McKINSEY: 
^'Only 
senior 
managers 
have 
the  power 
to  make 
change 
happen.' 

McKinsey's  Website,  February  20,  1998 


DELOITTE 
CONSULTING: 

Only  employees 

have  the  power 

to  make  change 

endure. 


It's  true  that  change  often  starts  at  the  top. 
But  for  change  to  really  take  hold,  and  be  sustainable  long  term, 
you  need  buy-in  from  your  boardroom  all  the  way  to  your  backroom. 

At  Deloitte  Consulting  we  have  a  respectful,  flexible  working  style 
that  encourages  collaboration  and  trust  between  our  consultants 
and  your  people,  throughout  all  levels  of  your  organization. 

Delivering  an  unprecedented  degree  of  buy-in. 

Which  gives  us  an  unsurpassed  ability  to  transfer 
the  additional  knowledge  and  skills  your  people  will  need 
to  help  you  get  the  full  returns  promised  by  yoin^ 
new  strategies  and  technok)<.^ies. 

For  results  you  can  count  on  today. 

And  build  on  tomorrow. 


A  very  different  approach.  For  very  different  results. 
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INSURANCE 


AETNA'S 

BRAVE  OLD  WORLD 

Burned  by  managed  care,  it  refocuses  on  insurance 

Two  years  ago,  Aetna  Inc.  seemed 
to  be  on  the  verge  of  transfomiing 
the  health-cai"e  landscape.  It  bought 
U.  S.  Healthcare  Inc.  for  an  eyepopping 
$8.2  billion.  Executives  talked  of  creat- 
ing the  first  national,  fully  integi-ated 
managed-health-care  insurer.  With  the 
industry  rapidly  consolidating,  Aetna 
would  be  among  the  handful  of  behe- 
moths able  to  dictate  terms  to  cus- 
tomers and  health-care  providers  alike. 

The  rhetoric  was  quite  different  on 
Mar.  15,  when  Aetna  agreed  to  buy 
New  York  Life  Insurance  Co.'s  health- 
insurance  busi- 

ness   for   $1.05    "A  PAINFUL  WAY  TO 

billion  "We've  LEARN": //?(6er  sa//s 
redefined  what  ^^'^  Healthcare 
we  are  "  says  ^nerger  was  messy 
Chairman  Rich- 
ard L.  Huber,  an  international  banker 
who  joined  Aetna  in  1995.  While  Aetna 
is  still  acquiring,  the  insurer  has  aban- 
doned ambitious  plans  to  expand  ag- 
gi'essively  into  managed  care.  "We're 
an  insurance  company,"  he  says. 
NYLCare,  which  will  add  only  2.5  mil- 
lion members  to  Aetna's  13.7  milhon, 
lost  $30  million  last  year  on  $3.2  billion 
in  revenues.  Last  year,  Aetna  netted 
$901  million  in  revenues  of  $18.5  billion. 
"A  CRAPSHOOT."  Wliy  the  strategy  sliift? 
Melding  U.  S.  Healthcare,  a  brash 
health-maintenance-organization  opera- 
tor, proved  far  more  difficult  and  costly 
than  anyone  thought,  and  the  process 
is  not  finished  yet.  Computer  system 
snafus,  exacerbated  by  overzealous 
staffing  cuts,  have  alienated  customers 
and  fouled  up  pricing  strategies.  Origi- 
nally, Aetna  promised  the  merger  would 
cut  $;300  million  fi-om  costs  by  the  end  of 
1997,  but  less  than  half  that  has  been  re- 
alized. Says  J.  Randall  MacDonald,  senior 
vice-president  for  human  resources  at 
(;te  Corp.,  an  Aetna  customer:  "One 
plus  one  doesn't  equal  three,  and  I'm 
not  even  sure  it  equals  two." 

Meanwhile,  the  managed-care  merg- 
er wave  Aetna  hoped  to  lead  hasn't  hap- 
pened: The  balance  of  power  is  shifting 
away  fi-om  insui'ers  toward  employers, 
doctor's,  and  hospitals.  Indeed,  while  Aet- 
na has  been  stmggling  to  rationalize  two 


BACK  TO  BASICS 

NOVEMBER,  1995  Having  gotten 
out  of  the  reinsurance  and  annuity 
businesses,  Aetna  sells  its  under- 
performing  property-casualty  divi- 
sion. Chairman  Ronald  E.  Compton 
says  the  company  will  focus  on 
managed  health  care. 

APRIL,  1996  Aetna  agrees  to  buy 
U.S.  Healthcare  for  $8.2  billion. 

JULY,  1997  Doctors  complain 
about  claims  payment  backlogs. 
Big  employers  chafe  at  tough, 
U.S.  Healthcare-style  sales  tactics. 

DECEMBER,  1997  Richard  L. 
Huber  is  named  CEO  of  Aetna.  He 
concedes  consolidation  snafus. 

MARCH,  1998  Huber  is  named 
chairman.  Aetna  agrees  to  buy 
NYLCare  for  $1.05  billion.  Deal  is 
far  more  conservative  than  U.S. 
Healthcare,  and  so  is  the  consoli- 
dation timetable.  Huber  talks 
about  Aetna  reverting  to  being  an 
insurer,  rather  than  a  managed- 
care  company. 

DATA:  BUSINESS  WEEK 


strikingly  disparate  organizations,  do( 
toi"s  and  employers  have  rebelled  agains 
its  attempts  to  apply  U.  S.  Healthcare 
aggi-essive  pricing  and  controls  to  Ael 
na's  sclerotic  existing  business. 

Back  in  1996,  the  U.S.  Healthcari 
deal  looked  like  a  winner.  But  it  soo 
became  appai-ent  that  Aetna  had  bough 
at  the  height  of  a  market  that  quickl 
plummeted.  Consolidation  of  claims-prc 
cessing  centers  and  4,950  layoffs  helped 
reduce  Aetna's  overhead  expenses  tl 
19.2%  of  revenues  last  yeai 
from.  22.3%  in  1996.  Bu 
cuts  were  too  deep  and  to 
fast,  as  Huber  now  cor 
cedes.  Corporate  customs 
complained  about  proble 
matching  employee  fil 
with  data.  Doctors  and  ho 
pitals  got  testy  about  pa 
ment  delays.  Even  now,  gei 
ting  paid  properly  is 
crapshoot,"  says  the  offic 
manager  for  one  Connect 
cut  doctor. 

HIRING  AGAIN.  With  a  hug 
lag  in  claims  processing,  ej 
ecutives  didn't  realize  unt 
the  third  quarter  that  mec 
ical  costs  were  mnning  s 
much  as  2%  higher  tha 
forecast.  By  then,  Aetna  was  negotiatin 
with  40%-  of  its  1998  coi-porate  contract 
Many  of  the  resulting  premiums  wer 
based  on  outdated  cost  infonnation, 
Aetna  stands  to  see  little  profit  on  a  bi 
chunk  of  its  business  this  year. 

To  repair  the  damage,  Aetna  ha 
hired  550  new  full-  and  part-time  opei 
ations  employees  and  has  slowed  th 
closing  of  service  centers.  While  it  hi 
put  the  vast  majority  of  its  hmo  men 
hers  on  one  computer  system,  Aetn 
still  plans  to  merge  the  traditional  ii 
surance  operations  into  the  system 
well,  a  feat  that  has  yet  to  be  pei 
formed  anywhere  in  the  industry. 

In  dealing  with  NYLCare,  Huber 
taking  a  tight,  cost-effective  approac 
to  the  deal  and  promising  much  le 
than  Aetna  did  with  U.  S.  Healthcar 
That  seems  appropriate.  The  onl 
NYLCai'e  plans  that  make  money  are  tl 
biggest  ones — in  Dallas,  Houston,  an 
the  Washington  (D.  C.)  area.  And  thos 
won't  be  integi'ated  with  Aetna's  con 
puter  systems  for  more  than  two  year 
Huber  admits  that  Aetna's  mannag 
to  U.  S.  Healthcare  has  been  messy.  " 
was  a  painful  way  to  leara,"  he  admit 
but  says  he'll  apply  the  lessons  in  tl 
NYLCai'e  merger — even  if  he  has  to  sa^ 
lifice  the  grand  vision  that  inspired  Ae 
na's  original  expansion  binge. 

By  Susan  Jackson  in  Hartfcrr 


180  BUSINESS  WEEK  /  MARCH  30,  1998 


Vharton 


Think  your  corporate 
strategy  is  ironclad? 


Think  again.  The  skills  and  knowledge  that  made  you  success- 
ful in  an  age  ot  chivalry  may  only  slow  you  down  in  the  age  of 
hypercompetition.  The  armor  that  was  an  advantage  is  now  a 
burden.  In  this  dynamic  time,  true  security  comes  from  learning 
and  flexibility. 

Wharton  Executive  Education  will  suit  you  up  to  win.  Each  year, 
more  than  9,000  executives  come  to  Wharton  to  discover  sharp 
new  tools  to  aid  their  companies  and  their  careers.  While  we  can't 
take  you  to  the  Grail,  we  can  lead  you  to  some  of  the  latest  wisdom 
about  leadership,  management,  marketing  and  finance  so  you  can 
break  out  of  your  old  mindset.  With  a  mbc  of  more  than  200  pro- 
grams, we'll  help  you  hone  your  skills  for  the  competitive  contests 
that  lie  ahead. 

Come  to  Wharton.  Chivalry  may  be  dead,  but  you  don't  have 
to  be. 

•  The  Essentials  of  Management 

May  10-15,  1998  and  June  7-12,  1998 

November  29-December  4,  1998  and  January  10-15,  1999 

•  Prospering  in  a  Newly  Deregulated  Environment 

May  3-8,  1998  •  December  6-11,  1998 

•  Pension  Funds  and  Money  Management 

June  21-26,  1998  •  December  6-11,  1998 

•  Competitive  Marketing  Strategy 

June  14-19,  1998  •  December  6-11,  1998 

•  Integrating  Finance  and  Marketing:  A  Strategic  Framework 

July  26-31,  1998 


Executive  Education 


Secure  your  future. 


Aresty  Institute  of 
Executive  Education 

The  Wharton  School 
University  of  Pennsylvania 


For  our  complete  catalog  of  executive  programs,  please  contact  Wharton  at 
1.800.255.EXEC  ext.  2153  (in  the  U.S.  &  Canada),  1.215.898.1776  ext  2153  (world- 
wide), 1.215.386.4304  dept.  2153  (fax),  or  execed@wharton.upenn.edu  (e-mail). 
Or  visit  our  web  site  at:  http://www.wharton.upenn.edu/execed. 
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A  TORNADO 

OF  A  TURNAROUND 

Slimmer  and  tougher,  Allstate  roars  back  from  disaster 

For  Allstate  Cliief  Executive  Jeny  D. 
Choate,  1994  was  a  yeai'  he  would 
rather  forget.  While  Seai-s,  Roebuck 
&  Co.  was  planning  to  spin  off  the  prop- 
erty/casualty insui'ei;  Allstate  was  i-eeUng 
from  the  effects  of  the  Noitluidge  earth- 
quake and  Hunicane  Andrew,  causing 
$4.4  billion  in  losses.  That  forced  Choate, 
who  has  just  been  promoted  to  ceo,  to 
rein  in  his  sales  agents  shai-ply.  Wliile 
the  Northbrook-based  insurer 
backpedaled,  lower-cost  competitors  like 
GEico  Corp.  were  gaining  share  in  All- 
state's  core  auto  insui'ance  market.  "We 
lost  $2.5  billion  oveiTiight,"  says  Choate, 
with  a  note  of  disbelief  still  in  his  voice. 

Tbday  thing's  coulcb't  be  more  different. 
Choate  and  Cliief  Operating  Officer  Ed- 
ward M.  Liddy  have  engineered  one  of 
the  more  di-amatic  corporate 
turnarounds  of  the  '90s  by  re- 
making the  comjKuiy.  They  have 
sold  off  commercial  insui'ance 
and  reinsurance  businesses  and 

NEWMAEKET 
Inner  city  neighborhoods 
such  as  this  one  are 
a  $25  billion  opportunity 


focused  on  auto  and  home  lines.  They 
have  battled  with  state  regulators  to  re- 
duce risk  in  theu'  homeowners  portfolio. 
And  they've  shaiply  cut  costs  in  claims- 
processing.  "They've  done  a  superb  job," 
says  Hany  D.  Cohen,  portfolio  manager 
of  the  Smith  Barney  Appreciation  Fund. 
Allstate,  one  of  the  bw  so,  has  been  Co- 
hen's largest  holding  for  the  last  yeai'. 

It  has  also  been  one  of  liis  most  prof- 
itable. In  the  past  thi'ee  yeai's,  the  stock 
has  more  than  tripled,  to  a  recent  high  of 
96,  outperfbiTning  both  the  s&p  500  and 
the  s&p  property  and  casualty  insurance 
index  by  wide  mai'gins.  Allstate 's  profits 
have  soai-ed  by  an  average  of  76%  in  the 
same  period.  Last  year,  the  company 
earned  a  record  $;i}.l  billion,  on  revenues 
of  $25  billion. 


AFTER  THE  SPIN-OFF: 
SO  FAR,  SO  GOOD 


AGGOMPUSHMENTS 


•  Reduced  exposure  to  catastrophic 

losses 


Increased  capital  from  $6.5  billion  to 
$13  billion 


•  Entered  new  markets 
"  Return  on  equity  twice  industry  average 


aintaining  price  competitiveness 


Expanding  life-insurance  division 


Satisfying  shareholders  and  policy- 
holders both 


For  Choate,  a  36-year  Allstate  vetert 
who  sold  insurance  out  of  a  Sears  sto* 
in  Denver,  Colo.,  success  is  a  long  tin! 
coming.  His  first  priority  on  taking  offis 
was  damage  control  in  the  homeownr 
business.  While  making  up  less  than  20* 
of  Allstate's  total  written  premiurr^ 
homeowner  policies  were  generatiijf 
enormous  losses  from  catastrophes  t 
Florida  and  California. 
CUTHNG  RISK.  Solution?  Get  out  of  tlS 
business.  Allstate  stopped  renewing  the- 
sands  of  policies  in  1993,  and  eventual!, 
paid  an  undisclosed  amount  to  Clai-e4 
don  National  Insui'ance  Co.  to  take  ov; 
thousands  more.  By  laying  off  extra  rie 
to  reinsiu'ei-s,  Choate  now  says  AUstata 
maximimi  expected  loss  in  Florida  is  les 
than  $1  billion. 

He  applied  the  same  strategy  in  Caf. 
fomia,  where  Allstate  took  losses  of  $]i 
billion  from  the  1994  Nortluidge  eailil 
cjuake.  The  state  government  has  takl 
over  most  of  the  undei-wiiting  of  eai-tj* 
quake  insui'ance  tlu'ough  the  CalifoiTf 
Earthquake  Authority,  a  quasi-pubg 
agency  to  wliich  Allstate  has  contributf 
$150  million  so  fai'. 

Now  Choate  is  concentrating  on  auj 
insui'ance,  wliich  accoimts  for  75%  of  i^* 
state's  $18.8  billion  in  property  and  cas^ 
alty  premiums.  In  an  increj* 
ingly  price-driven  markt^ 
Allstate  and  other  ager* 
based  auto  insurers,  such  % 
State  Farm  and  Farmejj 
Group  Inc.,  have  a  seriof 
handicap  against  dii'ect  m?§ 
keters  such  as  GEico.  AUstel 
spends  about  23?  of  evef 
dollar  of  premiums  on  aget 
commissions  and  administi- 
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Good. 


The  S&PiQQ.lNDEX 


1  Year 


3  Years        5  Years 


33J"   31.0"  20.2 

,'1iY'r,!xr  Aiiiniiil  Rfhiivf  A>  01  D,\ ember  M  1997 


,0/ 
I  /o 


Better. 


Average  Aniiml  Total  Returm 
As  Of  December  31,1997 

1  Year 

3  Years 

5  Years 

Life  of  Fund 

Income  & 
Growth  Fund 

34.5" 

31.7" 

20.4" 

21.1" 

Equtty 

Growth  Fund 

36.f 

32.6" 

21.0" 

19.0" 

Monnugstar  RiUiiigi  As  Ofjaiiuani  31,  199S.  Fiiiiik  Ruled  For  The  Overall  Period  Among  2.364  Domeitie  Stock  Fiiink. 

Better  Yet. 

Put  These  American  Century  5-St\r  Funds  In 
Your  Roth  IRA,  Toially  Tax-Free.' 

How  could  you  possibly  improve  on  5-Star  funds  that  have  beaten  the  S&P 
so  consistently?  Put  them  in  a  Roth  IRA,  where  you'll  pay  no  taxes  on  the 
gains.  Ever.  To  find  out  more,  call  American  Century  at  1-800-345-2021.  After 
all,  5-Star  performance  feels  even  better  when  you  can  keep  every  penny  of  it. 

Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you 
invest.  NiitiirnHy,  past  performance  can't  guarantee  future  results.  These  figures  are  for  investor  class  sliarcs  and  assume  all  dividends 
were  reinvested.  Please  consult  a  prospectus  for  information  about  oilier  share  classes.  Investment  return  and  the  value  of  your  pruicipal 
will  fluctuate,  and  the  final  value  ofi/our  investment  may  be  more  or  less  than  what  you  started  ivith.  Tlie  S&P  500  is  an  index  created 
by  Standards  &  Poor's  Corporation  that  is  considered  to  represent  the  performance  of  the  stock  market  generally.  It  is  not  an  investment 
product  available  for  purchase.  'Must  hold  Roth  IRA  for  5  years  for  earnings  to  be  tax-free.  Roth  IRAs  are  not  available  for  the  1997 
tax  year  Please  consult  your  tax  advisor  for  details  regarding  the  Roth  IRA  and  recent  tax  legislation. 

Morniiigstar  proprietan/  ratings  reflect  risk-adjusted  peifonnance  as  of  1/31/98.  These  ratings  may  change  monthly,  and  are  calailated  from 
tliefuiuis'  three-  and  five-i/car  average  annual  total  returns  in  excess  of  90-day  Treasun/  bill  returns,  until  the  ap7f.iropmte  fee  adjustinents  and 
a  risk  factor  that  reflects  fiiiui  peiformntKe  below  90-day  Treasim/  bill  returns.  Income  &  Growth  and  Equity  Groii'tli  liave  five  stars  for  three- 
and  five-years  and  overall  out  of 2,364;  1,315  ami  2,364  domestic  stock  fluids.  Tlie  top  10"'.,  of  the  funds  in  a  cbss  received  five  stars:  tlie  next 
22.5°7„  received  four  stars.  ©1998  American  Cenhiiy  Services  Corfvration,  Fwiils  Distnhiitoi:  Inc.  bsv; 


American 
Century 


www.americancentury.com 


1-800-345-2021 
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tive  expenses.  That  compai'es  with  14(2  at 
cEico,  which  sells  insurance  over  the 
telephone. 

Choate,  however-,  maintains  that  most 
Americans  will  continue  to  buy  insur- 
ance through  agents.  So  instead  of  de- 
veloping lower-cost  distribution  channels, 
which  would  have  his  agents  up  in  arms, 
Choate  has  concentrated  on  cutting  the 
cost  of  claims:  "Seventy-five  percent  of 
the  money  flows  through  the  claims  side 
of  the  business,"  he  says.  "That's  where 
the  leverage  is." 

PLAYING  TOUGH.  Choate  is  also  in  a  war 
with  trial  lawyers  to  cut  litigation  ex- 
penses. The  company  now  routinely 
sends  letters  to  third  parties  injured  in 
accidents  with  Allstate  customers  to  try 
to  j3ei-suade  them  not  to  liii'e  a  lawyer.  In 
several  states,  lawyers  have  filed  suit 
against  the  company  for  "misleading"  ac- 
cident victims  about  their  rights. 

Choate  makes  no  apologies  for  playing 
tough.  "We  want  to  pay  what  we're  liable 
for,  no  more,  no  less,"  he  says.  Wall 
Street  loves  that  attitude,  but  some  con- 
sumer advocates  don't.  "They've  always 
played  hai'dball  on  claims,"  says  Robert 
Hunter,  du-ector  of  the  Consumer  Fed- 
eration of  America.  Still,  the  company 
continues  to  retain  moi'e  than  90%  of  its 
customers  and  has  kept  its  mai'ket  shai"e 
of  about  12%. 

Allstate  is  increasing  its  share  of  the 
lucrative  "nonstandaixl"  auto  market:  peo- 
ple who  have  poor  driving  records  or 
own  exotic,  expensive-to-repair  cars. 
They  incm-  higher  losses  and  pay  liigher 
premiums  than  standai'd  customers.  The 
$18  billion  market  has  been  the  No.  1 
soui'ce  of  gi'owth  for  Allstate  in  the  last 
five  years.  With  a  17%-  market  share, 
Allstate  has  smpassed  Pi'ogi'essive  Coip. 
as  the  segment's  lai'gest  player. 

Choate  is  also  targeting  inner  cities 
for  home  and  auto  insm-ance,  a  $25  bUlion 
market.  For  years,  housing  advocates 
such  as  Shanna  Smith  with  National  Fair 
Housing  Alliance  have  accused  Allstate 
and  other  major  insurers  of  redlining 
neighborhoods.  Now  Smith  is  tentatively 
pi'aising  Allstate. 

Many  insurers  don't  want  the  hassle  of 
tiying  to  figiu'e  out  how  to  price  poli- 
cies for  difficult  risks.  But  Rhonda 
Woodard,  vice-president  of  undei-wiiting 
at  Allstate,  says  there  ai'e  good  opportu- 
nities for  companies  "that  have  figured 
out  there's  more  to  the  cities  than  what 
appears  on  the  six  o'clock  news." 

In  an  industry  growing  at  8%-,  All.state 
needs  all  the  ojiportunities  it  can  get. 
But  given  the  way  it  has  taken  to  flying 
solo,  the  revitalized  insurer  has  a  vei-y 
good  shot  at  maintaining  the  momentum. 
By  Andrew  Osteiiand  bi  Chicago 
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BIGFOOT 
HEADS  SOUTH 

Washington  Mutual  goes  after 
Wells  Fargo  and  BofA 

Back  home  in  the  Seattle  subui'b  of 
Bellevue,  Keny  K.  Killinger  takes 
gi'eat  pride  in  how  fast  he  can  mow 
his  5,000-squai'e-foot  backyard.  His  best 
time,  says  his  wife  Debbie,  is  seven  min- 
utes. It's  little  wonder  then  that  the  48- 
year-old  chairman  and  <  'K(  )  of  Wa-sliington 
Mutual  Inc.,  which  tow- 
el's over  its  thiift  rivals, 
has  taken  such  appai- 
ent  glee  in  cutting  a 
swath  through  West 
Coast  banking.  His  lat 
est  move,  the  $9.9  bil- 
lion acquisition  of  H.  !• . 
Ahmanson  and  its  giam 
Home  Saving's  of  Amer 
ica,  should  put  Califdi 
nia  behemoths  Bank  ol 
America  and  Wells 
Fargo  on  alert  for 
Killinger's  combine. 

Over  the  past  seven 
yeai-s,  using  Wasliington 
Mutual's  rocketing 
stock,  Killinger  has 
transfoiTned  an  obscm-e 
$8  bOlion-in-assets  thi-ift. 
into  the  fii'st  institution 
with  the  breadth  to 
challenge  BofA  and 
Wells  Fargo  in  Califor- 
nia's fi'agmented  retail 
banking  industiy.  Since 
19%,  Washington  Mutu- 
al vriU  have  paid  $20  bil- 
lion in  stock  for  such 
major  California  sav- 
ings-and-loan  players  as 
American  Savings  Bank, 
Great  Western  Financial,  and  now,  Home 
Savings.  That  has  given  it  $150  billion 
in  assets,  vs.  Wells  Fargo's  $100  bilhon 
and  BofA's  $260  billion.  "Before,  you  had 
two  seven-foot,  two-inch  giants  and  a 
bunch  of  junior  high  school  kids  on  the 
court,"  says  Lehman  Brothers  Inc.'s 
Philip  R.  Erlanger,  Washington  Mutual's 
lead  investment  banker.  "Now,  you  have 
another  power  foi-ward  in  the  game." 

The  thiift's  main  game  is  mortgage 
lending.  With  Home  Savings,  it  will  be 
the  West  Coast's  biggest,  with  almost 
twice  as  many  loans  as  No.  2  BofA.  Mort- 


gage banking  has  been  a  notoriously 
rewai'ding  business.  But  no  one  has  dor 
a  better  job  of  using  technology  to  low< 
the  cost  of  loan  origination  and  entiq 
customers  to  try  other  sei-vices,  such 
checking  accounts  and  home  equity  loa 
says  Salomon  Smith  Barney  analy| 
Thomas  O'Dormell. 

Washington  Mutual  doesn't  compe 
in  many  commercial  ai'enas,  such  as  mi 
size  coiporate  loans,  but  it  has  been  mo 
ing  in  on  many  consumer  businesses 
such  commercial  banks  as  Wells  ar| 
BofA.  Washington  Mutual  is  bringing 
23,000  new  households  each  month,  lui'f 
by  the  thrift's  promise  of  totally  fr( 
checking — sometliing  commercial  ban] 
lai-gely  resist.  And  those  free  account 
which  lower  funding  costs,  have  given 
a  heady  source  of  fi 
income.  The  thri 
charges  a  steep 
penalty  for  bounc( 
checks,  helping  it 
earn  an  average 
$200  in  fees  annual 

KILLINGER:  The  plm 

includes  better 
service  and  a  focus 
on  consumer  banki 
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from    each  accoui 
"We're  now  every  \ 
as  strong  as  Bank 
America  and  Wells 
says  KilHnger. 

His  southern  mar 
comes  at  a  bad  tir 
for  Wells,  which  h 
had  trouble  consolid; 
ing  its  1996  purcha 
of  Fu-st  Interstate, 
has  lost  more  ci 
tomers  than  it  inte 
ed  to  during  its  c 
back  of  branches.  A] 
while  BofA  may  h: 
gained  overall,  it 
lost  its  No.  1  positij 
in  mortgage  lending] 
Killinger's  move 
not  without  challenges.  His  commerci 
bank  livals  enjoy  big  advantages,  inch 
ing  a  more  robust  automatic-telh  • 
machine  network,  an  extensive  bi'an 
network  in  supermarkets,  and  a  gi'eat 
breadth  of  consumer  products.  Killing 
claims  liis  network  of  some  700  branci 
in  California  will  compensate  with  betl 
sei-vice,  competitive  prices,  and  a  str 
focus  on  consumer  banking.  It's  not 
novel  approach,  but  it's  one  that 
sei-ved  the  lawn  man  fi'om  the  noith 
so  far.  jj 
By  Kathleen  Morris  in.  Los  Angei 


FEB. '98 


184  BUSINESS  WEEK  /  MARCH  30,  1998 


Before  you  dive 
digital  copiers, 
re-introduce  the  art 


headfirst  into 
uj  e'd  I  i  l<e  to 
of  thinking  ahead^ 


T 

When  investing  in  a  digital  copier/printer,  a  little 
forethought  can  go  a  long  way.  Before  taking  the  plunge 
consider  this:  many  digital  copiers  are  painfully  slow,  non- 
networkable  and  require  an  advanced  degree  to  operate. 

Now  consider  the  Oce  3165  digital  copier/printer. 
It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 
with  any  PC  on  virtually  any  network,  maximizing 
your  productivity  by  letting  you  print,  copy,  and  collate 
right  from  your  desk.  And  with  Oce  Image  Logic, 
high-quality  images,  graphs  and  text  are  achieved 
without  endless  adjustments. 

Invest  in  the  smarter,  faster,  more 
productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering 
"In  hindsight  we  should  have  gone  with  Oce." 


The  Oce  3165  digital  copier/printer  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


Sharpen  your  digital  (^c^^^/^KKKKj^i'ee  Digital 
Copier  Rinei's  Guide  Call  Ws^W^^72,  ext.  143. 
For  general  copier  enlightenment,  visit  www.oceusa.co 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

iCAHN  MAY  HELP 
SEAGULL  FLY 

One  victim  of  sliding  oil  prices  is 
Seagull  Energy  (soo),  an  indepen- 
dent international  oil-and-gas  explorer 
and  producer.  Its  stock,  up  as  high  as 
27  in  October,  is  down  to  16.  But  that's 
just  dandy  for  financier  Carl  Icahn, 
who  is  rumored  to  be  methodically 
snapping  up  shares:  Whispers  are  he 
has  accumulated  some  1  million. 

Icahn's  interest  in  Seagull  had  been 
talked  about  even  before  he  made 
knowTi  his  intention  in  early  March  to 
rescue  Pan  Am  from  bankruptcy.  He 
has  since  abandoned  that  plan.  But  not 
his  appetite  for  Seagull,  according  to  an 
Icahn  associate.  Icahn  has  filed  with 
the  government  his  intention  to  ac- 
quire at  least  a  15%  stake  in  Seagull. 

That  prompted 
the  company  to 
revise  its  poison 
pill  to  enable 
Seagull  share- 
holders to  buy 
shares  at  half  the 
})rice  of  the  stock 
once  any  investor 
acquires  a  10% 
stake. 

But  Icahn  is 
not  daunted  by 
any  poison  pill, 
says  the  associ- 
ate. "Seagull  needs  to  be  acquired  by 
another  group  and  then  restructured 
to  enhance  shareholder  value,"  he 
says.  He  notes  that  management  owns 
only  a  negligible  number  of  shares. 
"There  are  many  ways  to  skin  a  poi- 
son pill,  and  Carl  is  an  expert  at 
them,"  he  adds. 

This  pro  believes  that  Seagull  has 
been  approached  by  another  group  for 
a  friendly  deal,  but  he  says  that  man- 
agement turned  it  down.  At  its  cur- 
rent price,  "there's  no  risk  involved"  in 
buying  in,  he  says,  with  the  stock  trad- 
ing at  just  four  times  its  cash  flow  and 
selling  for  just  half  the  value  of  its  to- 
tal assets.  He  thinks  that  Seagull  is 
worth  23  at  cuirent  oil  prices.  But  if 
prices  rebound,  it's  worth  80,  he  adds. 
Seagull  explores  for  and  produces  oil 
and  gas  mainly  in  the  U.  S.,  Egypt,  In- 
donesia, and  Tatarstan,  a  member  of 
the  Russian  federation.  Revenues  were 
$549  milli(jn  in  1997.  Seagull  is  expect- 


CARL  ICAHN: 

ExploriiKj  th,e  oil 
business  again? 


ed  to  earn  500  a  share  this  year  and 
59(2  in  1999,  down  from  1997's  77(Z. 

Seagull  Chairman  and  Chief  Execu- 
tive Ban-y  J.  Gait  says  that  Icahn  has 
not  communicated  with  the  company. 
He  declined  comment  on  whether 
Seagull  has  been  approached  by  an- 
other group.  Icahn  didn't  return  calls. 

BOUYGUES  COULD 
BE  A  GUSHER 

Ever  heard  of  Bouygues  Offshore 
(bwg)?  Not  only  is  it  a  French  com- 
pany little-known  in  the  U.  S.,  it's  also 
in   the  current- 
ly out-of-favor  oil  BUBBLING 
business.   But  BACKUP? 
Bouygues  (pro- 
nounced  "bweeg"), 
which  trades  on 
the   Big  Board, 
has  attracted 
some  savvy  U.  S.  ' 
market  players — 
even  as  many  big  20 
investors  have 
bailed  out  of  oil-    le  bouygues 
related    stocks.  stockprice 
One     believer:  „ 
money  manager 
David  Marcus  at 
Franklin  Mutual 
Advisers,  which  has  acquired  a  7%- 
stake.  "We're  a  value-driven,  contrarian 
investor  who  looks  for  undervalued 
companies  whose  shares  have  been 
thrashed  by  investors  for  one  reason  or 
another,"  Marcus  says.  Bouygues, 
which  traded  as  high  as  29  a  share  in 
November,  is  can-ently  trading  at  20. 

"Bouygues  is  a  compelling  buy  be- 
cause it's  a  play  on  tomoiTow  in  the  oil 
industry,"  says  Marcus.  He  notes  that 
Bouygues,  an  international  contractor 
that  builds  onshore  as  well  as  floating 
deepwater  oil  platfomis,  has  been  sign- 
ing off  on  many  new  projects. 

Recent  deals  include  a  $69  million 
joint  venture  in  Congo  to  supply  Elf 
Congo  with  two  platforms,  pipelines, 
and  electrical  cables.  It  also  signed 
three  contracts  to  install  pipelines  in 
the  Gulf  of  Mexico.  Bouygues  Chaii*- 
man  Ivan  Replumaz  is  optimistic  that 
contracts  for  a  $^300  million  deal  in  An- 
gola, a  $100  million  pact  with  Exxon  in 
Chad,  and  an  $80  million  project  with 
Mobil  in  Nigeria,  will  be  won  this  year. 

Analyst  Jeffrey  Freedman  of  Pru- 
dential Securities  says  contract  awards 
in  1998  wUl  translate  dii-ectly  into  solid 
earnings  in  1999.  He  expects  Bouygues 
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to  earn  $1.10  a  share  in  1998  and  $1.4] 
in  1999,  vs.  1997's  96(2.  ' 


DOES  RESPONSE 
HAVE  THE  ANSWER? 

Response  USA  (rspn)  would  appear  t 
be  in  a  win-win  situation:  Thi 
provider  of  integrated  electronic  sect, 
rity  for  homes  and  small  businesses  i 
in  an  industry  that's  rapidly  growing- 
and  where  the  big  players  are  rushin 
to  consolidate.  Yet  shai'es  of  Response 
the  18th-largest  in  the  business,  hav 
been  acting  Kke  losers.  They've  slumpe 
to  5";<  on  Mar.  17  from  11  in  mid-Octc 
ber.  What's  weighing  Response  down' 
In  part,  the  stock  is  weak  because  ( 
a  secondary  offering  of  3  milKon  share 
at  &/i  on  Feb.  5,  which  more  than  doi 
bled  the  shai-es  outstanding.  Still,  som 
big  investors  have  bought  stock 
Among  them  are  Mario  GabeUi,  wh 
bought  some  300,000  shares  for  th 
GabeUi  mutual  funds,  and  New  Yor' 
hedge  fund  Gabriel  Capital,  which  a(i 
quired  some  150,000.  ; 

Response  services  some  60,000  res 
dential  and  small-business  subscribe!; 
in  New  York,  Connecticut,  New  Jerse.i 
Pennsylvania,  and  Delaware,  and  is  out 
of  the  few  independents  left  in  thf 
electronic  protec-  ' 
tion  business.  In  WAITING  FOR 
July,  1997,  Tyco  A  BOUNCE 
International  ac- 
quired ADT,  North 
America's  leading 
provider  of  elec- 
tronic security 
services.  And 
Western  Re- 
sources in  No- 
vember bought 
82%  of  Pi-otection 
One,  which  pro- 
vides monitored 
security  services 
in  seven  states. 

Before  the 
stock  offering.  Protection  One's  inves 
ment  banker  had  sent  feelers  to  R' 
sponse  seeking  to  buy  privately  all 
the  3  million  share  offer  at  7  apiec 
President  and  c^EO  Richard  Brook 
who  tiuned  down  the  offer,  says:  "In 
couple  of  yeai-s,  we  will  gi*ow  larg( 
and  command  a  much  higher  price." 

Gnintal  analyst  Mark  Langley  e: 
pects  eamings  before  interest,  taxe 
depreciation,  and  amortization  of  7( 
in  1998  and  92c  in  1999.  He  thinks  tl 
stock  will  hit  9/4  in  a  year. 
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COOL,  CRISP  SHEETS.   SOFT,  FLUFFY  PILLOWS. 
CHOCOLATE   CHIP  COOKIES. 

Now  if  only  Mom  could  wake  you  in  the  morning. 


Imagine  a  weekend  away.  Free  to  roann.  Play.  Or  just  relax. 
Oh,  and  by  the  way,  those  chocolate  chip  cookies?  They  await  you 
at  over  160  locations.  Call  your  travel  agent  or  8  00- 2  2  2 -T  R  E  E  . 

Doubletree  hotels      I   I    Guest  Suites  &  Resorts 

FOR       THE       WEEKEND  800-222-TREE 

S wee  t  Dre a nij 


We're  known  more  for  bcins  in  the  niee,  quiet,  tidy  atniospher 


back  office,  rather  than  the  front  lines  of  your  manufncturinj^  process. 


Htit  that's  chan^^infi.  iNow  we  prfjvicle  mission-critical  npphcatic^ns 


for  your  entire  enterprise,  including  Supply  Chain  ManagcmentJ 


Funny,  this  doesn't  look 

LIKE  AN  HR  APPLICATION. 


Order  Management,  and  Manufacturing,  And  all  our  applications 


share  the  same  philosophical  approach  that's  at  the  core  of  our 


i  lRand  I  inanciais  software  everything  is  flexible,  comprehensi> 


and  designed  around  your  needs.  Not  ours.  To  find  out  what  we 


can  do  for  you,  call  888-773-8277  or  visit  www, pcoplesoft.com.' 


Wr;  Work  In  Your  Worlf).' 
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Georgia  Isles 
On  My  Mind 

Mi 


■y  wife's  oldest 
fi-iend,  a  Manliattan 
native  and  cos- 
mopolite who  has 
.lived  in  Atlanta 
these  past  dozen  years,  once 
warned  me  about  travels  in 
Georgia.  "Pi'e- 
pare  to  be 
disappointed," 
she  said.  Her 
words  were  on  my  mind  re- 
cently as  we  tiuned  off  Inter- 
state 95  at  Route  17  and 
headed  east  toward  Jekyll 
Island,  a  path  that  leads 
first  past  Ga.  Pig  Bai-- 
becue,  over  Fancy 
Bluff  Creek,  anc 
across  the  Marshes 
of  Glynn,  a  soggy 
tract  that  was  eel 
ebrated  by  the 
19th  century 
poet  Sidney 
Lanier  but 
today  lies  next 
to  smelly  pulp 
mills. 

A  century  ago, 
after  J.  P.  Morgan  \ 
and  a  few  dozen 
other  tycoons 
bought  Jekyll 
and  began 
wintering 
together 
there,  no 
one  ar- 
rived this 
way.  Morgan 


island  travel 

GOLDEN  ISLES 


came  by  Corsair,  his  yacht, 
and  othei's  by  feiTy  after  tak- 
ing a  train  to  nearby 
Br-unswick.  They  fomied  the 
Jekyll  Island  Club,  a  Gilded 
Era  version  of  the  Sim  Valley 
(Idaho)  retreats  financier 
Herbert  Allen 
now  puts  on 
each  summer 
for  Bill  Gates, 
Michael  Eisner,  and  other 
corporate  leaders  of  today's 
Digital  Era.  One  winter, 
Jekyll  club  members  sat 
ai'oimd  and  ch-ew  up  plans  for 
what  became  the  Federal 
Reserve.  A  few  years 
later,  at&t  President 
Theodore  Vail  placed 
the  first  transconti- 
nental call  from  the 
island. 

Abandoned  dur- 
ing World  War  II 
by  its  wealthy  pa- 
trons, Jekyll  since 
1947     has"  been 
owned  by  the  state 
of  Georgia.  Now,  if 
you   persist  along 
Route  17  to  its  in- 
tersection with 
Route    520,  take 
that  to  the  toll 
bootli,  and  pay  $2, 
you  will  find  youi'- 
self    amid  the 
most  cuiious  com- 
bination of  natm-e 
and   society  in 


A  BEACON 
FOR  TOURISTS: 

The  light- 
house at 
St.  Simo7is 
Island 


the  barrier  group 
known  here  as  the 
Golden  Isles.  Despite 
my  friend's  warning, 
I  was  far  from 
disappointed. 

You  may  have  be- 
come aware  of  this 
part  of  the  world  a 
couple  of  years  back 
when  John  F. 
Kennedy  Jr.  manned 
on  nearby  Cumber- 
land Island,  which 
guards  Georgia's 
southernmost  flank 
and  once  was  owned  by  An- 
drew Carnegie.  It's  famously 
remote:  Accessible  only  by 
feny,  it  offers  some  National 
Seashore  campsites  (912  882- 
4335)  or  15  rooms  at  Grey- 
field  Inn  (904  261-6408). 
RITZY  ENCLAVE.  North  of 
Cumberland  lies  Jekyll,  and 
north  of  Jekyll  is  St.  Simons 
Island,  which  is  another  scene 
altogether.  With  busy  bou- 
tiques, dining  districts,  art 
galleries,  and  plentiful  weekly 
rentals,  St.  Simons  is  to  At- 
lanta as  the  Hamptons  ai"e  to 
New  York  City.  Still  fiuther, 
hugging  the  northern  shore 
of  St.  Simons,  are  two  small- 
er islands.  By  car,  you  can 
reach  Sea  Island,  an  enclave 
of  luxuiious  homes  that  lured 
the  likes  of  Coca-Cola's  late 
chief,  Roberto  Goizueta,  and 
which  boasts  an  equally  luxe 
hotel.  The  Cloister  (91*2  638- 
3611).  Another  feny  trip  be- 
yond that  is  Little  St.  Si- 
mons, a  private,  undeveloped 
territory  with  no  cars  and 
just  one  hotel,  the  Lodge  at 
Little  St.  Simons  Island  (888 


733-5774).  It  offers  canoeiiiii 
horseback  riding,  and  outinj 
with  staff  natiu'alists 

Each  of  the  Golden  Isl| 
has  obvious  appeal,  but 
vutue  of  its  histoiy,  Jekyll 
a  place  apart.  Called  Ospo 
the  natives,  the  island 
invaded  by  the  Spanish 
1566.  They  gave  way 
years  later  to  the  Briti 
who  renamed  it  Jekyll  aft 
one  of  Georgia  founder  Jan 
Oglethoi-pe's  British  sponso 
Some  9  miles  long  by 
miles  wide,  it  faces  the 
lantic  with  a  long,  bro 
beach.  It  has  dunes,  gra 
lands,  and  most  striking 
forests  of  pine,  palms, 
dramatic  oaks,  twisted  by 
wind  into  bonsai-like  shap 

This  is  the  landscape  t^ 
Morgan  &  Co.  found  app( 
ing  enough  to  pay  $125,i 
for  in  1886.  Amid  the  Oi 
on  the  leeside,  they  fii'st  b 
a  huge  common  building 
rambling  Victorian.  Today, 
the  Jekyll  Island  Club  H( 
(800  53.5-9547),  it's  the  islai 
main  accommodation. 


several  familiar  chain 
1  jostle  along  the  beach, 
ves  as  a  hub.  Check  out 
3ar's  head,  with  its  pink 
e  jutting  out,  that  peers 
the  dining  room  from 

the  ch-awing-room  man- 
n  spring  and  summer, 
d  rates  for  a  double 
nm  fi-om  $119  to  $259  a 

veral  club  members, 
Is  and  Goodyeai's  among 


them,  went  on  to  build  what 
they  called  "cottages,"  which 
were  in  fact  lavishly  fur- 
nished donnitories  thi-ee  sto- 
ries tall.  Many  have  been 
renovated,  and  walking  toiu's 
are  offered  daily.  My  dream 
house  is  the  coral-colored  Vil- 
la Marianna:  15  rooms,  six 
baths,  plus  a  bell  tower  ter- 
race with  view. 

The  best  way  to  see  the 
island,  more  than  two-thii'ds 


SCENIC  PASS:  Jekylt  Island's 
naks  are  sculpted  by  the  sea 
breezes.  The  island's  north 
e)id.  offers  horseback  riding 

of  which  remains  untouched 
despite  63  holes  of  golf,  is  by 
bike.  Our  15-mile  tour  of 
Jekyll  took  us  along  the  is- 
land's marshy  west  side, 
where  the  trail  takes  wind- 
ing turns  beneath  canopies  of 
moss-draped  oaks,  past  an  old 
plantation  gi-aveyard,  and  by 
loiins  of  "tabby,"  the  indige- 
nous building  material  of 
sand,  lime,  and  oyster  shell. 
Traveling  amid  these  sights, 
and  listening  to  the  bu-ds  and 
the  wind  in  the  grass,  you 
might  think  this  is  pai-atUse — 
imtil  the  northwest  breeze  ai'- 
rives,  caiTying  an  odor  fi"om 
the  pulp  mills  that  only  a 
timber  executive  could  love. 
Seeing  the  marsh,  I  also 
imagined  how  large  the  mos- 
quitoes might  gi'ow  by  sum- 
mer, and  learned  later  that 


sand  gnats,  too,  bedevil  visi- 
tors in  spring  and  fall. 

Pedaling  on,  at  Jekyll's 
north  end  we  headed  toward 
a  fishing  pier  at  Clam  Creek 
Picnic  Area  (which  offers 
horseback  riding)  and  gazed 
across  the  hai'bor's  mouth  to- 
wai'd  St.  Simons  and  its  light- 
house. Rounding  Jekyll  to  its 
east  side,  we  found  the  At- 
lantic, which  had  been  laid 
flat  by  a  stiff  offshore  wind 
and  now  lapped  gently  along 
miles  of  broad,  sandy  beach. 
As  we  headed  south,  the  trail 
edged  further  inland,  skirt- 
ing first  the  beach  hotels  and 
then  a  ridge  of  dunes  where 
shade  was  hard  to  find.  Next 
was  a  boardwalk  named  Glo- 
ry, after  the  Civil  War-era 
movie  filmed  there  a  few 
years  back.  Here,  the  ele- 
ments seem  to  have  beaten 
the  vegetation  down  to  small- 
er varieties — wax  myrtles, 
cypresses,  and  sea  oats — and 
traversing  the  isolated  dunes 
via  the  boai'dwalk  toward  the 
ocean  gi-ew  spooky. 

As  we  swimg  around  the 
island's  nairow  south  end,  the 
bike  trail  ended  at  St.  An- 
drews Picnic  Area,  which 
faces  west  and  looked  like  a 
good  spot  to  catch  the  sunset. 
It  was  just  past  lunchtime, 
though,  so  we  headed  back 
toward  the  island's  marina 
and  a  restaurant  there. 
VICTORIAN  TEA.  Sitting  on  a 
deck  beneath  the  green-and- 
white  awning,  I  looked  out 
and  saw  the  Rhumba,  a 
yacht  from  Wilmington,  Del., 
and  learned  that  some  people 
still  arrive  at  Jekyll  by  boat 
along  the  Intracoastal  Wa- 
terway. Others  fly  in  to  the 
3,700-foot  au'strip,  sometimes 
just  for  lunch  or  the  Victori- 
an tea  sei"ved  daily  at  4  p.m. 
at  the  Jekyll  Island  Club 
Hotel.  Most  people  now 
drive  here,  of  course,  some 
after  flying  by  commuter 
plane  to  Brunswick,  about  20 
minutes  away,  or  by  bigger 
jets  to  Jacksonville,  Fla.,  60 
miles  south  on  1-95.  Few 
people,  I  imagine,  depart 
disappointed.  Robert  Barker 


SONAL  PICK:  Sea  Jay's  Waterfront  Cafe  &  Pub  at  the  Jekyll  Harbor  Marina  offers  a  nice  view  of 
vaterway  and  marshes  beyond,  as  ivell  as  Brunswick  Steii)  a  tasty  dish  of  pork,  beans,  and  com 
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Eagles  Overhead 
Whales  Below 


from  Seattle  to  the  ferry 
dock  in  Anacortes,  a  one-  to 
three-hour  wait  (or  more  in 
the  summer)  to  get  on  the 
boat,  and  then  a  VA  hour  trip 
to  San  Juan  Island's  Friday 
Harbor.  (For  schedules,  call 
206    464-6400    or  visit 


Rarely  can  you  report 
that  the  best  part  of 
your  wonderful, 
three-day  island  get- 


away came  during  the  trip 
home.  But  on  my  ferry  ride 
back  to  the 
mainland 
from  Wash- 
ington's San 
Juan  Islands  in  February,  I 
had  one  of  those  "it  doesn't 
get  better  than  this" 
moments.  Before  me  tow- 
ered the  awesome  snow- 
capped bulk  of  11,000-foot 
Mt.  Baker;  to  the  south  stood 
the  sawtooth  peaks  of  the 


island  travel 

SAN  JUANS 


OUT  THERE:  The  isolatioyi 
keeps  conwmters  at  bay 


Olympic  range. 
And  all  around,  the 
sea  and  sky  were  clear 
and  bright  blue. 

Such  are  the  simple  plea- 
sures of  a  trip  to  the  San 
Juans.  This  gi-oup  of  over  120 
rock-  and  fir-covered  islands 
is  less  than 
100  miles 
northwest  of 
Seattle  as  the 
eagle  flies,  but  it's  far  re- 
moved from  the  city's  vicious 
traffic  jams  and  the  gi-inding 
pace  kept  by  the  region's 
many  softwai'e  programmers. 

How  do  the  San  Juans  re- 
main unspoiled?  It  simply 
takes  too  long  to  get  there 
for  the  isles  to  be  attractive 
to  commuters  or  weekendei"s. 
There's  an  hourlong  car  ride 


traction  is  the  bald  eagle 
About  90  nesting  pairs  havt 
been  counted,  and  I  spotte( 
two  eagles  in  a  single  after 
noon.  Farhad  Jhatan 
proprietor  of  Hanison  Housr 
Suites  in  Friday  Harboii 
says  eagle  sightings  ar,; 
commonplace:  "The  othe 
day,  a  bald  eagle  fle\i 
right  over  my  hea 


www.wsdot.wa.gov/ 
ferries/schedules/cuiTent ). 

Don't  let  the  North- 
west's reputation  for 
ceaseless  rain  scare 
you  off.  The  islands 
sit  in  a  "rain  shad- 
ow" created  by  the 
Olympic  Peninsula, 
so  the  sun  shines  an 
average  of  247  days  a  year. 
No  wonder  this  archipelago 
is  hog  heaven  for  hikers,  bik- 
ers, kayakers,  and  birders. 

Hog  is  an  apt  word  when 
speaking  of  the  San  Juans  be- 
cause of  a  quirky  bit  of  theii* 
history:  the  Pig  War  of  1859. 
Britain  and  the  U.  S.  were 
contesting  ovraership  of  the 
islands  and  almost  came  to 
blows  after  an  Enghshman's 
pig  was  shot  for  rooting  in  a 
Yankee's  potato  patch.  Two 
national  parks  on  San  Juan 
Island,  American  Camp  and 
English  Camp,  are  sites  of 
foiTner  mihtaiy  ganisons  and 
offer  some  gorgeous  strolls. 

You  have  to  look  seaward 
for  the  No.  1  tourist  attrac- 
tion— orcas,  the  black-and- 
white  killer  whales  made  fa- 
mous by  the  Free  Willy  films. 
Nearly  100  orcas  ply  the  wa- 
ters, munching  on  salmon  and 
the  occasional  seal.  They  can 
be  spotted  year-round  but  ai'e 
most  evident  in  the  spring. 
Former  Friday  Harbor  May- 
or Bill  LaPorte,  who  lives  on 
a  powerboat,  recalls  when  a 
pod  of  orcas  came  so  close  he 
touched  one.  It  shocked  him 
by  blowing  spray  out  of  its 
breathing  hole  and  soaking 
him  to  the  skin.  Leam  more 
about  orcas  at  the  Whale  Mu- 
seum in  Friday  Harbor. 
The  other  star  animal  at- 


BALD  IS  BEAUTI- 
FUL: Eagle  sight 
ings  are 
commonplace 


ill 
I 


IT 


seagull 
in  its  talons 
while  being  chasecjt 
by  another  seagull| 

he  says. 

DELICACIES.  It's  bird-eat-bil 
on  the  San  Juans.  But 
raptors  have  nothing  on 
humans  when  it  comes  to 
riety  and  quality  of  cuisin 
LaPoite  complains  that  the: 
are  too  many  gourmet  eate 
ies,  and  the  only  time  yc 
can  get  a  good  corn  dog 
at  the  San  Juan  County  F; 
in  July.  But  for  fans  of  de 
cacies  such  as  black-bean-an  jfj] 
garUc  mussels,  this  is  groui 
zero.  Stephanie  Irving,  ec 
tor  of  Northwest  Best  PZacpet, 
(Sasquatch  Books;  $19.9 
recommends  the  Friday  H; 
bor  House  on  San  Juan 
land  and  the  Bay  Cafe 
Lopez  Island. 

While  San  Juan  Island 
tourist  central — it  boasts 
fewer  than  15  bed-and-breslsiy  s 
fasts — other  islands  are  a' 
worth  visiting.  (Contact 
San  Juan  Island  Chamber 
Commerce  at  360  378-52 
or  www.sanjuanisland.or 
Lopez  Island  features  roUi 
hills  great  for  biking, 
the  summit  of  Orcas  Islan 
Mt.  Constitution,  eas 
reached  by  car,  offers 
stiiking  view  stretching  fi" 
Vancouver  to  Seattle.  No  n 
ter  where  you  go,  thou 
you're  bound  to  see  someth 
that  will  take  your  bre 
away.  Steve  Hay 


PERSONAL  Pica.  See  if  you  can  find  a  flock  of  about  30  graceful  (and  sometimes  noisy)  trumpeter 
swans  that  frequently  come  to  San  Juan  Island.  Hint:  Look  for  the  road  that  is  named  after  them 
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sia's  Islands 
n  The  Cheap 


^ine  this  scene: 
re  lying  on  a 
h  chair  on  Thai- 
i's  island  of 

t,  sipping  a  cool  drink 
azing  into  the  horizon 
)e  sun 

3  into  ^l^g^MlKt 
ndaman 
A  light 
blows  througli  the  eu- 
palms  and  cools  your 
y  sunburned  skin.  Re- 
yet?  If  those  thoughts 
compelling  enough,  con- 
ite  this:  Such  a  day  in 
al  paradise  can  be  had 
,  least  40%  less  than 
it  cost  last  year 
h  the  huge  currency 
;iations  that  have  swept 
fh  the  region  since  July, 
^vacationing  on  an  Asian 

has  gotten  so  afford- 
'on  almost  can't  afford 
iss  it  up.  Southeast 

prime  island  destina- 
-Phuket  (pronounced 
iET")     in  Thailand, 


Penang  in  Malaysia,  Cebu  in 
the  Philippines,  and  Bali  in 
Indonesia — all  cost  far  less 
now  that  those  countries'  cui'- 
rencies  have  plunged  against 
the  U.  S.  dollar 

Getting  there  is  cheaper, 
ton.  Some  Asian  airlines,  keen 
to  generate 
traffic  in 
these  tough 
economic 
times,  are  offering  special 
deals.  Cathay  Pacific  Airway's 
incredible  $899  Internet  All 
Asia  Pass,  for  example,  allows 
you  to  travel  from  New  York 
or  Los  Angeles  and  make  un- 
limited trips  between  18 
Asian  cities — including  Bali, 
Cebu,  Penang,  and  Bangkok. 
Rarely  do  round-trip  fares  to 
Asia  drop  below  $1,000 — and 
never  do  they  include  so 
many  additional  legs.  You  can 
reserve  a  ticket  through 
Cathay's  Web  site, 
www.cathay-usa.com. 

While  the  great  seafood 
and  souvenirs  of  Asia's  is- 
lands are  that  much  less  ex- 


pensive, the  biggest  savings 
are  on  hotels.  One  key  to 
getting  a  good  deal  is  to  look 
for  locally  owned  chains,  as 
weO  as  smaller  family-iim  ho- 
tels. Many  of  the  big  interna- 
tional chains  fixed  theii-  rates 
in  U.  S.  dollars  shortly  after 
the  region's  cui'rencies  start- 
ed fluctuating  last  year,  mean- 
ing prices  didn't  drop  as  ex- 
change rates  fell.  But  for  the 
most  part,  locally  owned  ho- 
tels have  kept  prices  in  the 
native  ciurency. 

\0n  Phuket,  which 
has    direct  flights 
fi'om  Tokyo,  Taipei, 
and  Singapore, 
there  are  fantas- 
t  i  c  buys. 
"Everything  is 


NEAR  PHUKET:  Tourists 
sail  to  Ja)iies  Bond  Island 

tioners  were  quite  pleased 
with  their  exchange  rate  of 
45  Thai  baht  to  the  dollar  in 
early  March,  compared  with 
25  just  a  year  ago. 

The  hotel,  a  short  drive 
north  of  Phuket's  main  Pa- 
tong  beach,  has  chai-ged  4,500 
baht  for  a  deliLxe,  ocean  view 
hillside  villa  since  it  opened 
last  year.  But  with  the  cur- 
rency depreciation,  the  con- 
verted price  has  plunged 
from  $180  to  about  $100.  At 
the  hotel,  one  of  four  in 
Phuket  run  by  the  family- 
owned  Thavom  Group,  guests 
stay  in  houselike  villas  with 
wooden  floors  and  traditional 
teak  furniture,  a  plus  for 
travelers  looking  for  a  more 
authentic  experience. 

One  key  to  getting  these 
great  rates  is  to  book 
thi'ough  a  local  travel  agent 
in  the  country  you're  travel- 
ing to.  Even  the  Thavom  ho- 
tels have  rates  hsted  in  U.S. 
doUai's  foi'  people  who  call  up 
and  inquire  in  English.  If  you 
do  that,  the  deluxe  room  sud- 
denly nms  $190.  But  any  rep- 
utable hotel  will  have  a 
cheaper  contract  rate  avail- 
able through  a  travel  agent 
in  big  capital  cities. 

If  you're  hunting  for  a 
room  on  your  own,  look  for  a 
hotel  that  will  quote  you  a 
nonfluctuating  rate  in  the  lo- 
cal cuirency.  For  example,  at 
Phuket's  Peach  Hill  Hotel 
between  the  Karon  and 
Kata  beaches,  the  rate 
is  a  flat  1,980  baht, 
now  $45,  for  a  de- 
cent room  with  a 


otei. 


EASY 
CRUISIN': 

Currency  woes  make 
the  region  a  bargain 


iONAL  PICK:  See  the  sunset  from  the  lookout  point  up  the  hill  from  Kata 
%  or  the  Phromthep  Cape  Restaurant  at  the  southern  tip  of  the  island 


cheaper    now,"  marvels 
Rudd  Corwin,  a  San  Jose 
(Calif.)  computer  executive 
staying  at  the  Thavom  Beach 
Village  hotel.  His  co-vaca- 


Personal  Business 


■I 


balcony  overlooking  the  pool. 
Last  year,  that  baht  price 
would  have  converted  to  $79. 
By  contrast,  a  nearby  bou- 
tique resort  called  The 
Boathouse  will  charge  the 
baht  equivalent  of  $105  per 
night. 

If  you  can  say  you  live  in 
the  country,  are  paid  in  the 
local  cuiTency — or  do  the  ask- 
ing in  the  local  language — 
many  hotels  will  offer  an 
even  better  rate.  For  exam- 


ple, Thailand's  Central  Group, 
which  owns  hotels  as  well  as 
the  country's  largest  depart- 
ment store,  charges  $143  per 
night  at  its  colonial-style  lux- 
ury resort  in  Koh  Samui, 
Thailand's  second-most-popu- 
lar island  destination.  But 
residents  of  Thailand  can 
have  that  same  room  for  $82. 
Also,  asking  for  a  corporate 
rate  can  result  in  a  20% 
discount. 

Another  way  to  find  sav- 


Bali  Low- 
Crafts  For  A  Song 


Bali  can't  match 

Hawaii's  tropical 

beaches,  reefs,  and 

sunsets.  But  as  a  cul- 
tural paradise,  Bali  is  unpar- 
alleled. Balinese  kids  leani  to 
carve,  paint, 
and  dance  be- 
fore they 
learn  to  read. 

Each  village  in  this  Hindu 
enclave  in  Muslim  Indonesia 
specializes  in  an  artistic  dis- 
cipline, from  wood  cai-ving  to 
batik.  Now,  with  the  i-upiah 
devalued  by  80%  since  the 
onset  of  the  Asian  financial 
crisis  last  year,  Balinese  ail  is 
ridiculously  affordable.  Batik 
baby  outfits  sell  for  $1,  while 
ehibii'MtcIv  earvfd  hibiscus 


wood  statues  go  for  $10  to 
$50.  "Eveiything  is  so  cheap, 
you  almost  feel  as  if  you're 
stealing,"  says  Doveen 
Schecter.  an  expatriate  Amer- 
ican living  in  Hong  Kong. 

The  best  way  to  shop  for 
crafts  is  to  head  for  the  main 
road  and  rent 
a  car  with  a 
driver  to  take 
you  around 
the  isl'uid  for  $15  to  $30. 
When  you  hit  a  village  in 
search  of  handicrafts,  your 
driver  probably  will  steer  you 
toward  the  biggest  tourist 
trap.  It  usually  will  take 
credit  cards  and  quote  high 
prices  in  U.  S.  dollars.  For 
the  best  buys,  simply  walk 
around  the  village,  going 
from  shop  to  shop.  I  look  for 


ings  is  to  fly  the  national  air- 
line from  the  capital  to  an  is- 
land destination — Malaysian 
Ail-lines  to  Penang,  Pliihppine 
Airlines  to  Cebu,  Thai  Inter- 
national Aii-ways  to  Phuket, 
or  Gamda  Indonesia  to  Bali. 
These  carriers  have  not  sig- 
nificantly raised  prices,  and 
tickets  purchased  tlu'ough  lo- 
cal travel  agents  usually  will 
result  in  cheap  fares.  Thai 
Airways  has  kept  the 
Bangkok-Phuket  round-trip 

COLORFUL:  One  village  is 
renowned  for  its  carvings 

family-run  outlets,  where 
artists  are  busy  at  work  and 
children  at  play.  Many  times, 
their  homes  and  workshops 
are  behind  the  shops,  and 
you  can  simply  wander 
through,  watching  as  crafts 
workers  do  their  magic. 

One  of  my  favorite  towns 
is  Batubulan,  known  foi-  stone 
carvings.  Here  you  can  find 
shops  surrounded  by  sand- 
stone Hindu  deities,  which 
the  Balinese  use  to  guard 
their  shrines.  According  to 
Ni  Gst  A  Oka  Aiiana,  an  em- 
ployee at  Yuliani,  a  shop 
packed  with  captivating 
sculptures,  it  takes  4  to  12 
days  to  carve  a  piece.  A  50- 
pound,  three-foot  statue  of  a 
lovely  Balinese  woman  costs 
$35.  If  you  want  to  ship  it 
home,  add  200%  to  the  cost. 
But  even  the  shipping  price 
is  negotiable. 

Head  to  a  town  called  Mas 
for  wood  cai-vings  and  masks. 
Neai'  the  main  tourist  store,  I 
found  a  tiny  shop  nan 
by  a  carver  and  his 
wife.  I  liked  the  shop- 
keeper so  much  that  I 
wanted  to  buy  some- 
thing from  him,  so  I 
chose  a  detailed  carving  of 
the  godly  Hindu  couple  Rama 
and  Sita  for  $50. 

Of  all  the  artistic  places  in 
Bali,  Ubud  is  nirvana.  Stop 
at  any  of  the  museums  or 
galleries  to  get  a  sense  of  the 
best  painters.  But  beware: 
(jallery  prices  are  massively 
inflated.  One  salesman  asked 


fare  at  4,000  baht,  so  what 
was  once  a  $160  ticket  now 
costs  $91. 

If  all  these  bargains  don't 
melt  away  your  stress,  tiy  a 
Thai  massage.  In  Phuket,  the 
parlor  at  the  foot  of  the 
Peach  Hill  Hotel  charges  the 
equivalent  of  $4.50  for  onci 
hour  of  vigorous  muscle  rub 
bing,  down  ft'om  $8  last  year! 
That's  almost  reason  enougll 
to  take  an  island  vacation  iii 
Asia  this  year.  Sheri  Prass( 

$3,500  for  a  work  by  a  loca 
painter — and  eventually  set 
tied  for  $400.  Many  landscap( 
paintings,  made  witl^ 
painstaking  detail,  sell  for  les 
than  $100— half  of  what  the; 
cost  when  I  fii'st  went  to  Ba 
in  1993. 

One  section  of  Ubud 
laiovm  for  its  mobiles.  Brighl 
ly  painted  wooden  star 
tigers,  and  fish  dangle  froi 
street-side  stalls  and  sell  fi 
less  than  $2  apiece.  For 
you  can  get  your  hands  on 
stool  painted  with  fancifi 
planets  or  animals.  In  anoth( ' 
section  near  Monkey  Fore; 
Road,  vendors  offer  bati 
quilts — the  most  expensi\ 
goes  for  $25  and  is 
enough  for  a  queen-size  be 
For  $5,  you  can  get  a  cottc 
sack  for  your  quilt. 

Other  towns  specialize 
gold  and  silver,  or  bead* 
bags  and  belts.  So  be  sure 
pack  light.  Othei-wise,  you 
find  yom'self  buying  plenty 
those  $5  bags  for  all  yo 
treasures.  Joyce 
Barnathan 


SET  IN  STONE: 

Batubulan 
specializes  in 
fine  sculpture 


If  yoa  see  a  piece  of  art  that  you  like,  try  to  track  down  the 
o:m'll  be  able  to  see  his  latest  works  and  l)argain  for  a  good  price 
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/smooth  operators  ) 


^     In  Cannes,  all  the  beautiful  people  have  an  AT&T  Direct"  Service  wallet  guide. 

It's  a  list  of  access  numbers  you  need  to  call  home  fast  and  clear,  from  over  1 50  countries, 
using  an  AT&T  Calling  Card  or  credit  card.  So  you  can  tell  everyone  how  marvellous  they  are. 
Dial  I  888  259-3505  for  your  free  guide,  or  visit  our  Web  site 
at  www.att.com/traveler 


t    '    s        a  I 


within        your  reach 


AT&T 


For  credit  card  payment  information  and  availability,  call  I  888  259-3505,  Payn 


ubject  to  your  credit  card  agreement  ©  1998  AT&T 


I  Personal  Business 
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A  Rustic 
Artists'  Haven 


Riding  the  Laura  B 
mailboat  to  Mon- 
hegan  Island,  Me.,  is 
like  taking  a  trip 

back  in  time.  The  converted 
Anny  transport,  built  in  194?), 
carries  food 
and  supplies 
on  its  front 
deck,  and  on 
chilly  days,  passengers  in  the 
stem  cabin  are  warmed  by  a 
wood  stove.  In  just  over  an 
hoiu',  the  Laura  B  makes  the 
10-mile  trip  from  the  fishing 
village  of  Port  Clyde  to  one 
of  Maine's  most  remarkable 
island  treasures. 

For  more  than  100  years, 
Monhegan  has  been  a  haven 
for  artists,  writers,  and  fish- 
ermen. Jamie  Wyeth  calls  it 
his  summer  home.  Robert 
Henri,  Rockwell  Kent,  and 
Edward  Hopper  painted 
there,  as  did  George  Bellows, 
whose  painting  of  the  island's 
B'."      jfl  cliff  was  sold  at  a 


Maine  auction  last  year  for 
.$277,500. 

Monhegan's  sheer  beauty 
and  charming,  yesteryear  at- 
mosphere make  for  an  en- 
chanting vacation.  It's  a  mag- 
net for  summer  tourists.  Four 
boats  from  three  ports  ferry 
hundreds  of 
day-trippers 
and  overnight 
guests  each 
(lay  from  .June  through  Sep- 
tember. At  peak  season  in 
July   and   August,  nearly 
every  hotel  room  is  booked. 
Lodgings  on  Monhegan  are 
simple,  if  not  rustic.  Most  is- 
land   rooms   have  shared 
baths,  no  televisions,  and  ac- 
cess to  one  public  phone  on 
the  premises. 

Barely  more  than  one 
square  mile,  the  island  rises 
out  of  the  Atlantic  like  a 
beached  whale.  Menacing  200- 
foot  cliffs  front  the  ocean  and 
slope  down  to  a  flat  tail  near 
a  small  harbor.  There  are  no 
paved  roads.  Only  a  few  lo- 


cally owned  pickup  tmcks  ai-e 
allowed  on  the  island.  The 
year-round  population  of 
about  70,  mostly  lobstermen 
and  their  families,  swells  to 
500  in  the  summer. 

About  100  houses  are  clus- 
tered on  the  mainland  side 
of  the  island,  along  with  one 
store,  five  restaurants,  six 
hotels,  and  a  dozen  or  so 
artists'  studios  that  are  open 
to  the  public  in  the  summer. 
A  museum  in  the  light- 
house— open  July  through 
September — is  the  main  cul- 
tural attraction  and  holds  a 
collection  of  historical  arti- 
facts. Cajitain  John  Smith,  of 
Pocahontas  fame,  is  said  to 
have  visited  the  island  in 
1614,  and  there  are  tales 
that  Norsemen  discovered  it 
around  1000  A.  D. 
SHIPWRECK.  Hiking  is  by  ne- 
cessity a  popular  activity. 
Outside  the  main  village,  the 
island  consists  of  spiTice  and 
fir  forests,  scrubland,  and 
moss,  all  pounded  by  the  sea 
wind.  The  only  access  to  out- 
lying areas  is  by  foot  on  17 
miles  of  moderately  nigged 
trails.  These  take  you  to  the 
cliffs  and  to  rocky  Lobster 
Cove,  where  sit  the  remains 
of  the  shipwrecked  coal  barge 
D.  T.  Sheridan.  One  hiking 
trail  leads  you  through  the 


DAY  TRIP:  Monhegan  is  just 
10  miles  from  the  mainland 

Cathedral  Woods,  an  ethereal 
cluster  of  tall,  mossy  spruce 
trees,  under  which  children 
like  to  build  tiny  "fah-y  hous- 
es" from  twigs,  bark,  and 
leaves. 

Birdei's  flock  to  Monhegar 
in  the  spiing  and  fall  because 
it's  on  the  Atlantic  flyway 
and  100  or  more  species  cars 
be  seen.  Bring  your  Peters 
son's  guide  and  binocularsi 
The  Audubon  Society  has  ar 
organized  trip  to  Monhegai  i 
for  members  on  Memoria 
Day  weekend.  Call  207  781 


2330  for  information. 


Among  places  to  stay,  thi 
Island  Inn  (207  596-0371)  sx\^ 
the  Monhegan  House  (20j 
594-7983)  are  the  two  largesj 
hotels.  One  inn,  the  Ti'ailin 
Yew  (207  596-0440),  has  n 
heat  and  limited  electricit 
Shining  Sails  (207  596-004 
offers  efficiency  apartment 
year-round.  Most  hotels  don 
open  until  May  23.  Rooi 
rates  for  two  range  from  $^ 
to  $125.  Most  hotels  offe 
some  dining,  but  it's  best  t 
inquire  about  the  availabilit 
of    food     when  makir 
reservations. 

Access  to  Monhegan  is 
boat  from  tliree  harbors.  Tl 
Laura  B  out  of  Port  Clyde 
the  prefen-ed  mode  of  tra: 
portation  among  islande 
because  it  is  closest  to  Mo| 
began  and  leaves  the  mi 
frequently.  A  round-trip  ti 
et  costs  $25,  and  reser 
tions  are  advised  (207  3' 
8848).  Other  ferry  operat' 
are  Balmy  Days  Cruises 
of  Boothbay  Harbor  (: 
207  633-2284)  and  Han 
Boat  Cruises  out  of  N 
Harbor  (.$26,  207  677-2021 
For  information  on  the 
land's  local  affairs,  check 
www.monhegan.com. 

Remember  to  pack  lig 
wear  sturdy  shoes — and, 
you  get  seasick  easily, 
sure  to  bring  along  so 
pills.  The  seas  can  get  chi 
py  under  those  changeaj 
Maine  skies.  Geoffrey  Sn 


S  ,  ..n.  PICK:  lb  find  mt  ivfmt  's  Imppening  on  Monhegan,  stop  lyy  the  shxick  mar  the  general  store. 

Locals  post  annouTweynents  about  gallery  ftours,  boat  tours,  readings,  history  lectures,  arid  otiier  islmid  everil 
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/  Clarify  helps  this  man  stay  on  top  of  payday 

for  22  million  people. 


Howard  Koenig,  Corporate  VP  of  Operations  S  Client  Ser«es,  ADP 


ADP  is  the  largest  payroll  processor 
in  the  world.  Each  year  customer 
service  reps  field  some  70  million 
calls'.  Leading  the  company's 
world-class  service  initiative  is 
customer  champion  Howard  Koenig. 
"The  only  thing  we  do  is  service. 
It's  critical  to  the  bottom  line. 
Our  focus  on  serving  clients 
really  made  Clarify  a  perfect 
strategic  fit  for  our  company. 
They  came  to  us  and  said,  'Let  us 
show  you  how  we  can  enhance 
ADP's  service.'  Other  companies 
came  at  us  from  a  pure  sales 
angle.  We  didn't  get  that  sense 
from  Clarify.  We  got  convinced 
they  would  partner  with  us  to 
make  us  successful.  And  they  did. 
Faster  than  we  thought  possible. 
Now  we're  using  Clarify  globally 
to  gain  a  competitive  edge. 
Clarify  is  the  heart  of  our 
business.  Literally." 


-^CLARIFY 

Sales^and  Service  Solutions  that  W'orli. 

1-888  GLARIFY  Clarify' 
www.clarify.com  custonn 


A  Dwiston  of  Tltc  McGraw  Hill  (jjinpanKS 


BizLmk 

Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 


Why 


Want  advertiser  information  now,  without  having  to  fill 
out  one  of  those  pesky  reader  service  cards?  Connect  with 
BizLink,  Business  Week's  new  electronic  reader  service 
fulfiUment  system.  You'LL  get  the  information  you  need  the^ 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  free, 
it's  fast  and  nothing  could  be  simpler.  And  if  you  don't 
have  an  Internet  connection,  just  call  1-800-848-6708. 

@businessweek.com/BizLink 
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siness  Week  Index 


)UCTION  INDEX 


ange  from  last  week:  0.2% 
Dnge  from  last  year:  4.8% 


Mar.  July  Nov.  Mar. 

997  1997  1997  1998 

index  IS  a  4-week  moving  average 

juction  index  rose  in  the  week  ended  Mar.  7,  after  three  weeks  of 
.  Before  calculation  of  the  four-week  moving  average,  the  index  was  up 
.31.5,  from  130.3  a  week  ago.  Thanks  to  sharp  increases  in  loadings  of 
)tor  vehicles,  and  metals,  seasonally  adjusted  rail-freight  traffic  was  up 
'reduction  of  crude  oil  also  posted  a  sharp  increase  of  5.5%,  and  electric 
as  up  3.7%.  Output  of  lumber  was  down  3.7%,  and  steel  dropped  1.8%. 

[ion  index  copyright  1998  by  The  McGraw-Hill  Companies 


)ING  INDICATORS 


UTEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

PRICES  (3/13)  S&P  500  1068.59  1055.69  34.7 


AATE  BOND  YIELD,  Aaa  (3/13) 

6.69% 

6.81% 

-11.0 

RIAL  MATERIALS  PRICES  (3/13) 

NA 

NA 

NA 

SUPPLY,  M2  (3/2)  billions 

$4,116.3  $ 

4,106.6r 

6.6 

CLAIMS,  UNEMPLOYMENT  (3/7)  thous 

298 

305r 

-3.6 

AGE  APPLICATIONS.  PURCHASE  (3/13) 

217.2 

221.1 

14.9 

AGE  APPLICATIONS,  REFINANCE  (3/13) 

1,337.9 

1,403.4 

221.5 

i:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (Index:  1990=100), 
Reserve,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index:  March  16,  1990=100) 


REST  RATES 


LATEST       WEEK  YEAR 


WEEK 

AGO 

AGO 

IL  FUNDS  (3/17) 

5.47% 

5.44% 

5.42% 

RCIAL  PAPER  (3/17)  3-month 

5.47 

5.49 

5.53 

ICATES  OF  DEPOSIT  (3/18)  3  month 

5.58 

5.58 

5.52 

MORTGAGE  (3/13)  30-year 

7.22 

7.28 

7.98 

rABLE  MORTGAGE  (3/13)  one-year 

5.86 

5.78 

5.86 

(3/13) 

8.50 

8.50 

8.25 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (3/14)  thous.  of  net  tons 

LATEST 
WEEK 

2,102 

WEEK 
AGO 

2,216# 

YEARLY 
%  CHG 

-0.2 

AUTOS  (3/14)  units 

120,080 

109,167r# 

-5.2 

TRUCKS  (3/14)  units 

141,860 

149,784r# 

1.7 

ELECTRIC  POWER  (3/14)  millions  of  kilowatt-hrs. 

64,390 

61,959# 

8.4 

CRUDE-OIL  REFINING  (3/14)  thous.  of  bbl./day 

14,581 

14,548# 

6.3 

COAL  (3/7)  thous.  of  net  tons 

22,916# 

20,065 

8.8 

LUMBER  (3/7)  millions  of  ft. 

477. 8# 

494.7 

-6.4 

RAIL  FREIGHT  (3/7)  bilhons  of  ton-miles 

27. 5# 

25.5 

3.8 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (3/18)  $/troy  oz. 

UTEST 
WEEK 

290.400 

WEEK 
AGO 

294.100 

YEARLY 
%  CHG 

-16.8 

STEEL  SCRAP  (3/10)  #1  heavy,  $/ton 

135.50 

135.50 

-0.7 

COPPER  (3/13)  (Z/lb. 

84.1 

81.8 

-28.1 

ALUMINUM  (3/13)  (2/ib 

69.5 

70.0 

-13.7 

COTTON  (3/14)  strict  low  middling  1-1/16  in.,  e/lb.  64.42 

66.10 

-11.4 

OIL  (3/17)  $/bbl. 

12.99 

14.00 

-40.3 

CRB  FOODSTUFFS  (3/17)  1967=100 

229.73 

224.83 

-5.6 

ORB  RAW  INDUSTRIALS  (3/17)  1967=100 

305.07 

302.51 

-10.3 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (3/18) 

LATEST 
WEEK 

130.22 

WEEK 
AGO 

129.14 

YEAR 
AGO 

122.72 

GERMAN  MARK  (3/18) 

1.83 

1.83 

1.68 

BRITISH  POUND  (3/18) 

1.67 

1.65 

1.60 

FRENCH  FRANC  (3/18) 

6.12 

6.14 

5.67 

ITALIAN  LIRA  (3/18) 

1799.8 

1803.5 

1687.8 

CANADIAN  DOLLAR  (3/18) 

1.42 

1.41 

1.38 

MEXICAN  PESO  (3/18) 

8.575 

8.660 

7.925 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/18) 

110.2 

109.9 

104.8 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J, P.  Morgan, 


3ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.  l=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


LE  GOODS  ORDERS 

.day,  Mar.  25,  8:30  a.m. est  ^  New 
aken  by  durable  goods  manufactur- 
ly  increased  by  0.7%  in  February, 
;  median  forecast  of  economists  sur- 
y  Standard  &  Poor's  mms,  one  of  Tine 
/-Hill  Companies.  Orders  had  risen 
1  January,  but  ttiat  followed  a  5.3% 
in  December,  caused  mostly  by 
demand  for  aircraft.  The  increase  in 
lers  suggests  that  the  backlog  of 
orders  also  rose. 

NG  HOWE  SALES 

••day.  Mar.  25,  10  a.m. est  ^  Existing 
probably  sold  at  an  annual  rate  of 
illion  in  February,  the  same  high 


rate  as  in  January.  If  so,  home  resales  in 
the  first  quarter  are  running  well  above  the 
sales  rate  of  the  fourth  quarter,  suggesting 
that  household  purchases  of  furniture,  elec- 
tronics, and  textiles  will  increase  in  coming 
months.  Unseasonably  mild  weather  in 
parts  of  the  country,  coupled  with  low  mort- 
gage rates,  buoyed  home  buying. 

UNEMPLOYMENT  CLAIMS 

Thursday,  Mar.  26,  8:30  a.m.Esrt"  New  fil- 
ings for  state  unemployment  benefits  likely 
stood  at  320,000  in  the  week  ended  Mar. 
21.  Claims  slipped  below  the  300,000 
mark  in  the  first  week  of  March,  to  the  low- 
est level  since  July,  1997.  The  jobless  rate 
dipped  to  a  24-year  low  of  4.6%  in  Febru- 


ary, and  the  drop  in  claims  suggests  that 
labor  markets  tightened  further  in  March. 

PERSONAL  INCOME 

Friday,  Mar.  27,  8:30  a.m. est*-  Personal 
income  Nkely  increased  another  0.5%  in 
February,  on  top  of  the  0.6%  gain  posted  in 
January.  That's  indicated  by  the  strong 
advance  in  jobs  and  wages  for  the  month. 
Consumer  spending  Hkely  rose  0.5%  in 
February.  In  addition,  the  revision  to  Janu- 
ary retail  sales,  from  a  0.1%  increase  to  a 
1%  jump,  suggests  that  the  0.4%  gain  in 
January  consumer  spending  will  also  be 
revised  higher.  Real  consumer  spending  is 
on  track  to  grow  at  an  annual  rate  of  about 
5%  in  the  first  quarter. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant  '. 
reference  to  a  company.  IVIost  subsidiaries  are  indexed  under  their  own  nameS.' 
Companies  listed  only  in  tables  are  not  included. 


A.  L.  Williams  162 
A.  M.  Best  162 
A.  T.  Kearney  59 
Acorn  Fund  (ACRNX)  44 
Adam  Opel  (GM)  48 
Advanced  Micro  Devices 

(AMD)  76 
Aetna  (AET)  180 
Airtoucti  Communications 

(ATI)  88 
Alcoa  (AA)  202 
Allstate  182 
Alltel  (AT)  44 
Alumax(AMX)  139 
Aluminum  Co.  of  America 

(AA)  139 

Amazon.com  (AMZN)  66, 67 
Amerada  Hess  (AHC)  30 
Amenca  West  Aidines 
(AWA)  62 

Amencan  Airlines  30 
Amencan  Century  Investment 

Management  36 
Amencan  Express  162 
Amencan  Savings  Bank  184 
Andrew  (ANDW)  88 
Apple  Computer  (AAPL)  20, 

35 

Applied  Materials  (AMAT)  76, 
137 

Argos  176 

AT&T(T)  76,190,202 
B 


BankNegara  50 
Bank  of  Amenca  (BAC)  184 
Bank  One  (ONE)  62 
Barclays  Bank  176 
Barnett  Banks  33 
Bear  Steams  (BS)  44 
Bell  Atlantic  (BEL)  76 
Bellcore  38 
BellSouth  (BLS)  72 
BET  Holdings  (BTV)  44 
Blueberry  Equipment  173 
BMW  48 
Boeing  (BA)  44 
Booz Aliens  Hamilton  76 
Bouygues  Offshore 
(BWG)  186 
Bndge  Information  44 
Bnstol-Myers  Squibb  59 
Burger  King  13 

C 


Carnegie  Mellon  168 
Carter  Berlind  &  Weill  162 
Cathdy  Pacific  Airway  66, 
193 
CCH  6 

CDNow  66, 67 
Central  Group  193 


Charles  Schwab  (SCH)  141, 
76 

Chase  Manhattan  (CMB)  44, 
76 

Christian  &  Timbers  34 
Chrysler  (C)  202 
Cisco  Systems  (CSCO)  76, 
143 

Cibbank(CCI)  176 
Clarendon  National 

Insurance  182 
Clear  Channel 

Communications  (CCU)  12, 

76, 145, 

Coca-Cola  (KO)  76, 190 
Columbia/HCA  Healthcare 
(COL)  76, 135 

Compaq  Computer  (CPQ)  33, 
38, 67 

Compensation  Resource 

Group  33 
CompUSA  (CPU)  6 
Computer  Associates 

International  33 
Computer  Sciences  33 
Congress  Financial  13 
Continental  Airlines 

(GALA)  30 
Corel  (COSFF)  20 
Countrywide  Credit 

Industnes  76 
CVS  (CVS)  59 
CyberCash  (CYCH)  67 
CyberMedia  (CYBR)  20 
D 


Dataquest  38 
Dean  Witter  Discover 
(DWD)  141 

Dell  Computer  (DELL)  76, 88, 

143,150, 202 
Deutsche  Bank  176 
Deutsche  Telekom  49 
Dial  (DL)  62 
Doubleclick  67 
Dow  Chemical  (DOW)  44 
Dow  Jones  (DJ)  12,44,76, 

88 

Duke  Energy  (DUK)  30 
E 


EchoStar  (DISH)  202 
Economist  Intelligence 
Unit  48 

Electronic  Data  Systems 

(EDS)  68 
Eller  Media  76 
EMC  (EMC)  76,150 
Ernst  &  Young  68 
Executive  Compensation 

Advisory  Services  33 
Exodus  Communications  67 
Exxon  (XON)  186 


Farmers  Group  182 

FEMSA  54 

First  Telecom  49 

First  USA  Visa  66 

Focal  173 

Food  Services  44 

Ford  (F)  30, 48, 54, 66 

Forrester  Research  66 

FPL  Group  173 

Friendly  Ice  Cream  (FRND)  13 

Fruit  of  the  Loom  (FFL)  88 


Keefe  Bruyette  Woods  44 
Kraft  (MO)  42 


Gabriel  Capital  186 
Galoob  Toys  (GAL)  13 
Gap  (GPS)  76,129,202 
Garuda  Indonesia  193 
Geberit  Group  176 
GEICO  182 

General  Electnc  (GE)  76, 202 
General  Mills  (GIS)  42 
General  Universal  Stores  176 
GeoCities  66, 67 
Giant  Food  (GFS.A)  59 
Gillette  (G)  88 
Glaxo  Wellcome  (GLX)  59 
Goldman  Sachs  67,176 
Great  Western  Financial  184 
Green  Tree  Financial 
(GNT)  76 
Gruntal  186 
Grupo  ICA  54 
GTE  (GTE)  180 
Guardian  Life  Insurance  162 
Guidant(GDT)  135 


Halliburton  (HAL)  76,133 
HBO  (HBOC)  76 
Hewlett-Packard  (HWP)  38 
H.  F  Ahmanson  184 
Hitachi  68 

Hoechst  Manon  Rousel  59 
Home  Depot  (HD)  76, 129 
Home  Savings  of 
America  184 
Honda  (HMC)  48 
Hornsby  30 
HSBC  Secunties  54 
Humana  (HUM)  76 
Hylsamex  54 


IBM  (IBM)  20,  33,  34, 68 
InteKinrC)  67,76,131,137 

Invictus  Partners  24 
Iquantix  34 
ISS  Group  67 
in  (ITT)  33 


Johnson  &  Johnson  (JNI)  173 
J.  P  Morgan  (JPM)  6,35,176, 
190 


Lazard  Freres  1 76 
LCI  Intemational  (LCI)  72 
Legent(LGNT)  66 
Lehman  Brothers  (LEH)  141, 
181 

Levi  Strauss  52 
Liberty  Media  (LBTYA)  44 
Lockheed  Martin  (LMT)  33, 
44 

Lotus  (IBM)  20 

Lucent  Technologies  (LU)  76 

Lycos  66, 67 

M 


Malaysian  Airlines  193 
Malaysian  Resources  50 
Mars  49 
Marshalls  76 
MBNA(KRB)  76,125 
McDermott  International 

(MDR)  186 
McDonald's  (MOD)  13 
McGraw-Hill  (MHP)  76 
MCI  Communications 

(MClC)  33, 76, 202 
Medical  Mutual  of  Ohio  68 
Medusa  (MSA)  44 
Mercedes-Benz  (DAI)  48 
Merck  (MRK)  59,76 
Mercury  Asset  Management 

Group  176 

Mernll  Lynch  (MER)  24, 38, 
54,  76,141,176 

Microsafe  Flight  Safety 
Systems  173 

Microsoft  (MSFT)  20, 66,  76, 
143 

Mitsubishi  Electnc  38 
Mobil  (MOB)  72,186 
Morgan  Stanley  Dean  Witter 

Discover  (MWD)  24,76, 

141,176 

Motorola  (MOT)  13,52 
Murphy  Oil  (MUR)  30 

N 


National  Westminster  Bank 
(NW)  176 

NationsBank  (NB)  33, 202 

Navistar  (NAV)  88 

NetObiects  67 

New  York  Life  Insurance  180 

NextBand  Communications  6 

Nike(NKE)  76 

Nissan  48 

Northern  Telecom  (NT)  76 
Northrop  Grumman 
(NOC)  33,44 
Novell  (NOVL)  68, 88 
Nynex(BEL)  76 


Omnicom  Group  (CMC)  76 
P 


PACCAR  (PCAR)  76. 202 
PepsiCo  (PEP)  52 
Petroleos  Mexicanos  54 
Petroleum  Finance  30 
Pfizer  (PFE)  59, 76 
Philippine  Aidines  193 
Philips  Electronics  (PHG)  54 
Phillips  Petroleum  (P)  30 
Pixar  Animation  Studios  35 
Polaroid  (PRD)  88 
PreTesting  59 
Pnmenca  Financial 

Services  162 
Progressive  (PGR)  12,76 
Protection  One  (ALRM)  136 
Prudential  Securities  24, 42, 

162, 186 


Quaker  Oats  (OAT)  42 
Quarterdeck  (QDEK)  20 

R 


Rainwater  6 

Rashid  Hussein  Bank  50 

RedZone  Robotics  168 

RelevantKnowledge  66 

Response  USA  (RSPN)  186 

Rolls-Royce  48 

Royal  Dutch/Shell  (RD)  58 

S 


Salomon  Smith  Barney 

(TRV)  24,  54, 141 
Sanford  C.  Bernstein  176 
Sanyo  38 
SBC  Warburg  Dillon 

Read  176 
Scania  48 

Schenng-Plough  (SGP)  59, 
76,135,150 

Schiumberger  (SLB)  76, 133 
Seagull  Energy  (SCO)  186 
Sears  (S)  182 
Securities  Data  67, 1 76 
Sharp  76 

Shearson  Loeb  Rhodes  162 
Sime  Bank  Bumiputra  50 
SmartSuite  20 
Softbank  Holdings  66 
Sony(SNE)  38,54 
Sonana  54 
Southdown  (SDW)  44 
Southern  Pacific  Rail 
(UNP)  33 
SRO  62 

Standard  &  Poor's  (MHP)  12, 
30,  76,  88,150 
Starwood  (HOT)  33 
State  Farm  182 
Sun  Microsystems  (SUNW)  20 


Tandem  Computer  33 
Technology  Resources 

Industries  50 
Teenager  Research 

Unlimited  40 
Telefonos  de  Mexico  54 
Telekom  Malaysia  50 
Tellabs  (TLAB)  76 
Tenneco(TEN)  30 
Thai  International 

Ainways  193 
Thavorn  Group  193 
360  Degrees  Communication 

(XO)  44 

TJX  (TJX)  76,129 
Toshiba  38, 76 
Toyota  aOYOY)  32,48,58, 
66 

Travelers  (TRV)  141,162, 
202 

Tnpod  66 
Turner  Foods  173 
Tyco(TYC)  186 

U 


Ultralife  Battenes  (ULBI)  38| 
Unilever  49 

Union  Pacific  (UNP)  33, 44 
Universal  66 
Universal  Outdoor 
(UOUT)  145 
Unocal  (UCL)  30, 52 
U.S.  Airways  147 
U.  S.  Healthcare  180 
US  West  50 
USX-U.  S.  Steel  (X)  88 


Valence  Technology  38 
ValuJet  (VJET)  173 
Ventures  Investments  67 
Veno  67 
VenSign  67 
Vignette  67 
Volkswagen  48 

W 


Walt  Disney  (DIS)  66 
WardWest  Pay  Strategies 
Warner-Lambert  (WLA)  59 
76 

Washington  Mutual 
(WAMU)  184 
Wells  BDDP  44 
Wells  Fargo  (WFC)  184 
Western  Resources  (WR) 
Williams  (Vi/MB)  149 
Vi/NP  Communications  8 
WorldCom  (WCOM)  33 

Y 


Yahoo!  (YHOO)  67 
YTL  50 
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BEST-PERFORMING  Last 
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1090 
1085.52 

1080 
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1060 
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K change  1 -week  change 
%  +1.6% 
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ng  week  for  both  the 
ock  market  and  the  dol- 
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S&P  500  Dividend  Yield  1.43% 
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S&P  500  200-day  average  951.2  945.6  Positive 

Stocks  above  200-day  average  66.0%    67.0%  Neutral 

Options:  Put/call  ratio  0.54       0.57  Negative 

Insiders:  Vickers  Sell/buy  ratio  2.01       1.69  Neutral 

Data:  Bloomberg  Financial  Markets;  *Flrst  Call  Corp. 
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Matthews  Korea  I  29.0 
Weltz  Hickory  14.2 
Pioneer  Europe  A  13.8 
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Midas  -61.5 

U.S.  Global  Investors  Gold  -59.8 
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Communications  49.7  Precious  Metals  -42.9 

Financial  46.5  Pacific/Asia  ex-Japan  -33.4 

Unaligned  37.4  Diversified  Pacific/Asia  -23.2 

Large-cap  Growth  37.2  Diversified  Emerging  Mkts.  -10.3 

Small-cap  Blend  34.9  Japan  -6.7 
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Editorials 


MANY  ROADS  LEAD  TO  THE  TOP  50 


Top-line  growth  is  the  holy  grail  in  Corporate  America, 
and  times  have  never  been  bettei'  for  achieving  it.  The 
cost  of  capital  is  low,  global  markets  ai'e  opening  eveiywhere 
(yes,  Asia  wiD  come  back),  and  I'eal  income  is  rising,  thanks  to 
higher  wages  and  price  disinflation.  Opportunities  to  gi'ow  to- 
day are  vast  and  varied.  Yet  myths  about  limits  to  corporate 
growth  are  deeply  entrenched.  They  deserve  a  serious 
debunking. 

Take  the  one  about  size.  It  used  to  be  said  that  coi-porate 
behemoths  could  never  grow  as  fast  as  startups.  Maybe  not. 
But  as  the  business  week  50  (page  76)  shows.  General  Elec- 
tric Co.,  weighing  in  at  $91  billion  in  sales,  managed  to  boost 
sales  by  15%  and  net  income  by  13%  in  1997,  a  performance 
that's  the  envy  of  companies  small  and  large. 

And  the  myth  about  mature  markets?  Supposedly,  it's 
impossible  to  generate  as  much  gi'owth  in  older  industries  as 
in  hot,  new  ones.  A  cursory  look  at  the  BW  50  appears  at 
first  glance  to  confirm  that  assumption,  since  the  top  five 
companies  on  the  list  come  from  the  fast-growing  New 
Economy — computers,  chips,  and  software.  But  then  there 
are  all  those  other  high  performers — PACCAR,  Alcoa,  Gap, 
NationsBank,  and  Chrysler.  Trucks,  aluminum,  retailing, 
banks,  and  autos  are  all  Old  Economy  industries,  yet  some- 


how these  companies  can  manage  to  wring  out  double-digi 
annual  gi'owth  rate^. 

Our  favorite  myth  is  that  there  is  only  one  right  way  t 
grow.  Conventional  wisdom  says  that  growth  by  merger 
and  acquisitions  usually  fails  while  internal,  organic  growt 
succeeds.  So  "bootstrapping,"  or  buying  companies  usin 
high-priced  stock,  boosts  earnings  per  share  for  the  ne\ 
merged  company.  But,  the  argument  goes,  it's  just  dangeroi 
math;  the  gain  is  illusoiy  and  doesn't  last  in  the  long  ran. 

Not  so  in  financial  services.  Sanford  I.  Weill's  Travele: 
Group,  No.  16  in  the  BW  50  ,  uses  acquisitions  to  improve  di 
tribution,  go  global,  expand  products,  and  increase  efSciencii 
of  scale  to  save  on  costs.  Buying  Salomon  Brothers  is  just  tlf 
latest  move  in  his  strategy  of  buy  to  gi-ow.  Morgan  Stanl^ 
used  the  same  playbook  in  merging  with  Dean  Witter. 

Excuses  wear  thin  for  CEOs  who  can't  go  for  gi-owth.  B 
hind  all  the  strategies,  one  secret  appears  to  be  cleai"  gun  f 
efficiency.  Dell  Computer  Coi-p.,  for  example,  uses  infbnnatii 
technology  to  customize  each  computer,  cutting  out  armies 
middlemen  while  reducing  the  size  of  inventories.  pacC; 
does  the  same  for  long-haul  rigs.  Coiporations  still  in  the  gi 
of  myths  about  the  limits  to  growth  can't  conceive  of  doi 
this  kind  of  thing.  They  will  forever  lag  behind. 


TELECOM:  LET  THE  FREE-FOR-ALL  REGIIV 


The  Telecommunications  Act  of  1996  is  not  working.  De- 
signed to  promote  competition  in  cable  and  phone  mar- 
kets, it  is  instead  being  used  to  cement  monopoly.  It  now  is 
clear  that  campaign  contributions  to  powerful  legislators  by 
competing  interests  produced  deliberately  obscure  legal  lan- 
guage. The  result:  paralysis  in  the  courts.  And  attempts  to 
balance  different  consumer  and  producer  interests  begat  sti- 
fling compromises  that  worked  only  to  block  change.  It's 
time  for  Senate  Commerce  Committee  Chairman  Jolin  McCain 
(R-Ariz.)  to  cut  the  Gordian  knot.  Partial  deregulation  is,  in 
the  end,  an  oxymoron. 

What's  needed  is  a  trae  opening  of  all  communication  mar- 
kets at  once  and  a  fi-ee-for-all  fight  among  the  competitors. 
That  means  ending  laws  and  regulations  that  protect  different 
constituencies  in  the  communications  business.  Direct-broad- 
cast satellite  providers,  for  example,  cannot  offer  local  news 
and  sports  because  of  federal  copyi-ight  laws.  EchoStar  Com- 
munications Corp.  is  meeting  fierce  resistance  from  cable 
and  broadcast  rivals,  who  contend  that  satellite-TV  earners 
can  beam  local  progi'amming  only  to  households  that  can't  get 
cable  or  broadcast  television. 

Weil,  if  cable  can  carry  local  programming — and  under 
the  "mu;-t  can-y"  provision 't  is  required  to  do  so — why  not 
DBS?  Somt  40  million  people  have  gone  into  stores  to  ask 
about  satellite  TV,  only  to  be  t  old  they  Can't  get  local  stations. 


Is  it  any  wonder  that  only  about  7  million,  half  in  rural  arel 
have  signed  up?  The  strongest  rival  to  cable  and  broadcast  | 
can't  play  on  a  level  field  because  of  copyright  law. 

The  communications  industry  is  defined  by  suffocati| 
laws,  regulations,  and  deals  that  block  competition.  During 
gotiations  for  the  Telecom  Act  of  1996,  the  Bells  made  proni 
es  about  entering  local  cable  markets  to  provide  competiti 
and  lower  prices  to  consumers.  In  exchange,  they  wantedj 
be  free  to  enter  into  lucrative  long-distance  phone  ser 
dominated  by  at&t  and  MCi  Communications  Corp.  Cong 
agreed,  but  only  if  the  Bells  opened  up  theii*  own  local  phi 
monopolies.  In  the  end,  nothing  happened.  The  Bells  chos(l 
fight  in  the  coiuts  to  retain  their  tiuf.  They  ignored  the  cJ 
market.  And  they  lobbied  i-egulators  to  elbow  into  long-l 
tance  without  giving  up  anything.  Net  net,  all  monopoj 
were  preserved,  legislative  intent  notwithstanding. 

Meanwhile,  cable  prices  ai'e  rising  at  four  times  the  rati 
inflation,  and  consumers  feel  exploited.  Cable  companies 
they  must  charge  more  for  programming,  yet  many  own 
very  same  progi'ams.  They  say  customers  are  getting  nl 
channels,  yet  customers  must  pay  whether  they  want  therl 
not.  It  goes  on  and  on.  McCain  should  deliver  a  clean! 
stroke  that  frees  up  all  communications  mai'kets.  Market  fo| 
may  not  always  operate  with  complete  efficiency,  but 
Washington  could  create  the  monstrous  snarl  we  now  haJ 
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Maybe  the  greatest  possessions  arerit  the  ones  you 
hold  in  your  hand  At  Mercury  we  beheve  they're  the 
images  and  experiences  you  collect  in  your  travels. 
That's  why  Mountaineer  is  available  with  hassle-free 
all' wheel  drive,  along  with  a  spirited  V-8  and  an 
indulgent  interior — to  help  add  more  adventures  to 
your  collection.  Call  1 800  446-8888  or  visit 
wwwmercurwehicles.com. 
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maker  is  you-know-who.  And  now 


^     you  know  another  leader,  too.  That's 

right,  Fujitsu .  cP  We're  a  global  maker  of 
everything  from  tablet,  notebook  and  desktop 
Cs  to  workstations,  servers,  supercomputers  and 
ftware.cPWe  also  make  a  full  line  of  computer 
ripherals  including  high  capacity  disk  drives, 
agneto-optical  removable  storage,  tape  cartridge 
ick-up  systems,  high  volume  document  scanners 
nd  workhorse  printers. cP  Why  are  we  telling  you 
this?  Because  we  fully  expect  you'll  be  seein 
more  and  more  of  our  products  in  your 
business.  And  when  you  do,  we 
I,     don't  want  you  to  wonder, 
Fujitsu  who?" 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


■  1998  Mif.rnsofl  Corpofdlion  All  lights  reserveil  Microsoft.  BachOlfice,  Windows  and  Where  do  you  w.inl  lo  go  today''  are  either  registered  rrademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 
Mjood  in  the  ^.0  United  Sidles  and  'he  District  of  Columbia  only  Offer  limited  to  while  supplies  last 


When  your  people  can  access  and  share  information,  your 
business  is  going  to  run  more  efficiently  and  more  intelligently. 

Microsoft  BackOffice  Small  Business  Server  connects 
everyone  to  everyone  and  everyone  to  everything  from  one 
central,  secure  place,  it  lets  you  control  sensitive  data  like 
payroll  and  performance  reviews.  And  it  lets  your  employees 
immediately  access  important  information,  like  status 
updates  on  orders  and  past  purchases,  so  they  can  service 
your  customers  better  from  the  office  or  on  the  road.  They 
can  even  share  files  without  sharing  floppies  so  there  are 
fewer  obstacles  to  getting  more  work  done. 

Tying  your  PCs  together  helps  you  make  smarter,  quicker 
business  decisions.  And  our  Small  Business  Server  has  the 
software  you  need  to  set  up  a  network  and  easily  manage  it. 
When  growth  demands  you  add  office  equipment  like 
computers,  printers  and  modems  to  the  server.  Wizards  pop 
up  on  your  computer  screen  and  walk  you  through,  step  by 
step,  using  simple,  everyday  words. 

We'll  send  you  our  free  16-page  small  business  guide  with 
CD-ROM  when  you  call  1-800-60SOURCE.  It's  full  of  relevant, 
pertinent  advice  to  help  you  succeed. 

We  make  software  to  meet  your  small  business  needs.  And 
it  all  starts  with  Windows .  Everything  fits  seamlessly  together 
to  form  a  digital  nervous  system  so  your  business  is  ready, 
willing  and  able  to  deal  with  what's  around  the  corner. 

More  teamwork.  More  growth.  More  control. 


Where  do  you  want  to  go  today? 


www.microsoft.com  laiibiz/ 
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THE  WAR  ON  MICROBES 

As  deaths  from  infections  surge, 
ine<]icine  is  racing  to  regain  control  over 
antibiotic-resistant  superbugs.  Wari'iors 
in  labs  across  the  country  search  for 
ways  to  cripple  deadly  viruses  and 
unlock  the  mysteries  of  lethal  bacteria. 
And  the  revolution  in  moleculai-  biology 
holds  great  promise.  But  the  war  may 
be  lost  unless  campaigns  are  launched 
against  the  scoui'ges  that  ravage  poor 
nations,  too 

SOME  ANSWERS  ARE  SIMPLE 

Public-health  solutions  require  vigilance, 
from  snuffing  out  small  outbreaks  to 
reining  in  ovenise  of  antibiotics 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
MEDIA  MANIA 

AND  NOW.  FROM  THE 
WHITE  HOUSE.  AN  AD 

it's  a  policy  wonk's  dream: 
a  new  public-affairs  televi- 
sion station  that  airs  entire 
press  conferences  from  the 
White  House  or  Pentagon. 
But  wait  a  sec- 
ond— or  30.  Un- 
like commercial- 
free  C-SPAN,  this 
station  will  sell 
ads  to  trade  and 
public-interest 
groups.  Will  view- 
ers appreciate, 
say,  a  Presidential 
press  conference 
on  the  proposed 
tobacco  settle- 
ment— sponsored 
by  the  Tobacco  Institute? 

Dennis  Dunbar  is  betting 
they  will.  He  is  ceo  and 
founder  of  Washington-based 
Information  Super  Station, 
Channel  28.  Dunbar  began 
iss  with  $2  million  from  a 


YOUR  AD 
HERE 


videoconferencing  business  he 
owned.  Started  in  Febi-uaiy, 
ISS  specializes  in  executive 
branch   public-affairs  pro- 
gramming and  plans  to  go 
national  this  summer.  Dimbai' 
is  sympathetic  to  the  needs 
of  lobbyists.  Says  he,  with  a 
straight  face:  "There  aren't 
enough  venues  for  people  to 
'•"^^^^  reach  out  to  try 
to  promote  their 
message." 

So  far,  early 
sponsors  may  in- 
clude a  polling 
outfit.  Club  Tech. 
Still,  the  startup 
wins  plaudits  from 
C-SPAN,  financed 
by  the  cable  in- 
dustiy  Rich  Fahle, 
c-span's  director 
of  media  relations, 
says:  "It's  a  tough  business, 
and  an  ad-based  model  is 
probably  the  only  way  to 
launch  a  c-SPAN-like  service 
now."  So,  gun,  beer,  and 
tobacco  lobbyists,  line 
up.       Catherine  Yang 


PAPER  PLAYS 

THE  BIG  BANG 
IS  IN  BONDS 


THE  NUMBERS  WOULD  MAKE 
any  self-respecting  Master  of 
the  Universe  happy.  The  vol- 
ume of  corporate  securities 
issued  in  the  fu'st  quarter  of 
1998  has  set  a  record,  says 
Securities  Data  Co.,  which 
follows  such  things.  Mostly, 
the  surge  is  in  bonds  and 
other  corporate  debt. 

Through  Mar.  24,  U.S. 
debt  and  equity  issues  totaled 


HUGENUMBERS 


Issues  of  U.S.  corporate  securities 
this  quarter  are  at  record  levels 
BILLIONS 


STRAIGHT  DEBT 

MCRTGAGE-/ASSET-B/;.;£OOEBT 

COMMON  STOCK 

ALLOTHflR 

DATA:  securitie;  JATACO. 


$297.7 
98.7 
24.1 
16^9 


$437.4  billion,  already 
surpassing  the  previous 
record  of  $372.5  billion  in 
the  third  quarter  of  1997. 
Slightly  more  than  two-thirds 
of  that  was  straight  bonds, 
and  about  one-fifth  was  mort- 
gage- and  asset-backed  debt. 

Why  the  love  affair  with 
the  bond?  Well,  the  yield 
curve  has  been  flat:  That's 
economist  talk  for  low  inter- 
est rates  for  longer  maturi- 
ties. Low  rates  drew  foreign 
borrowers  in  droves,  says 
SDC.  Big  offerings  included 
the  likes  of  the  $1.8  billion  in 
notes  sold  by  Cable  & 
Wireless,  a  British 
telecom  company. 

Demand  brings  sup- 
ply: Wall  Street's  bank- 
ers are  successfully 
marketing  their  ser- 
vices and  pushing  debt 
instmments.  P^or  bank- 
ers, Ql  1998  was  a 
very  good  quarter.  □ 


TALK  SHOW  USex  is  not  the  one  string  on  the  guitar.  Thei 
are  nine  more  commandments." 

— The  Reverend  Jesse  Jackson,  commenting  on  the  Presidential 
sex  scandals 


SHOW  BIZ 


THE  ROAR  OF  THE  PLASTIC 


FOOTLIGHTS:  Broadwajj'^  Kaglinie 


THEY  SAY  FOR  EVERY  LIGHT 

on  Broadway  there's  a  bro- 
ken heart.  Producers  are  less 
sentimental;  they'd  be  happy 
seeing  a  credit  card  for  each 
of  those  bulbs. 

They  may.  The  League  of 
American  'Theatres  &  Pro- 
ducers, Broadway's  trade  as- 
sociation, is  preparing  an  of- 
ficial credit  card.  The  Live 
Broadway  affinity  card,  simi- 
lar to  programs  offered  by 
sports  teams,  should  premiere 
around  the  time  of  the  Tony 
awards  in  June.  It's 
part  of  the 


league's  ongoing 
forts  to  step  up  m-< 
keting  for  the  $] 
billion  industry. 

The  market 
large.  There 
some  125  league  tl 
aters  nationwide 
of  them  in  N« 
York.  Thirty  milli 
people  saw  a  Bros 
way  show  last  ye, 
more  than  total  attendan 
in  any  pro  sports  league  e 
cept  baseball,  says  M 
Meui'er,  director  of  new-bu; 
ness  development  for  t 
Broadway  gi'oup. 

Wliat  do  you  get  vrith  tl 
card?  No  annual  fee  ai 
"competitive"  interest  rat 
says  issuer  First  USA.  Bom 
es  may  include  special  seatii 
at  shows,  backstage  toui 
good  buys  on  theater  mem 
rabilia — even  a  walk-on  p£ 
in  a  Broadway  show.  So  w 
knows?  Tliis  card  could  ma 
you  a  star 


UP  IN  THE  AIR 

COFFEE.  TEA,  OR 
ANOTHER  AIRLINE? 

IMAGINE  IF  BURGER  KING 
rewarded  frequent  diners 
with  a  meal  at  McDonald's. 
Well,  AirTi'an  Aii'lines,  for- 
merly ValuJet,  has  unveiled 
just  such  a  frequent-flyer  pro- 
gram— fi-ee  trips  on  other  air- 
lines. Its  ads  boast  that  its 
fi:'equent-flyer-  pr-ogi-am  is  "the 
fastest  way  to  ear-n  a  free 
ticket  on  Delta."  Why  prom- 
ise passengers  the  chance  to 
fly  with  a  rival? 

With  the  major  carTiers  of- 
ten matching  its  low  far-es, 
"the  tie-br-eaker  becomes  fre- 
quent-flyer pr'ogr-ams,  and  we 


lose,"  explaiJ 
M.  Ponder  Harj 
son,  senior  vice-president  f] 
mar'keting.  Customers  who 
12  coach  or-  six  business-claj 
roimdtrips  by  Dec.  31  can  g| 
a  ticket  on  another  carrit 
That's  double  the  flying  nee] 
ed  for  an  award  on  AirTral 

AirTr^an,  which  serves 
easter-n  cities,  will  buy  tickej 
on  several  airlines,  but  woif 
book  a  ticket  to  a  destinatii 
it  serves.  It  presumes  mat 
awartl-winner-s  are  headiri 
west.  Miami  aviation  consii 
tant  Robert  Booth  says  tl 
progr"am  is  "a  smart  markej 
ing  move,  but  I  question  t( 
economics."  Harrison  replie 
AirTran  will  find  the  cheape] 
tickets.  As  a  low-cost  carrie 
that's  something  it  kno\ 
about.  Gail  DeGeorl 
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On  your  next  audio  conference  call,  anyone  with  a  PC  and 
access  to  the  Internet  will  clearly  see  your  point.  Because  your 
visuals  will  be  right  on  their  computer  screen.  You  can  work 
together  discussing  and  revising  the  document  in  front  of  yoi 
So  everyone  will  always  be  on  the  same  page.  You  don't  ever 
have  to  be  an  MCI  long  distance  customer  to  use  it.  Get  a  free 
NET  Conference  when  you  schedule  an  audio  call  before 
April  15.  For  details,  visit  nmc.mci.com  or  call  1-888-239-2368. 


©1998  MCI  Telecommunications  Corporation.  All  rights  reserved.  Customer  is  responsible 
for  audio  conferencing  charges  and  any  additional  networkH/lCI  NET  Conferencing  charges. 
Other  terms  and  conditions  apply. 


conferencing 


MCI 


Now  your 
onference  calls 
can  be  more 
than  just  a 
lot  of  talk. 


DRAWN  &  QUARTERED 


CAR  TALK 

SO  THIS  MOOSE  SAYS 
TO  THE  MECHANIC... 

HEARD  THE  USE  ABOUT  THE 

new  Mercedes-Benz  peifume? 
It  smells  like  a  moose  and 
makes  people  fall  over.  If  you 
don't  get  the  joke,  you 
haven't  been  following  the 
travails  of  the  new  Mercedes 
A-class  car,  introduced  in  Eu- 
rope last  fall.  Mercedes  is 
ti-jing  to  overcome  a  public- 


relations  fiasco  after  its  car 
flipped  over  diunng  a  "moose 
avoidance"  test  set  up  by  a 
Swedish  auto  magazine.  The 
incident  prompted  plenty  of 
jokes  that  Mercedes  says  it 
may  actually  pubUsh  as  The 
100  Best  Moose  Jokes. 

Customer  to  a  Mercedes 
dealer:  "How  quickly  can 
you  deliver  the  new  A- 
class'?"  Dealer:  "You're  in 
luckl  There's  still  one  lying 
around  outside." 

mat  do  you  call  100  A- 
classes  lined  up  in  a  row? 
Dominoes. 

Right  after  the  accident, 
Mercedes  worked  to  improve 
the  car's  stability.  Polls 
showed  that  the  company 
gained  sympathy  for  admit- 
ting that  its  renowned  engi- 
neers had  blown  it,  and  sales 
began  to  rebound.  Mercedes 
now  says  it  has  a  new  rev- 
enue stream  from  the  A- 
Class:  renting  out  the  under- 
side of  the  cai's  as  billboards. 
Hey,  just  kidding,  just 
kidding.       David  Woodruff 


OVER  THERE 


THE  WIRELESS  FUTURE  IS-FINLAND? 


IF  THERE  WERE  AN  OLYMPIC 

event  for  mobile-phone  use. 
Finns  would  likely  win  the 
gold,  silver,  and  bronze.  Four 
of  eveiy  10  Finns  have  a  mo- 
bile phone,  and  sui've\--  -av 
90%  will  by  2000. 
So  it's  not  sur 
prising  that 
Finns  ai'e  pretty 
darn  good  at 
finding  new  uses 
for  the  things. 

Want  your  cai- 
washed?  Telecom 
Finland  and  Esso 
have  launched  a 
new  "Mobile  Car 
Wash"  senice  at  a  gas 
station  near  Helsinki.  Cus- 
tomers use  the  mobile  phone 
to  dial  a  special  number,  akin 
to  a  900  number  in  the  U.  S., 
that  approves  the  payment 
before  it  is  added  to  the 
phone  bin.  The  Finnish  "dial-a- 
wash" is  a  hit  with  the  sta- 


tion manager,  who  says  it 
speeds  up  sei"\ice. 

But  Telecom  Finland's 
plans  for  getting  folks  to  use 
phones  instead  of  cash  or 
credit  cards  don't  end  at  the 
car  wash.  The  company 
has  launched  an  ex- 
periment with  a 
Coke  vending  ma- 
chine at  the  Uni- 
versity of  Technol- 
ogy' in  Helsinki. 
And  at  tw-o 
Helsinki  restau- 
rants, you  can 
even  dial  up 
tunes  on  the 
jukebox  with 
your  phone.  "We  see  the  mo- 
bile phone  providing  all  sorts 
of  everyday  services,"  says 
Telecom  Finland  Vice-Presi- 
dent Jari  Jaakkola.  "These 
are  just  the  fu'st  quick  and 
dirty  appUcations."  More  ai'e 
on  the  wax.WilUatn  Echikson 


PERK  PLEASURES 

MARY  KAY'S 
OFF-ROAD  BONUS 

EVERYBODY  IX  THE  BEAUTY 

business  knows  that  selHng 
enough  lipstick  or  eyeliner 
gets  you  the  use  of  a  pink 
Cadillac  DeVille  at  Maiy  Kay 
It's  the  top  prize  for 
the  most  productive 
salespeople  at  the  cos- 
metics company. 

But  tastes  in  cars 
change.  So  does  Marj' 
Kay's  automobile  in- 
centive progi-am.  Now 
the  company  has  added  JIMMY 
a  sport-utility  vehicle, 
a  white  GMC  Jimmy,  to  the 
hneup.  It  doesn't  replace  the 
Cadillac,  but,  says  spokes- 
woman Karen  Dodge,  "we 
hke  the  idea  of  being  able  to 
offer  women  choices." 

In  Maiy  Kay's  pecking  or- 
der, the  Cadillac  goes  to  the 
top  producers,  a  pink  Pontiac 


Grand  Prix  to  the  next  bes' 
and  a  red  Grand  Am  to  th 
thii-d  tier.  The  Jimmy,  avai 
able  since  Januaiy,  is  now  a 
alternative  to  the  Gi-and  Pii: 
To  get  it,  sales  director; 
units  must  total  $75,000  i 
sales  in  six  months  and  mail 
tain  a  monthly  pace  ( 
$12,500  in  sales  for  the  nej 


Xot  so  pretty  in  pink? 


two  yeai's.  Winners  can  u- 
any  car  for  only  two  years. 

Maiy  Kay  with  10,000  c" 
claims  the  largest  commerc' 
fleet  of  GM  passenger  cars 
the  world.  Still,  what's  go 
for  GM  in  the  U.  S.  falls  fl 
internationally.  Top  seUei's 
Russia  get  a  Volvo. 


THE  BIG  PICTURE 


POISON  PILL  ANTIDOTE 

More  shareholders  are  voting  against  poison  pills — 
defenses  that  make  takeovers  more  difficult.  Most 
ch  resolutions  are  merely  advisor^',  though,  and 
so  far  management  generally 
pays  no  attention. 


VOTES  TO  SCRAP 
POISON  PILLS  AS 
PERCENT  OF 
TOTAL  CAST 


'90  '91  '92  '93  '94  '95  '96  '97  '98 
DATA:  GEORGESON  &  CO.  PERCENT  ▲ 


FOOTNOTES  Fi-equ"nt  flier.^  -.vho  try  to  fly  an  airline  with  the  best  food:  56%.  Those  who  w  ould  pay  more  for  top  cuisine:  26% 
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DATA:  LSG  LUFTHANSA  SERVICE  HOLDING  AG 


fRAXAflt  SQUEEZES 


fresh  ideas  out  of  carbon  dKxide.  Like  a 


^2  "snow"  that's  so  cold  it  heMs  keep  a  trainload 
food  frozen  for  a  month  wjlhout  electricity.  And 


s  d; 


ds^fresh  twice  as  long 


thout^.^servatives.  IN0  wonder  over  2; 


ide'tum  to  us  for  png^itable 


eas.  No  wonder,  too,  we're  a  $47  billion 


*  - 

dustrial  gas  company.  And  growing.  •  ^ 
f^PRAXAIR  Making  our  planet  more  productive. 


For  more  information  please  call  1-800-PRAXAIR  e-mail:  info@praxair.com  ©1998  PRAXAIR,  INC. 
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Reader's  Report 


EDITOR'S  MEMO 


AN  HONOR  FOR  NEW  MEDIA 


As  cyberspace  gets  more  crowd- 
ed, most  Web  sites  have  to 
struggle  for  recognition.  But 
Business  Week  Online  has  just  been 
singled  out  by  the  judges  of  the 
National  Magazine 
Awards  as  a  finalist 
in  New  Media  for 
the  second  year  in  a 
row.  We're 
extremely  proud  of 
this  honor,  coming 
as  it  does  from  our 
peers  in  the  maga- 
zine industry,  where  competition 
online  is  as  intense  as  in  print. 

Over  the  past  year.  Business 
Week  Online  has  steadily  increased 
in  size  and  sophistication,  and  our 
audience  has  grown  significantly. 
We've  added  regular  investment 
and  personal  finance  features  in 


our  Daily  Briefing  area,  an  Interac- 
tive Mutual  Fund  Scoreboard  in  In- 
vestors Central,  and  many  more  on- 
line-only supplements  to  each  week's^  * 
magazine  (see  our  online  versions 
of  the  BW  50  and 
Standard  &  Poor's 
500  from  the  Mar. 
30  issue). 

Our  goal  is  to 
keep  improving 
Business  Week 
Online — and  keep 
working  hard  to 
stay  in  the  front  of  the  growing 
cyberpack.  Please  visit  us  soon  at 
WAVw.businessweek.com  or  on  Amer- 
ica Online  at  keyword:  BW. 
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Editor-in-Chiel 


AETNA  SETS 

THE  RECORD  STRAIGHT 


I  am  astounded  that  business  week 
could  so  wrongly  interpret  Aetna's 
strategy  ("Aetna's  Brave  Old  World," 
Finance,  Mar.  30).  This  strategy  has 
been  clearly  and  consistently  articulat- 
ed the  same  way  for  the  past  three 
years. 

I  am  equally  mystified  as  to  how 
anyone  could  miss  the  point  that  the 
$1  billion  acquisition  of  NYLCare,  a 
managed-care  company  with  2.2  mil- 
lion members,  represents  "another  im- 
portant step  in  our  strategy  of  contin- 
uing to  grow  our  health  business,"  as 
we  stated  in  our  Mar  16  press  release 
announcing  the  deal.  To  conclude  oth- 
erwise defies  all  logic. 

Abandoning  oui'  strategy  would 
make  no  sense  at  a  time  when  man- 
aged care,  which  meets  the  customer 
need  for  access  to  affordable,  high-qual- 


ity  health  care,  continues  to  grow  wes, 
double-digit  rates.  We  were  a  lead  site 
in  managed  care  prior  to  this  acquis  W; 
tion,  which  unquestionably  strengths 
our  position. 

In  addition,  among  the  other  nume 
ous  inaccuracies  in  your  story  is  a  s 
rious  misstatement  of  fact  that  is  mi 
leading  to  our  customers:  Far  fro 
having  been  sold,  our  annuity  busine 
is  going  strong,  with  more  than  $: 
billion  in  customer  assets  under  ma  x\ 
agement  at  yearend  1997,  up  23%  ov  ildi 
1996. 

Further,  I  never  made  the  statta 
ment  that  "we  are  an  insurance  coifplan 
pany."  What  I  have  said  consistently 
that  since  1995,  when  we  decided  v  >; 
could  no  longer  be  all  things  to  all  pe 
pie,  Aetna's  strategy  has  been  to  foci 
on  the  two  areas  that  matter  mo 
to  people — their  health  and  thefcerJ 
financial  security — and  to  be  a  leadi  jsct 
in  those  businesses  in  the  U.  S.  ai 
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lected   international  markets. 

Richard  L.  Huber 
President  and  ceo 
Aetna 
Hartford 

f-'s  note:  The  story  misstated  Aet- 
trategy.  We  regret  the  error. 

ON  DICKINSON:  SAFE 
LES  ARE  EASY  TO  FIND 

ir  article  "Locked  out  of  the  hos- 
(Social  Issues,  Mar  16)  on  health- 
^roup  purchasing  organizations 
contains  several  implications  re- 
to  health-care  worker  safety,  in- 
ion,  product  quality,  and  trade 
:es.  It  suggests  that  thei'e  is  only 
ampany  providing  products  that 
•t  health-care  workers  against  ac- 
al  infection,  and  that  this  small, 
'ative"  company  is  being  locked 
f  the  market,  thereby  denying 
als  the  opportunity  to  protect  pa- 
and  caregivers. 

reality,  Becton  Dickinson  &  Co. 
amerous  other  companies  develop 
ipply  safety  products  to  the  mar- 
n  the  case  of  Becton  Dickinson, 
f  total  U.  S.  revenue  in  fiscal  1997 
he  three  businesses  offering 
ps"  and  related  products  came 
the  sale  of  safety  products  and 
es.  Becton  Dickinson,  one  of  the 
t  companies  in  the  medical  tech- 
/  industry,  pioneered  the  devel- 
at  of  safety  products  over  10 
ago. 

■  story'  describes  an  isolated  prob- 
hat  was  experienced  by  Becton 
ison  last  year  with  a  prepared 
l-media  product,  and  it  suggests 
)atients  were  potentially  at  risk, 
was  never  the  case.  When  this 
issue  arose,  our  employees 
d  around  the  clock  to  ensiu'e  that 
als  received  high-quality  product 
ed  from  a  second  Becton  Dickin- 
ant. 

ally,  the  article  refers  to  allega- 
that  GPO  contract  negotiations 
ly  restrict  free  trade.  As  in  all 
usiness  dealings,  Becton  Dickin- 
negotiations  with  Premier  Inc. 
entii'ely  legal  and  ethical  in  every 
zt. 

Clateo  Castellini 
President  and  ceo 
Becton  Dickinson  &  Co. 
Franklin  Lakes,  N.J. 

>ERILS  OF  MAKING  BEAUTY 
\  QUALIFICATION  

Robert  J.  BaiTo's  "So  you  want  to 
the  beautiful.  Well,  why  not?" 
omic  Viewpomt,  Mar.  16),  the  only 
$arro  proves  is  that  we  are  a  so- 
that  values  physical  beauty  over 


merit.  What  standard  of  beauty  is  Mr. 
Barro  referring  to? 

As  a  white  male  (kudos  to  business 
WEEK  for  providing  a  photo),  he  obvi- 
ously has  never  experienced  the  dis- 
crimination women  face  every  day  as 
we  are  judged  by  our  bodies,  faces, 
and  dress.  How  does  he  think  it  feels 
knowing  that  one  has  been  hired  first 
because  of  appearance,  secondarily 
[because  of]  ability?  Are  these  the 
hiring  standards  used  at  Harvard 
University? 


If  we  are  to  follow  Barro's  I'easoning, 
it  is  my  right  as  a  consumer  and  tax- 
payer to  dictate  the  physical  qualities 
necessary  for  my  patronage  of  a  busi- 
ness or  service.  As  a  young,  hetero- 
sexual woman,  I  am  tired  of  seeing  un- 
attractive, middle-aged  white  men 
everywhere.  In  fact,  I  would  appreciate 
seeing  more  young,  beautiful  doctors, 
chief  executive  officers,  and  academics. 
As  Mr.  Barro  asserts,  this  quality  is 
just  as  vahd  as  intelligence,  ability,  and 
merit.  If  I  get  my  way,  Mr.  Barro,  I'm 


'We're  trying  to  break  him 
of  begging  for  bandwidth  at  the  table. 
And  since  that  Williams  network  is  back, 
there's  no  need. " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.wilttales.com.  or  cdl!  1-800-WILLIAMS,  where  you  don't  have  to  beg  for  you-know-what- 
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IMPRESSIVE 
PERFORMANCE, 
CONSERVATIVE  APPROACH 


T.  Rowe  Price  Eqjuity  Income  Fund.  One  of  the  best 
ways  to  cushion  your  stock  portfoho  against  the  ups  and 
downs  of  the  market  is  by  investing  in  companies  that 
offer  strong  dividends 
rather  than  appreciation 
potential  alone.  And  one 
way  to  take  advantage 
of  this  conservative  stock 
approach  is  with  our 
Equity  Income  Fund. 


Average  Annual  Total  Returns 

as  of  12/31/97* 

H  Equity  Income  Fund 

□  Lipper  Equity  Income  Funds  Average 


2751% 


1  year 


5  years 


10  years 


Proven,  long-term 
performance.  For  more 

than  10  years,  the  fund  

has  rewarded  investors 

with  substantial  income  and  capital  growth — and  has 
done  so  at  a  relatively  low  level  of  risk.  In  the  process,  the 
fund  has  outperformed  its  Lipper  Category  Average — time 
after  time — and  earned  Morningstar's  highest  rating  for 

overall  risk-adjusted  performance. 
It  was  rated  among  2,364;  1,315; 
and  680  domestic  equity  funds  for 
the  3-,  5-,  and  10-year  periods  ended 
1/31/98,  respectively.** 

If  you're  looking  for  the  long-term  performance  of  stocks 
with  reduced  exposure  to  market  volatility,  call  us  today. 
Of  course,  past  performance  cannot  guarantee  future 
results.  Minimum  investment  $2,500  ($1,000  for  IRAs). 
No  sales  charges. 


★  ★★★* 

Morningstar 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-6158 

www.  troweprice.com 


Invest  With  Confiden.ce 

TRoweR-ice 


*Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  Investnieni  return  and 
principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  origin:il  purchase.  (Source:  Lipper 
Analytical  Services,  Inc.)  "Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  l/SI/98. 
These  ratings  may  change  nioitihly  and  are  ciilculaled  from  the  fund's  3-,  5-,  and  lO-year  average  annual  returns  in  excess 
of  90-day  Treasury  bill  returns  \\:.h  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  hind  performance  below  90- 
day  Treasury  bill  returns.  The  hind  received  5,  5,  and  4  stars  for  the  .5-,  5-,  and  10-year  periods,  respectively.  Ten  percent 
of  the  hinds  in  an  investment  category  receive  5  stars,  and  the  next  22.5%  receive  4. 

Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  eifo-ii  i4i 
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CORRECTIONS  &  CLARIFiCATiONS 

"Palmy  days  for  3Com?"  (Information 
Technology,  Mar.  16)  should  have  stated 
that  the  AstroPilot  is  an  astronomy  refer 
ence  tool. 


sorry;  Tom  Cruise  will  have  to  repla 
you  at  Harvard. 

Lisa  Nielson-Hathaw 
Albany,  N. 

THE  TOUGHEST  STANDARDS 
IN  THE  NATION':  CalPERS 

We  expect  critics  to  call  us  on  t 
cai-pet  when  we're  not  responsive  to 
sues,  but  when  we  act  swiftly  to  crea 
sweeping  ethics  standards,  the  fac 
should  be  reported  fully  ("Goveman 
doc,  heal  thyself,"  News:  Analysis 
Commentary,  Mai'.  16).  Our  board's  stai^ 
dards  ai-e  the  toughest  in  the  nation — : 
ban  on  poKtical  contributions,  a  policy  o 
contractor  disclosure  of  financial  tiei 
enhanced  openness  about  investmer 
decision-making,  monthly  gift-reportin 
requirements,  and  a  no-contact  laile  fc 
contractors  ft'om  the  date  that  a  con 
petitive  bid  document  is  mailed. 

James  E.  Burton,  CE 
California  Pubhc  Employee; 

Retirement  Systeii 
Sacrament' 

COUNTING  THE  FRENCH  IN  SILICOl 
VALLEY 


"Go  West,  young  Frenchman"  (Intel 
national  Business,  Mar.  9)  contains 
certain  number  of  inaccuracies.  Th 
number  of  Fr'ench  citizens  registered  £ 
the  Consulate  General  of  France  in  Sa 
Francisco  is  not  40,000  but  13,900.  Th; 
number  of  the  registrations  has  nc 
quadrupled  since  1991.  At  that  date, 
was  10,400.  By  definition,  it  is  impossibl 
to  know  the  number  of  nonregisterei 
French  citizens.  But  there  is  no  reasoj 
that  number  should  increase  more  tha 
the  number  of  registered  citizens. 

Andre  Parar 
Consul  General  of  Franc 
San  Francisc 

Editor's  note:  Several  sources,  inclut 
ing  goiiemment  officials,  corifirnwd  the 
1^0,000  French  expatriates  are  estima 
ed  to  be  living  in  and  arotmd  Silico 
Valley. 

DID  GEICO  GET 
A  BAD  RAP? 


Howard  Gleckman's  "Steering  you 
car  insurer  to  a  fair  deal"  (Person; 


thing  in  our  power  to  make  the  decision  easy. 


Like  arranging  face-to-face  meetings  with  state 
and  local  leaders.  Finding  unexpected  ways  of 
reducing  costs.  Even  offering  incentives  some 
businesses  would  consider,  well,  miraculous.  ■  To 
learn  more,  call  1-800-340-3323.  Because,  when  it 
comes  to  business,  Mississippi  may  well  be  the 
promised  land. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  RO.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://www.mississippi.org 
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Bank  ot  America  is  the  proud 
sponsor  of  the  PGA  TOUR 
West  Coast  Swing.  This  series  of 
eight  tournaments  raises  more  than 
So  million  each  vear  tor  charities 
in  West  Coast  communities. 
This  year  tor  the  tlrst  time,  the 
World  Golt  Foundation  will  also 
benefit.  The  Foundations  First  Tee 
program  is  dedicated  to  bringing 
goh  s  character-building  values  to 
vouth  who  otherwise  would  not 
have  had  the  opportunit)'. 


Bank  of  America 


The5-^ 
First  Tee 


Sir  John  Templeton's 
new  book  is  bad  news 
for  pessimists. 


aders  Report 


ss,  Mar.  9)  could  have  shown 
lers  how  the  insurance  process 
after  a  car  is  stolen,  but  his  re- 
as  incon-ect.  Geico's  original  offei- 
;41  more  than  he  said.  The  dif- 
i  between  Geico's  initial  offer 
;  amount  accepted  by  Gleckman 
78,  not  $1,156.  The  16-page  con- 
s' report  used  to  help  determine 
value  Usted  16  other  '90  Ac- 
not  just  three.  (We  offered  him 
■  the  highest  nor  the  lowest  val- 
3ng  all  these  cars.)  Questioning 
jectivity  of  the  report  because 
r  for  it  is  ridiculous.  The  report 
altered  to  please  the  client. 

George  W.  Rogers 
Vice-President 
Government  Employees 
Insurance  Co. 
Washington 
's  note:  Gleckman  disagrees  with 
numbers. 
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mg  for  computer  equipment?  Visit  Maven,  our 
le  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information, 
lo  to  Keyword:  Maven  on  America  Online, 

or  to  the  World  Wide  Web  at: 
ww.maven.businessweek.com 
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The  noted  financier  and  philanthropist 
documents  the  many  ways  our  lives 
are  improving—  physically,  mentally, 
and  spiritually— and  urges  nay-sayers 
to  wake  up  to  the  truly  astonishing 
success  of  free  competition. 

"A  refreshing  balance  to  the  negative, 
sometimes  cynical,  views  in  the 
media."— Jimmy  Carter 

"Gives  all  of  us  great  hopes  and  high 
expectations  for  our  next  century 
and  the  new  millennium."  —Jack  Kemp 

Ti:mpi.eton  Foundation  Pi{ess 

I  neir  vision  of  spiriliHtl  jtropvs.s 


ISBN  1-890151-02-5,  $19.95  hardcover 
Available  at  bookstores  now  or  call 
1-800-621-2736  for  ordering  information. 

www.templeton.org 
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XMS" 


We've  always  helped  save  trips. 

We  also  offer  the  only  fully 
integrated  system  that  plans, 
pays  for  and  expenses  them  too. 

Welcome  to  RoundTrip  Services "  @  American  Express. 

The  only  comprehensive  way  to  manage  business  travel  and 
expense  reporting  before,  during  and  after  a  trip. 

And  what  if  your  trip  hits  a  snag?  From  wayward  wallets 
to  shifting  schedules  to  legal  or  medical  referrals,  just  pick  up 
the  phone,  and  a  dedicated  service  representative  will  help  you 
regroup.  Twenty-four  hours  a  day. 

From  the  beginning,  planning  couldn't  be  simpler.  AXI, 
American  Express  Interactive,  developed  in  partnership  with 
Microsoft  Corporation,  allows  on-line  access  to  air,  lodging  and 
rental-car  pricing  and  booking  — all  within  company  policy. 

After  the  trip,  Portable  Software's  XMS  automatically 
fills  in  your  Corporate  Card  charges  and  allows  you  to  create 
customized  expense  reports  in  minutes. 

In  addition,  savings  reach  from  negotiated  pricing  right 
through  streamlined  procedures,  reporting  and  compliance. 
Call  us  at  1  800  AXP  1200  to  discover  how  RoundTrip  Services 
is  a  better  way  to  help  your  business  do  more. 


do  more 


Corporate 
Services 


www.AmericanExpress.com/CorporateServices 
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THE  GREAT  BETRAYAL: 

How  American  Sovereignty  and  Social  Justice 

Are  Being  Sacrificed  to  the  Gods  of  the  Global  Economy 

By  Patrick  J.  Buchanan 

Little,  Brown  .  320pp  •  $22.95 


TILTING  AT 

THE  FREE-TRADE  DRAGON 


I was  having  lunch  with  author  and 
Canadian  poHtical  activist  Maude 
Barlow,  listening  to  her  explain  why 
Canadians  must  be  protected  fi'om  for- 
eign news  media  by  content  quotas  and 
investment  controls  on  magazines,  tele- 
vision, and  books.  "Canadian  joiunalists 
are  best  able  to  interpret  the  news  foi- 
Canadians,"  she  insisted,  adding:  "Of 
coiu'se,  I'm  no  Pat  Buchanan,  either" 

But  gTiess  what — Patrick  J.  Buchanan 
agrees  with  her  views.  "If  Canada  wish- 
es to  retain  her  cultural  identity  and 
restrict  the  flood  of  U.  S.  magazines,  TV 
shows,  and  films,  why  are  Canadians 
wrong?"  asks  the  TV  pundit  and  two- 
time  contender  for  the  gop  Presidential 
nomination  in  The  Great  Betmyal:  How 
Ainerican  Sovereignty  and  Social  Jus- 
tice Are  Being  Sacrificed  to  the  Gods 
of  the  Global  Economij. 

In  fact,  Bai'low  and  much  of  the  U.  S. 
public  may  be  closer  to  embracing 
Buchanan-omics  than  most  of  them  re- 
alize. As  international  trade  has  gi'own 
during  the  1980s  and  '90s  to  dominate 
much  of  the  U.  S.  economy,  it  has  done 
a  lot  of  good.  But  so  too  has  it  brought 
out  the  bad — wage  stagnation,  drug 
trafficking,  environmental  degradation, 
sweatshop  and  child  labor  And  it  has 
been  the  negative  effects  that  have  been 
in  the  news.  Now,  Buchanan,  largely  ig- 
noi-ing  the  good  that  trade  also  accom- 
plishes, makes  the  case  for  recognizing 
another  of  trade's  deleterious  effects: 
the  loss  of  national  political  control  that 
comes  with  globalization  and  free  trade 
pacts.  Here  Buchanan  resides  amid  an 
odd  but  ever-gi-owing  league  of  nation- 
alists across  the  political  spectrum  that 
includes  Barlow,  Ralph  Nader,  General 
Suharto,  and  Mexican  corn  gi'owers. 

Buchanan's  best  argument  is  this: 
Economic  policy — "enlightened  nation- 
alism"— ought  to  benefit  a  nation  and 
its  people,  not  some  one-world  ideal 


found  nowhere  outside  economic  text- 
books. "The  economy  is  not  the  coimtry; 
the  country  comes  first,"  he  says.  But 
that's  changing  rapidly,  he  notes.  In 
Washington,  instead  of  patriots, 
Buchanan  finds  international  trade  poli- 
cymakers who  serve  the  interests  of 
rootless  "transnationals"  such  as  Boe- 
ing, ConAgra,  and  Motorola.  These  gi- 
ants are  heartlessly  abandoning  Ameri- 
ca for  "a  Darwinian  world  of  the 
borderless  economy,  where  sentiment  is 
folly  and  the  fittest  alone 
siu-vive.  In  the  eyes  of  this... 
elite,  men  and  women  are 
not  family,  finends,  neighbors, 
fellow  citizens,  but  'con- 
sumers' and  'factors  of  pro- 
duction,' "  he  laments. 

Standing  in  contrast, 
Buchanan  says,  are  such 
Americans  as  Roger  Mil- 
liken,  founder  of  textile  com- 
pany Milliken  &  Co.,  and 
Aaron  Feuerstein,  CEO  of 
Maiden  Industries  Inc.  When 
textile  plants  of  each  com- 
pany burned  down  in  Georgia  and 
Massachusetts,  respectively,  workers 
were  kept  on  the  payi'oll  and  plants  re- 
built. That  made  them  "conservatives 
of  the  heart." 

Buchanan  hasn't  always  been  so  ten- 
derhearted, of  course.  As  a  speech- 
wi-iter  in  the  Reagan  White  House,  he 
once  happily  prepared  a  veto  message 
for  a  textile-protection  bill  sought  by 
Milliken.  Moreover,  when  he  has  ex- 
hibited passion  in  the  past,  it  has  been 
to  defend  accused  Nazi  war  criminals, 
criticize  immigration,  and  attack  liber- 
als, homosexuals,  feminists.  Democrats, 
and  Israel.  As  a  result,  he  has  been 
widely  accused  of  anti-Semitism,  xeno- 
phobia, and  homophobia. 

Tlie  Great  Betrayal  provides 
Buchanan  another  opportunity  to  flail 


PATRICK  J. 
BUCHANAN 
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The  Great  Retraya 


wildly  at  the  reactionary  gong  vrith  s 
statements  as  this:  Globalization  is  cai 
ing  allegiances  to  shift  "from  nation 
ethnocentrism,"  leading  to  segregat 
student  dorms,  ethnic  anger,  and  Shii 
militias,  while  impelling  a  breakup 
Canada,  Britain,  and  Italy. 

Unfortunately,  these  sorts  of  di 
warnings  often  overshadow  Buchanai 
legitimate  and  worrisome  message  th 
U.  S.  citizens  are  losing  control  of  th( 
economy.  He  also  errs  by  giving  t 
much  credence  to  the  supposed  ben 
of  high  tariffs  in  U.  S.  history.  As 
proud  protectionist,  Buchanan  pla- 
himself  among  Presidents  Washingt 
Lincoln,  McKinley,  and  Teddy  Roosevi 
"Protectionism,  then,  is  not  some  ali 
dogma,"  writes  Buchanan.  "It  is  Ami 
ica's  own  invention,  the  defense  pe: 
ter  of  the  world's  gi'eatest  free 
zone,  an  integi'al  element  of  the  Ame 
can  free-market  system,  and  an  ind 
pensable  contribution  to  national  pre 
perity."  Certainly,  taiiffs  helped  nmtu 
fledgling  U.  S.  manufacti 
ing.  But  even  Adam  Smi 
I'ecognized  the  "infant  ind 
try"  justification  for  tari: 

So,  naturally,  Buchan 
proposes  higher  tariffs- 
phased-in  15%  tariff  on  i 
ports  and  a  correspondi 
cut  in  income  taxes.  0th 
tariffs  would  be  adjusted 
a  country-by-country  ba: 
to  equalize  wage  rates  a 
currency  fluctuations.  Jap 
and  Cliina  would  be  hit  v.i 
special  tariffs  in  retaliati 
for  their  unfair-trade  practices.  B 
Buchanan  fails  to  address  the  result 
the  world  economy  if  others  follow 
suit.  Nor  does  he  recognize  the  cc 
sumer  to  be  as  important  as  the  pi 
ducer  of  goods,  or  that  iiigher  standar 
of  living  due  to  lower  consumer  pric 
are  also  an  outcome  of  trade.  Besidi 
what  if  Canadians  prefer  watching 
Mi-)iutes  or  Jeiry  Springer  to  the  so 
nambulant  Canadian  Broadcasti 
Corp.?  Shouldn't  they  be  allowed? 

Buchanan  may  find  himself  cairyi 
The  Great  Betrayal  as  his  campai 
manifesto  in  2000.  If  so,  he'd  better 
prepared  to  answer  a  lot  of  questions 
trade  economics. 

BY  PAUL  l\/IAGNUSS( 
Magnusson  covers  trade  and  glol 
economic  policy  from  Washington. 
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BUCHANAN  TRUMPETS  THE  MESSAGE  THAT  U.S. 


CITIZENS  ARE  LOSING  CONTROL  OF  THE  ECONOMY 
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How  one  telecom  exec  is  using  Clarify  to  make 

new  friends  and  keep  the  old. 


Bob  Rouse,  Executive  VP  Engineering  Systems  S.  Operations 


Witli  24()"(i  <^'owth  last  year,  tele- 
comnniiiicdtions  provider  TntcrDiedia 
Com  HI  n  meat  ions  is  well  on  the 
way  to  beeoniing  a  household  name. 
Tb  fuel  that  growth,  Boh  Rouse  has 
made  eiistomer  seiuiee  Intermedia's 
top  priority. 

"More  tlian  price,  more  than  product, 
we  believe  our  reputation  will  set 
us  apart.  Our  advantage  has  to  be 
high-quality  service.  Service  sells. 
There  is  major  opportunity  right 
now  for  telecommunications 
providers  who  can  understand, 
anticipate  and  satisfy  customer 
needs.  And  Clarify  has  equipped  us 
to  do  exactly  that.  They've  built 
software  specifically  for  the  tele- 
communications industry.  Software 
that  helps  us  know  our  customers 
better.  Without  a  doubt,  loyal  cus- 
tomers are  our  best  selling  tools." 


4a  CLARIFY 

jMBteat^  ^.ilfs  .i7id  SRr\'icK  Solution:^  th.u  Work. 


Clarity's  front  office  solutions  automate  processt^s 

in  sales  and  marketing,  customer  service,  field  service 

and  logistics,  quality  assurance  and  help  desks. 


nl^  Service  Solutions,  th.u  Work. 

1  ■888  CLARIFY 
WW.  c  1  a  r  i  f  \  .  com 


Health  and  nutrition  are  predominant  concerns  of  the  future  in  which  biotechnology  holds  the  key  to  innovation.  Hoechst  Marion  Roi 
our  pharmaceutical  company,  is  utilizing  biotechnology  to  develop  highly  effective  drugs  in  the  fight  against  currently  incurable  disd 
Our  agribusiness,  Hoechst  Schermg  AgrEvo,  is  ensuring  nutrition  for  the  world's  growing  population  through  integrated  crop  productic 


Hoechst  IS  an  international  group  of  companies  spearheading  innovation  in  Life  Sciences,  including  Hoechst  Marion  Roussel  t 


The  Future  in  Life  Sciences 


any  and      AgrEvo  the  agribusiness. 


Hoechst  AG,  D-65926  Frankfurt,  http://www.lioeciist.com 
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THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pincners  shall  Inherit  the  earth. 

DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levine  (Harper- 
Business  •  $25)  Forget  about  the  will — and  the  conventional 
wisdom,  says  a  financial  adviser. 

YOU  HAVE  MORE  THAN  YOU  THINK  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $25)  Help  for  the  investment- 
challenged. 

CHARLES  SCHWAB'S  GUIDE  TO  FINANCIAL  INDEPEN- 
DENCE by  Charles  R.  Schwab  (Crown  •  $23)  Tips  from  the 
discount  brokerage  ceo. 

5  HOW  TO  RETIRE  RICH  by  James  O'Shaughnessy  (Broadway  • 
$25)  Number-crunching  your  way  to  the  golden  years. 

6  BUFFETTOLOGY  by  Mary  Buffett  and  David  Clark  (Scribner  • 
$27.50)  An  ex-daughter-m-law's  take  on  Buffett's 
techniques. 

7  SELLING  THE  INVISIBLE  by  Harry  Beckwith  (Warner  •  $15) 
A  collection  of  bite-size  lessons  on  marketing. 

8  THE  NEW  RULES  OF  MONEY  by  Ric  Edelman  (HarperCollins 
•  $25)  Rules?  There  are  rules?. 

9  EVERY  INVESTOR'S  GUIDE  TO  HIGH-TECH  STOCKS  & 
MUTUAL  FUNDS  by  Michael  Murphy  (Broadway  •  $27.50)  A 
Worth  columnist's  insider  tips. 

10  THE  COMMANDING  HEIGHTS  by  Daniel  Yergin  and  Joseph 
Stanislaw  (Simon  &  Schuster  •  $26)  The  march  of 
globalization  recounted. 

11  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  A  former  cab  driver's 
formulas  for  striking  it  rich. 

12  ONLY  THE  PARANOID  SURVIVE  by  Andrew  S.  Grove 
(Currency  •  $27.50)  Intel's  ceo  describes  how  to  turn  crises 
into  moments  of  opportunity. 

13  THE  PROFIT  ZONE  by  Adrian  J.  Slywotzky  and  David  J.  Mor- 
rison with  Bob  Andelman  (Times  Business  •  $25)  Reshaping 
your  business  to  move  where  the  money  is. 

14  THE  CIRCLE  OF  INNOVATION  by  Tom  Peters  (Knopf  •  $30) 
"Create  waves  of  lust, "  says  business  writing's  No.  1 
cheerleader. 

15  MAKING  THE  MOST  OF  YOUR  MONEY  by  Jane  Bryant  Quinn 
(Simon  &  Schuster  •  $30)  An  updated  edition  of  the 
columnist's  1991  guide. 


THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Ton- 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 

THE  ERNST  &  YOUNG  TAX  GUIDE  1998  by  the  Tax  Partner 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
Nuts  and  bolts. 
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THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David  an 
Tom  Gardner  (Fireside  •  $12)  "So,  where  do  I  find  stocks?"   ,  ' 
and  other  queries,  asked  and  answered. 

J.K.  LASSER'S  YOUR  INCOME  TAX  1998  by  the  J.K.  LasseitTT 
Institute  (Macmillan  •  $14.95)  Time  to  fire  up  the  calculate  \l 
THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 
9  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

10  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Books 
$19.95)  From  stocks  to  small  business — with  cartoons,  too. 

THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman  (Barron 
•  $1 1.95)  What  IS  an  oligopsony  anyway? 
PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 
Books  •  $19.95)  Lighthearted  primer.  njto] 
14  HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Browi  m 
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(IDG  Books  •  $16.99)  Getting  your  dream  house. 

15  TAXES  FOR  DUMMIES  by  Eric  Tyson,  MBA,  and  David  J. 
Silverman,  EA  (IDG  Books  •  $14.99)  A  line-by-line  how-to. 


BUSINESS  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  repre 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  February. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 
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THE  TITLE  IS  SCARY — AND  THAT'S  JUST  THE 

beginning.  In  Die  Broke,  the  No. 2  hard- 
back on  this  month's  best-seller  list,  financial  consultants 
tephen  M.  Pollan  and  Mark  Levine  offer  depressing  money-man- 
a^'ement  lessons.  Your  career  may  be  soaring  today,  but  a  soft 
landing  probably  doesn't  await  you  at  the  end,  augur  the  authors. 
Get  ready,  boomers:  In  this  life,  you're  on  your  own. 

Their  formula  for  survival?  "Quit  today,  pay  cash,  don't  retire, 
die  bi'ike."  The  first  of  these  is  deceptive:  No,  you  don't  really 
get  to  'iuit.  Rather,  the  authors  mean  you  should  "abandon  any 
remaini'ip  tinges  of  loyalty  to  your  employer"  and  always  be  look- 
ing for  another,  higher-paying  job.  Then,  toss  your  credit  cards 
and  live  frugally.  Forget  retirement,  "an  idea  that  worked  for  one 


generation  only"  as  a  result  of  demographics  favoring  today's  s 
niors.  Finally,  plan  to  use  up  all  of  the  nest  egg  you  construe 
leaving  nothing  to  heirs. 

Die  Broke  provides  a  useful  glossary  on  such  subjects  as  chi 
liable  remainder  trusts  and  reverse  mortgages.  But  first,  reade 
have  to  endure  a  fright  test.  On  pensions  we're  told:  "Most 
you  will  be  fired  long  before  you're  vested."  On  consumptio 
"make  spending  as  difficult  and  uncomfortable  as  possible."  C 
life  after  50,  we're  advised  to  emulate  the  Japanese,  "wl 
continue  on  the  )ob...as  'temporary  workers'... giving  up  seme 
ity  and  promotions  and  accepting  equivalent  cuts  in  their 
come."  Hey,  Stephen  King  fans,  it  doesn't  get  any  better  th 
this.  BY  HARDY  CREEP 


ire, 
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ichnology  &  You 


FEPHEN  H.  WILPSTROM  

iNDHELDS  STILL 
WE  A  WAYS  TO  GO 


latest  models' 
r  screens  look 
t,  but  their  weak 
vare  is  limiting 

rThat  a  difference  col- 
VI  or  makes.  When  I 
?  first  looked  at  hand- 
somputers  built  to  use 
soft's  Windows  CE  soft- 
about  18  months  ago,  I 
that  the  attempt  to 
ite  the  look  and  feel  of 
op  Windows — designed 
ig  color  screens — on  a 
gray  display  didn't 
very  well, 
w,  color 
lelds  are  on 
market, 
devices  still 
00  large  to 
ito  a  pocket 
I'se  and  too 
for  true 
-typing.  But 
can  be  useful 
)lks  who  use 
E-mail,  light- 
word  processing, 
itom  programs. 
ENIENCE  LOSS.  Col- 
iposes  some  trade-offs. 
Is  from  Hewlett- 
ird,  Shai-p,  and  Hitachi, 
ipcoming  products  from 
md  LG  Electronics,  cost 
to  $1,000.  That's  $400  to 
more  than  monochrome 
)ns.  Perhaps  more  sig- 
nt,  the  monochrome  de- 
get  20  hours  or  so  of 
'om  a  pair  of  aa  batter- 
i^hile  color  models  gets 
six  to  eight  hours  fi'om 
hargeable.  That  should 
lenty  of  power  to  get 
igh  a  day's  work,  and 
can  always  carry  a 
But  you  lose  the 
gency  fallback  of  simply 
ng  in  a  couple  of  avail- 


able-anywhere  alkaline  cells. 

After  spending  some  time 
with  both  the  $859  hp  620LX 
and  the  $999  Shai-p  HC-4500,  I 
think  the  advantages  of  color 
are  well  worth  the  cost.  Not 
only  are  the  windows  much 
easier  to  recognize  in  color 
but  in  poor  light  especially, 
the  bright,  backlit  screens  ai'e 
much  easier  to  read  than  the 
original  gray. 

These  similar  models  use 
calculator-style  keyboards 
that  are  unsuited  for  serious 
typing,  though  I  found  the 


HP  620LX:  Eas  ier  on  fingers 
bu  t  harder  on  batteries 

HP  model's  bigger  keys  easier 
to  use.  The  Shai-p  justifies  its 
higher  price  with  a  built-in 
33.6  kbps  modem  that's  much 
easier  on  the  batteries  than 
the  PC  Card  modem  requii-ed 
by  the  HP. 

Microsoft  has  improved 
Windows  CE  in  version  2.0, 
but  much  remains  to  be 
done.  For  example,  the  orig- 
inal Windows  CE  E-mail  pro- 
gi-am  was  so  bad  as  to  be  al- 
most unusable.  You  could  not, 
for  example,  receive  any  file 
attachments. 

The  new  progTam  is  much 


better  but  stOl  flawed.  It  does 
let  you  download  file  attach- 
ments, but  it  doesn't  use  the 
latest  technology  that  allows 
remote  users  to  manage  mail 
on  servers  efficiently.  Nor 
does  it  give  you  access  to 
public  or  coiporate  E-mail  di- 
rectory servers. 

Similar  limitations  hobble 
other  applications,  which 
must  be  kept  small  because 
the  handheld  PCs  lack  disk 
storage.  Pocket  Word,  for  ex- 
ample, cannot  display  or  cre- 
ate justified  text.  Pocket  Ex- 
cel supports  only  a  small 
subset  of  the  desktop  work- 
sheet's built-in  functions, 
omitting,  for  example,  most 
statistical  calculations. 
ECLIPSED  ALREADY?  These 
software  hmitations  are  frus- 
trating to  anyone  who  would 
like  to  use  a  handheld  PC  as 
a  laptop  substitute.  This  is 
especially  unfortunate  be- 
cause some  handhelds  that 
are  coming  out  soon  could 
fill  the  bill.  Both  the  NEC 
MobilePro  750C  and  the  lg 
Electronics  Phenom  Ul- 
ti'a  will  offer  displays 
measuring  about  eight 
inches  diagonally  (vs. 
6.5  inches  in  the  hp  and 
Sharp  versions)  and 
nearly  laptop-size 
keyboards. 

Later  this 
year,  Microsoft 
will  release  a 
third  version  of 
Windows  CE,  code- 
named  Jupiter,  that  will  move 
handhelds  closer  to  laptops. 
Jupiter  will  support  640-by- 
480-pixel  displays,  compared 
with  the  current  640-by-240 
screens.  The  additional  pix- 
els provide  a  much  more  lap- 
top-like display  that  shows 
twice  as  much  information, 
making  it  far  more  suitable 
for  spreadsheets  and  word 
processing. 

Weighing  in  at  two  to 
three  pounds,  Jupiter  ma- 
chines could  be  veiy  attrac- 
tive alternatives  to  six-pound 
laptops  for  many  uses.  The 
question  is  whether  Microsoft 
will  come  up  with  the  soft- 
ware needed  to  do  the  job. 


BULLETIN  BOARD 


HARDWARE 
THE  PROFESSIONAL'S  MAO 

The  long  wait  for  high-perfor- 
mance versions  of  Apple  Com- 
puter's G3  Macintosh  is  over. 
Apple  is  shipping  300-IVIhz 
models  designed  for  multime- 
dia professionals,  with  prices 
starting  at  $3,399.  The  top- 
of-the-line  version,  at  $4,899, 
features  128  megabytes  of 
memory,  two  video  adapters 
for  use  with  dual  monitors, 
and  two  high-performance,  4- 
gigabyte  hard  drives.  But 
these  models  use  the  same 
minitower  cases  introduced 
for  the  original  G3s-a  poten- 
tial problem  for  pros  who 
want  to  add  video-capture 
boards  and  other  multimedia 
goodies.  The  high-end  config- 
uration ships  with  only  one 
free  expansion  slot. 

SUITE  WARS 
CONCESSIONS  TO  OFFICE  97 

If  you  can't  beat  'em,  work 
with  'em.  That's  what  Lotus 
Development  and  Corel  are 
doing  as  they  struggle 
against  Microsoft's  dominant 
Office  97  Suite.  Corel  is  offer- 
ing a  free  upgrade  to  its 
WordPerfect  Suite  8  that 
makes  it  easier  to  read  and 
write  Microsoft  Word  files. 
Lotus'  upcoming  SmartSuite 
Millennium  Edition  adds  an 
optional  set  of  menus  that 
makes  the  screens  of  Lotus 
WordPro  97  and  1-2-3  resem- 
ble those  of  Word  and  Excel. 
And  a  new  feature,  called 
FastSite,  automates  the  pub- 
lication of  documents,  includ- 
ing those  prepared  in  Office, 
on  a  Web  server. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


LET  THE  MARKETPLACE 
JUDGE  MICROSOFT 


RELAX: 

In  rapidly 
changing 
high-tech 
industries, 
monopolies 
tend  to  be 
temporary. 
Just  look 
at  IBM 


Gary     Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


The  government's  antitiaist  suit  against 
Microsoft  Corp.  raises  important  eco- 
nomic and  public-policy  issues  about 
the  dynamics  of  monopoly  power  in  indus- 
tries undergoing  rapid  technological  change. 
Unfortunately,  these  issues  have  been  ob- 
scured by  the  bashing  of  a  company  that  is 
unpopular  with  both  competitors  and 
politicians. 

Computer  operating  systems  involve  net- 
work externalities,  whereby  new  users  raise 
the  benefits  to  others  on  the  same  system. 
Other  networks,  including  telephone  and  stock 
exchanges,  work  in  similar  fashion.  Members 
of  the  same  system  can  communicate  easily 
with  each  other,  while  members  of  different 
systems  have  gi-eater  trouble. 

Competition  among  companies  with  differ- 
ent systems  tends  to  eventually  produce  a 
single  network  standard  that  connects  prac- 
tically all  users,  the  way  Microsoft's  Windows 
has  managed  to  get  about  90%  of  the  market 
for  operating  systems.  There  is  a  growing 
call  for  government  regulation  of  networks 
when  inefficient  systems  become  standai'd  be- 
cause aggressive  companies  gain  an  early 
adoption  of  their  systems. 

One  fi-equently  cited  example  of  an  alleged 
inefficient  standard  is  the  keyboard — the 
"qwerty"  system  named  after  its  first  six  let- 
ters. However,  economists  Stan  Leibowitz 
and  Stephen  E.  Margolis  have  found  no  sup- 
port for  the  claim  that  qwerty  was  inefficient 
when  adopted.  They  also  marshal  persuasive 
evidence  against  allegations  that  the  defimct 
Betamax  videotape  format  was  much  better 
than  the  adopted  vhs  or  that  DOS  and  pes 
prevailed  over  a  superior  Macintosh. 

If  highly  inefficient  systems  did  become 
standard,  companies  that  had  much  superior 
products  would  use  low  prices  and  other  at- 
tractions to  take  customers  away  from  the 
less  efficient  systems.  Government  bureau- 
crats, lawyers,  and  judges  cannot  set  better 
standards  than  the  marketplace,  especially  in 
sectors  with  fast-changing  technologies. 
"CREATIVE  DESTRUCTION."  It's  tme  that  com- 
panies controlling  efficient  standards  can  have 
monopoly  powei',  which  can  generate  high 
prices  for  their  products.  However,  in  indus- 
tries with  very  rapid  technological  change, 
such  as  the  computer  industry,  monopoly  po- 
sitions tend  to  be  temporaiy.  The  reason  is 
that  entrepreneurs  find  ways  to  develop  bet- 
ter technologies  so  that  they  can  leapfrog 


dominant  producers.  Rapid  turnover  of  mi 
nopolies  in  dynamic  industries  such  as  con 
puting  suggests  that  antitmst  policy  shou^ 
focus  not  on  whether  companies  have  larg 
market  shares  but  on  how  soon  they  are  liki 
ly  to  be  replaced  by  others  with  superi 
technologies. 

This  "creative  destruction"  by  entrepn 
neurial  activity  is  not  merely  theory.  IBM  mi 
nopolized  mainframe  computers  in  the  ear 
days  of  the  industry.  But  the  company  missc 
the  turn  on  PCs,  and  its  market  value  d' 
clined  enormously  while  it  was  sui'passed 
upstarts.  Wireless  phones,  fiber-optic  win 
and  special  services  for  business  helped  Mi 
Communications,  Ericsson,  and  others  destr< 
the  monopolies  of  government-regulated  tel 
phone  companies  such  as  at&t. 
PREDATORY  PRICING?  Companies  that  cont: 
operating  systems  are  alleged  to  levera 
their  monopoly  power  in  one  market  so  as 
gain  dominant  positions  in  related  produc 
Microsoft's  attempt  to  combine  its  own  I 
ternet  browser  with  its  Windows  operati: 
system  is  the  immediate  reason  for  the  pr| 
sent  Washington  antitrust  investigation 
that  company.  However,  leveraging  mono 
oly  power  hardly  describes  what  Microsol 
is  doing.  A  tyjjical  tie-in  to  extend  econom 
power  involves  charging  a  monopoly  price  f( 
the  tied  product,  yet  Microsoft  gives  tl 
browser  away. 

Some  politicians  and  competitors  of  M 
crosoft,  such  as  Netscape  and  Sun  Microsy 
tems,  respond  that  the  company  is  engaged 
so-called  predatory  pricing  by  giving  ii 
browser  away.  They  argue  that  Microsoft  w 
greatly  raise  prices  in  the  future  after  i' 
competitors  are  forced  out.  Companies  th; 
price  aggressively  have  been  accused 
predatory  pricing,  but  the  legal  suits  ov( 
this  issue  have  rarely  concluded  that  the  a 
cused  companies  jacked  up  piices  after  cor 
petitors  exited.  Presumably,  the  reason 
that  other  companies  would  enter  and  tal 
business  away  if  they  tried  to  do  that. 

Several  novel  economic  issues  arise  in  i: 
dustries  with  network  economies.  But  v 
should  resist  proposals  for  greater  gover: 
ment  oversight  of  computing  and  other  ne 
work  industries  with  rapid  progi-ess.  Cor 
petitors  that  develop  superior  technologii 
are  far  better  protectors  of  consumers  thi 
government  officials  and  bureaucrats  wl 
march  to  the  beat  of  political  popularity. 


26  BUSINESS  WEEK  '  APRIL  6.  1998 


DR.  JEKyiL  - 
FDA  JUST  FOUND  SID£ 
FFECTS  U/  N£U  FORMULA. 
CALL  ASAP. 


If  your  paging  service  isn't  guaranteed, 
you  could  be  missing  some  important  messages. 


ng  a  message  can  bring  out  the  beast  in  anybody.  That's  why  Sky  Word'  Plus  from  SkyTel'  is  the  first  nationwide  paging  service  that  guarantees 
.  get  the  message  no  matter  what.  How?  When  you  go  out  of  range,  Sky  Word  Plus  stores  your  messages  and  automatically  delivers  them  to  you 
.  you  get  hack.  Even  if  your  pager's  been  oft  or  your  batteries  have  died,  your  messages  will  still  get  to  you.  And  all  ot  this  costs  less  than  mt)st 
lary  paging.  So  get  SkyTel.  And  get  the  message,  guaranteed.  Lmiitfd-timc  otter:  Call  nnw  and  get  a  per.-onal  iSOO/SiSS  number  tor  tree. 


Feature 

SkyWord  Plus  Service 

Other  Nationwide  Services 

Guaranteed  Delivery 

Yes 

No 

E-Mail  On  Your  Pager 

Yes 

Maybe 

ection  .Against  Garbled  Messages 

Yes 

No 

Monthly  Cost 

$24.95 

$35  -$99 

SkKTeIJi 

Call  1'800'395'6277 
or  visit  www.skytel.com 


yTe[  features  advanced  messaging  pagers  by  Motorola. 

SkyWord  Plus  puce  includes  600  lO-chnroctei  messages  fquipmeni  ond  enhnmed  services  ovoiloble  nr  on  oddilionol  (horqe  iai998  SkyTel  SkyTel  is  o  subsidiory  of  Mtel,  o  NASDAQ  tompony 


e-business 


Hdil       ana  the  6-l)USiiiesS  logo  are  Irademark?  ol  Inlernalional  Business  Machines  Corpnialioii  in  Ihe  Unileil  Slales  aiid/ot  olhei  counlries  Olhei  company,  ptodiicl  and  service  names  may  be  Iradematks  oi  seivice  matks  ol  olfiets  <Si  1997  IBM  Corp. 


WHAT^S  THE  DIFFERENCE  BETWEEN  A  LITTLE 
KID  WITH  A  WEB  SITE  AND  A  MAJOR  CORPORATION 
WITH  ONE?  NOTHING.  THAT'S  THE  PROBLEM. 

Building  a  |)ul)lisliing-only  Web  site  is  the  first  step  to  beeuniijig  an 
e-business.  A  step  that  most  businesses  (and  a  lot  ol'  little  kids)  have  already  taken. 
That  s  fine  as  far  as  it  goes  -  it  s  a  very  cost- efficient  way  to  distribute  basic  information. 

fJut  the  real  payoff  (for  businesses,  at  least)  comes  with  steps  two  and  three. 
Step  two  is  moving  to  "self-service"  Web  sites  -  where  customers  can  do  things  like 
check  the  status  of  an  account  or  trace  a  package  online. 

Step  three  is  moving  to  transaction-based  Web  sites  -  not  just  buying  and 
selling,  but  all  processes  that  require  a  dynamic  and  interactive  flow  of  information. 

IBM  has  afready  helped  thousands  of  companies  use  the  Web  to  make  the 
leap  from  being  a  business  w  ith  a  Web  site  to  being  an  e-bitsiness  -  putting  their  core 
processes  online  to  improve  service,  cut  costs  or  to  actually  sell  things. 

For  example,  we  helped  Charles  Schwab  Web-enable  their  l)rokcrage  systems 
for  online  trading  and  customer  semce.  Since  opening,  Schwabs  Web  service  has 
generated  over  one  million  online  accounts  totaling  over  $68  billion  in  assets. 

e-business  economics  are  compelling.  According  to  a  recent  Booz-Allen  & 
Hamilton  study,  a  traditional  bank  transaction  costs  $1.07;  the  same  transaction  over 
the  Web  costs  about  l(f.  A  traditional  airline  ticket  costs  $8  to  process;  an  e-tick(H  costs 
just  $1.  Customers  love  the  convenience;  management  loves  the  lower  costs. 

IBM  solutions  have  already  helped  thousands  of  businesses  become 
e-businesses.  To  find  out  how  IBM  can  help  you  do  the  same,  botd^mark 
www.ibm.com/e-business  or  call  us  today  at  1  800  IBM  7080,  extension  NC32. 


Solutions  for  a  small  planet™ 


Economic  Trends 


BY  PETER  COY  

THE  DEFICIT'S 
VIRTUOUS  CIRCLE 

As  it  shrinks,  interest  is  trimmed 

Rising  budget  deficits  trigger  a  vi- 
cious circle.  They  increase  the  fed- 
eral debt,  so  interest  expenses  on  the 
debt  go  up,  making  the  deficit  balloon 
even  more.  As  recently  as  last  year,  the 
Congi'essional  Budget  Office  was  pro- 
jecting increases  in  the  federal  debt — 
and  in  interest  expenses — as  far  out  as 
it  could  see,  namely  imtil  2007.  But  with 
the  ink  in  the  federal  budget  turning 

SCALING  DOWN 
INTEREST  COSTS 


200  -  jANUARY.  1998  PROIFCTIONS 
150  — 


NET  INTEREST  EXPENSE  OF 
FEDERAL  GOVERNMENT 


'97  '08 
▲  BILLIONS  OF  DOLLARS 

DATA:  CONGRESSIONAL  BUDGET  OFFICE 

from  red  to  black,  the  budget  office  sees 
the  vicious  circle  changing  into  a  vir- 
tuous one — a  shrinking  debt  will  mean 
steadily  dropping  interest  payments, 
which  will  help  cut  the  debt  and  make 
interest  payments  even  smaller 

In  fact,  interest  expenses  could  de- 
cline from  15%  of  the  federal  budget 
now  to  just  8%  by  2008,  according  to 
the  ( 'B(j.  The  result  would  be  liigher  do- 
mestic investment,  reduced  current- 
account  deficits,  01'  both,  says  Pindential 
Seciuities  Inc.  Chief  Economist  Richard 
D.  Rippe.  And  although  the  CBO  as- 
sumes stable  interest  rates,  Rippe  says 
rates  should  fall — taking  yet  another 
bite  out  of  debt-sei-vice  costs. 


WHY  FREE  TRADE 
WON'T  HURT 

U.S.  jobs  aren't  lost,  a  study  says 

Fears  that  U.  S.  multinationals  will 
move  factories  and  jobs  al)i-oad  have 
helped  tu  derail  the  Clinton  Adminis- 
tration's efforts  to  expand  the  North 
Americ  m  Fi-ee  Ti-ade  Agreement  south 
to  Latin  America.  Now,  U.  S. -based 


multinationals  are  stepping  up  their 
counterattack  with  a  study  showing  the 
domestic  share  of  employment  among 
U.  S. -based  multinationals  has  held 
steady  at  around  74%  for  20  years. 

The  study,  an  analysis  of  Commerce 
Dept.  data  by  Dartmouth  College  econ- 
omist Matthew  J.  Slaughter,  doesn't  ex- 
amine the  impact  of  trade  on  overall 
employment  patterns  within  countries, 
only  on  the  multinationals  themselves.  It 
finds  that  total  parent-company  em- 
ployment in  the  U.  S.  remained  around 
19  million  from  1977  to  1994,  while  the 
employment  of  the  companies  in  other 
coiuitries  actually  declined  from  7  million 
to  6.7  million. 

Despite  suspicion  that  multinationals 
seek  mainly  low-wage  workers  in  less- 
developed  countries,  the  study  shows 
that  nearly  two-thirds  of  the  overseas 
employees  were  in  developed  countries. 
Some  67%'  of  total  sales  by  foreign  af- 
filiates I'emained  witliin  the  host  coLmtiy, 
and  only  10%.  retm-ned  to  the  U.  S.  (The 
rest  went  to  third  countries.)  The  pat- 
tern indicates  that  sales,  not  v/ages, 
have  been  the  principal  motivation  for 
establishing  foreign  affiliates. 

By  Paul  Magiiusson 


HOME  SWEET 
OFFICE 

At-home  workers  are  on  the  rise 

Working  at  home  for  pay  has 
turned  out  to  be  one  of  the 
hottest  employment  trends  of  the  1990s. 
Between  1991  and  1997,  the  number  of 
wage  and  salary  workers  who  received 
pay  for  work  at  home  nearly  doubled, 
from  1.9  million  to  3.6  million,  the  Bu- 
reau of  Labor  Statistics  announced  this 
month.  Some  88%  


NO-SHOWS 
AT  THE  OFFICE 


of  those  workers 
were  in  white-col- 
lar occupations, 
and  they  aver- 
aged nearly  15 
hours  of  work  at 
home  each  week. 

Bureau  econo- 
mist William  G. 
Deming  speculat- 
ed that  an  in- 
crease in  corporate 
telecommuting 
pi'ogTams  may  ex- 
plain much  of  the 
increase.  One  hint 
that  may  be  trae  is  that  there  was  not  a 
corresponding  increase  in  unpaid  work 
done  at  home.  Indeed,  there  was  a  de- 


A  MILLIONS 
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crease  in  the  nimiber  of  wage  and  salar 
workei-s  who  do  work  at  home  for  whic 
they  are  not  paid,  to  11.1  million  froi 
12.2  million.  Of  those,  some  2.8  millio 
were  teachers.  In  addition,  roughly  6. 
million  self-employed  people  do  soim 
work  at  home. 
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A  WAY  TO  BEAT 
THE  BANK 

Check  processing  goes  self-servicCj 


I 


1 


The  U.S.  has  the  world's  most  e^"" 
cient  financial  system — and  it  g( 
that  way  because  competition  preveni  rii 
financial  institutions  from  chargir  a 
prices  that  are  out  of  line  with  the 
costs.  The  latest  case  in  point:  A  star 
up  in  Mobile,  Ala.,  has  come  up  with 
strategy  for  stripping  away  banks'  sul 
stantial  profits  from  check  processinj 
Innovative  Treasury  Systems   In  f^*' 
shows  grocery  store  chains  how  the  ieJ 
can  save  money  by  processing  cu 
tomers'  checks  in-house  instead  of  pa;  |lf 
ing  banks  to  do  it.  For  a  grocery  cha 
with  $1  billion  in  annual  revenue — sa 
a  little  more  than  100  stores — the  sa 
ings  can  be  $600,000  to  $1  million 
year,  claims  Roy  W.  Henderson,  tl 
company's  executive  vice-president  f( 
sales.  Much  of  the  savings  come  fro 
capturing  "float" — interest  on  fum 
that  banks  aren't  crediting  to  the  s' 
permarkets  as  quickly  as  they  coul 
he  says. 

Innovative  Ti'easury  Systems  plaij^ 
to  branch  out  to  other  businesses  th 
get  lots  of  checks,  such  as  utihtie 
Banks  may  be  forced  to  lower  the 
check-processing  fees  drastically  in  r 
sponse,  says  Craig  R.  Macdonald 
search  director  for  World  Research  A 
visory  Inc.,  a  Reston  (Va.)  financi 
consulting  firm. 

Innovative's  concept  involves  reg 
latory  finesse.  The  supermarket  cha 
becomes  a  customer  of  its  own  er 
ployee  credit  union,  which  then  serv  ffi 
as  the  chain's  go-between  with  the  Fe  ^ 
eral  Reserve.  That  requires  a  dispe 
sation  from  the  National  Credit  Uni 
Administration — ordinarily,  business 
are  not  permitted  to  be  customers 
credit  unions.  American  Bankers  Ass 
lobbyist  James  D.  McLaughlin  said 
had  not  known  of  the  concept,  b 
called  it  "one  more  reason  why  we  ne 
credit-imion  legislation."  Henderson  sa 
that  if  the  credit-union  route  is  blocke 
customers  could  undoubtedly  find  soi 
bank  willing  to  be  the  intermedia 
with  the  Fed  for  a  fee. 
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fMPTOMS  OF  THE  ASIAN  FLU 
IE  SHOWING  UP 

,de  and  inventory  buildup  are  flagging,  and  that  can  crimp  growth 


US.  ECONOMY 


HE  SLOWDOWN  IN 
FACTORY  ORDERS 


DURABLE  GOODS 


Happy  Birthday:  The  econom- 
ic expansion  of  the  1990s 
sd  seven  in  March.  By  historical  standards,  that's  re- 
lent age,  but  this  upturn  still  retains  much  of  the 
and  bright  prospects  of  its  youth.  Domestic  demand 
;ilient,  and  the  financial  markets  ai'e  booming,  as  low 
ion  keeps  the  Federal  Reserve  on  the  sidelines, 
it  as  the  expansion  begins  its  eighth  year,  at  least 
areas  are  crucial  to  the  outlook:  foreign  trade  and 
itories.  Their  svdngs  can  be  volatile,  and  they  can 
Lantially  influence  overall  growth.  In  the  fourth 
ter  of  1997,  for  example,  a  huge  inventoiy  buildup 
d  nearly  V/.  percentage  points  to  real  gross  do- 
le product  growth.  And  in  the  first  quarter,  the 
i  deficit  widened  sharply,  possibly  subtracting  as 
1  as  two  percentage  points  from  gdp  grov^h. 

In  fact,  both  trade  and  in- 
ventories appear  to  have  been 
drags  on  first-quarter  econom- 
ic growth.  The  trade  deficit  is 
worsening  partly  because  of 
Asian  weakness  but  also  be- 
cause of  a  quirk  in  the  data. 
In  addition,  businesses  are 
adding  more  slowly  to  their 
inventories  than  they  did  in 
the  fourth  quarter,  as  Asia's 
slump  has  slowed  the  pace  of 
ifacturers'  orders  (chart). 

Ten  so,  the  stellar  performance  of  U.  S.  consumer 
ding  and  housing,  buoyed  by  rising  buying  power, 

job  prospects,  and  low  interest  rates,  suggests 
overall  GDP  grew  about  3%  in  the  fii'st  quarter.  In 
sales  of  existing  single-family  homes  soared  8.7%  in 
uary,  to  a  record  annual  rate  of  4.75  million.  At  the 
i  time,  inflation  remains  tame.  But  amid  such 
ig  domestic  demand,  the  latest  data  on  consumer 
js  suggest  keeping  a  wary  eye  on  service  infla- 

which  is  largely  immune  to  the  Asian  flu. 

DRTS.  IMPORTS,  and  manufacturing  may  have  a 
of  it,  though.  Foreign  trade  began  1998  flat  on  its 
;.  The  January  deficit  for  goods  and  services 
ined  to  a  larger-than-expected  $12  billion,  from 
)  billion  in  December  Imports  slipped  1%,  to  $89.3 
n,  but  exports  fell  by  a  bigger  2.6%  to  $72.3  billion. 
3wever,  the  January  trade  data  requii'e  a  careful 
ing.  First,  the  export  drop  was  exaggerated.  Few- 
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THE  EXPORT  SLUMP  IS 
HiniNG  SERVICES,  TOO 
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er  shipments  of  aircraft,  mainly  from  Boeing  Co.,  ac- 
counted for  85%  of  the  goods  decline.  Boeing  dehv- 
ered  16  planes  to  non-U.  S.  markets  in  January,  down 
from  26  in  December  But  Asia  was  not  a  factor  Two 
Asia-bound  planes  were  delayed  but  will  be  shipped  lat- 
er, the  company  said,  and  the  rest  of  the  decline  was  in 
hne  with  normal  monthly  svdngs. 

Aircraft  shipments  in  the 
fii'st  two  months  of  a  quarter 
are  often  lower  than  those  in 
the  final  month,  Boeing  says. 
Indeed,  February  foreign  ship- 
ments dipped  to  14  planes. 
But  based  on  Boeing's  overall 
first-quarter  goal,  March  ship- 
ments probably  picked  up. 

To  be  sure,  export  growth 
has  slowed — even  services. 
Exports  such  as  finance, 
tomism,  and  royalty  fees  are  expanding  more  slowly 
than  they  did  a  year  ago  (chart).  While  service  ex- 
ports are  not  reported  by  region,  a  chunk  of  the  slow- 
down likely  can  be  traced  to  Asia.  Still,  the  faUoff  in  ex- 
ports to  the  Pacific  Rim  countries  is  not  as  dramatic  as 
the  latest  data  suggest. 

FOR  EXAMPLE,  SHIPMENTS  of  goods  to  the  region, 
including  Japan,  China,  and  Australia,  as  well  as  the 
newly  industrializing  nations,  plunged  12.9%  in  January 
from  December.  But  that's  similar  to  the  trend  of  the 
previous  five  Januarys — before  the  crisis — when  ex- 
ports fell  by  an  average  of  nearly  10%.  The  Commerce 
Dept.  does  not  seasonally  adjust  the  regional  data,  but 
BUSINESS  week's  adjustment  found  that  January  ex- 
ports to  the  Pacific  Rim  fell  about  3%. 

But  even  the  overall  data,  which  Commerce  does 
seasonally  adjust,  may  not  tell  the  real  story.  In  each  of 
the  last  five  years,  net  exports — the  trade  balance  fig- 
ui'e  used  in  the  gdp  data — have  narrowed  in  the  fourth 
quarter,  only  to  widen  in  the  first  quarter  by  an  aver- 
age of  $17  billion,  despite  Commerce's  effoils  to  adjust 
for  such  recurring  patterns.  That's  equivalent  to  a  per- 
centage point  of  GDP  growth.  The  shai-ply  wider  Janu- 
ary gap  suggests  that  the  trend  continued  in  1998. 

The  dollar  value  of  exports  has  also  been  held  down 
by  declining  export  prices,  which  fell  0.7%  in  January 
and  0.2%  in  February.  In  the  three  months  through 
January,  exports  of  goods  increased  9%  from  the  year 
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before,  but  after  price  adjustments,  the  volume  of  ship- 
ments was  up  15%.  The  steadily  rising  dollar  should  be 
making  U.  S.  goods  more  expensive  in  foreign  mar- 
kets, but  it  appears  that  U.  S.  businesses  are  cutting 
prices  in  order  to  remain  competitive,  even  if  it  means 
taking  a  hit  to  the  bottom  line. 

Data  quirks  aside,  it  is  clear  that  Asia's  problems  are 
now  hitting  U.  S.  manufacturers,  who  are  rethinking 
production  schedules.  New  orders  for  durable  goods  fell 
1.7%  in  February,  and  first-quarter  orders  are  mnning 
below  their  fourth-quarter  average.  February  unfilled 
orders  also  fell,  but  they  are  still  at  a  high  level,  sug- 
gesting that  there  is  enough  demand  for  U.  S.  goods  to 
buoy  output.  Businesses  are  also  adjusting  their  in- 
ventory levels.  After  the  big  runup  in  stockpiles  in 
the  fourth  quarter,  companies  did  not  add  to  their  in- 
ventories at  all  in  January.  And  any  gains  in  coming 
months  are  likely  to  be  small.  Slower  inventory  accu- 
mulation will  subtract  from  GDP  growth. 

THE  FOREIGN  SECTOR  is  also  having  an  impact  on 
the  inflation  outlook.  In  February,  consumer  prices  for 
all  goods  and  services  rose  0.1%,  and  they  are  up  just 
1.4%  from  the  year  before.  A  2.2%  drop  in  energy 
prices  offset  increases  in  other  sectors.  But  even  ex- 
cluding energy  and  food  costs,  the  core  index  has  risen 
2.3%  over  the  past  12  months. 

Falling  import  prices  are  one  reason  for  the  inflation 
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A  YELLOW  FLAG  FROM 
SERVICE  INFLATION? 


slowdown.  In  the  year  through  February,  prices  of  in 
ported  goods  have  dropped  6.1%,  led  by  the  plunge  i 
oil  prices.  Moreover,  the  drop  in  prices  of  Asian  gooc 
is  becoming  steeper.  The  Asian-related  deflation  i 
prices  of  oil  and  other  commodities  will  help  to  hoi 
down  goods  inflation  in  coming  months. 

The  outlook  for  service  in- 
flation, though,  is  a  bit  differ- 
ent. In  February,  core  service 
prices  rose  0.3%  from  Janu- 
ary and  3.1%'  from  a  year  ago. 
That  rate  is  pretty  modest, 
but  it  is  up  from  2.9%  in  No- 
vember after  a  steady  decline 
(chart).  Bigger  increases  in  the 
cost  of  shelter  plus  an  upturn 
in  medical  services  may  be 
signaling  that  the  disinflation 
in  services  is  ending.  And  because  service  wages  ai 
rising  4.1%  so  fai*  in  the  first  quarter,  service  compani< 
will  probably  feel  more  pressure  to  raise  prices. 

Any  upturn  in  service  inflation  will  not  be  dramat 
or  quick.  And  as  long  as  lower  goods  inflation  offse 
some  of  the  increase  on  the  service  side,  overall  core  ii 
flation  will  remain  below  3%  this  year,  although  abo\  \^ 
1997's  2.2%.  Indeed,  given  the  expansion's  age  and  tl 
current  strength  of  domestic  demand,  inflation's  r<  teti 
markable  quiescence  will  be  difficult  to  maintain. 
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NO  LETUP  IN  THE  INFLATION  FIGHT 


Inflation  may  be  the  lowest  in  28 
years,  but  the  Bank  of  Israel  is 
not  ready  to  abandon  its  tight 
monetaiy  policy,  even  with  the 
economy  slowing  sharply  and  un- 
employment rising.  The  central 
bank  believes  that  Is- 
rael has  the  first 
chance  in  decades  to 
bring  inflation  down  to 
Western  levels,  and  it 
knows  rapid  cuts  in  in- 
terest rates  could  ham- 
per that  goal. 

The  central  bank  did 
lower  its  key  discount 
rate  by  0.4  percentage 
point  on  Mar.  23  to 
12.2%  ,  the  third  cut  in  the  past 
thi'ee  months.  However,  since  an- 
nual inflation  is  running  at  5.6%  in 
February,  down  from  nearly  13% 
in  mid-1996  (chart),  real  interest 
rates  ai-e  still  sky-high.  In  fact. 


THE  CENTRAL  BANK'S 
AHACK  ON  INFLATION 
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because  of  several  temporary  fac- 
tors, such  as  falling  food  prices, 
the  consumer  price  index  actually 
declined  in  four  of  the  past  six 
months.  In  addition  to  tight  mone- 
taiy policy,  fiscal  restraint,  falling 
commodity  prices,  and 
the  Asian  crisis  have 
also  helped  to  restrain 
inflation. 

Since  inflation  is 
widely  expected  to 
slip  below  5%  for  the 
year,  further  rate  cuts 
are  likely,  but  they 
will  come  gradually. 
Bank  of  Israel  Gover- 
nor Jacob  A.  Frenkel 
believes  that  it's  too  early  to  de- 
clare victory  in  the  battle  against 
inflation.  His  stated  objective  is  to 
achieve  price  stability  gradually 
over  time,  and  his  policies  have 
won  the  praise  of  the  Intei'nation- 


al  Monetary  Fund.  The  imp  also 
has  called  on  the  government  to 
continue  cutting  its  budget  deficit, 
which  at  2.4%-  of  gross  domestic 
product  last  year,  was  ahead  of 
target. 

However,  many  leading  econo- 
mists argue  that  the  central 
bank's  total  focus  on  inflation  is 
partially  responsible  for  the  deep- 
ening economic  slowdown.  After 
averaging  6%  growth  in  the  first 
half  of  the  1990s,  Israel's  gdp 
slowed  to  4.5%  in  1996  and  to 
only  2.1%  last  year.  For  1998,  ana- 
lysts project  growth  of  no  more 
than  2%.  As  a  result,  unemploy- 
ment has  risen  from  6%  in  the 
second  quarter  of  1996  to  8%  at 
the  end  of  last  year,  and  it  is  set 
to  climb  fiuther  The  fear  is  that 
Frenkel's  likely  victory  over  infla- 
tion will  cost  the  economy  dearly. 
Bij  Neal  Sandler  in  Jerusalen 
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NOW  THAT  WE'VE  DISCIPLINED 

TECHNOLOGY,  IT'S  READY 

TO  LISTEN  TO  YOU 


jt  guidance,  wireless  technology  acts  like 
d  but  mischievous  child  who  makes  noise 
ngs  up  your  calls.  Now  with  our  instruction, 
irned  control.  QUALCOMM  digital  phones 
'ou  crystal  clear  conversations  without 
ramental  sound  quality  And  because  it's 
iger  disruptive,  it  won't  interfere  while 
talking.  It's  actually  our  CDMA  technology 
romotes  good  behavior  by  providing  high 
quality  and  enhanced  security  to  guard 
;t  cloning  and  fraud.  Now  that  we've 
d  wireless  technology,  it's  more  than 
I  boisterous  youngster  only  a  mother 
love.  For  more  information,  visit  us  at 
5ualcomm.com/quiet  or  call  1-800-349-4188 
19-651-4029  (outside  the  USA). 


lALCOMM  Incorporated.  All  rights  reserved.  QUALCOMM  is  a  registered  service  mark  and  registered  trademark  of  QUALCOMM  Incorporated, 
ivider  options  may  vary.  CDMA  voice  quality  rated  superior  by  1997  TRAC  Study. 
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orma  Madison  has  had 
it  with  her  cable-TV 
company.  The  64-year- 
old  retired  deh  clerk 
lives  on  less  than  $500 
a  month  in  rural  Springfield, 
Ore.  Yet  she  forks  over  $43.62 
for  basic  television  reception — 
more  than  double  the  $18.80 
she  paid  in  1990.  "They're  pric- 
ing people  right  out  of  TV," 
she  says.  And  what's  she  get- 
ting for  her  money?  "The  John 
Wayne  and  Clint  Eastwood 
films  have  been  reiim  at  least 
30  times  each,"  she  says. 

Madison  is  ready  for  a 
shoot-'em-up — and  she's  not 
alone.  Consumers  are  livid 
about  cable  rates,  which  rose 
8.5%  on  average  last  year,  four 
times  the  inflation  rate.  So 
with  elections  looming,  pols 
and  policymakers  are  coming 
out  with  guns  blazing.  They 
have  an  opening:  The  Federal 
Communications  Commission's 
authority  to  regulate  cable 
rates  expires  in  March,  1999. 
"We  shouldn't  expose  con- 
sumers to  an  um'egulated  mo- 
nopoly," says  FCC  Chairman 
William  E.  Kennard,  who 
wants  Congi'ess  to  consider  re- 
newing the  Fee's  powers. 

The  cable  crisis  is  another 
sign  that  the  1996  Telecommu- 
nications Act  hasn't  lived  up 
to  its  promise.  When  the  Act 
passed,  lawmakers  had  ex- 
pected cable  competition  to 
spring  up  from  local  phone 
companies  and  fi'om  satellite. 
Instead,  phone  companies  have 
been  plowing  money  into  new 
capacity  and  better  data-com- 
munications sei^vices.  And  liigh 
costs  have  kept  operators  of 
direct  broadcast  satellite  (dbs)  systems 
from  grabbing  big  chunks  of  the  mai'ket 
from  cable.  "Waiting  for  competition  has 
been  like  waiting  for  Godot,"  says  Lar- 
ry Irving,  assistant  secretary  at  the 
Commerce  Dept. 

LEG  UP.  Congi'ess  isn't  considering  re- 
opening the  telecom  act — yet.  But  if  ca- 
ble rate  rises  don't  subside.  House  Re- 
publicans want  to  introduce  "video 
competition"  legislation  by  2000  to  help 
cables  rivals.  Other  proposals  range 
fi-om  reregulating  rates  to  gi\ang  rivals 
such  as  DBS  ope  rators  a  leg  up.  Repre- 
sentative Peter  A.  DeF;«io  (D-Ore.)  has 
even  proposed  fi'eezing  ^able  rates. 

Fii'st,  though.  Congress  must  decide 
whether  to  extend  the  Fcc's  authoritv  to 


regulate  the  industiy.  While  Represen- 
tative Edward  J.  Markey  (D-Mass.)  has 
ah-eady  introduced  a  bill  to  do  that.  Re- 
publicans are  balking. 

The  COP  has  its  own  prefeired  route: 
Aid  satellite  TV  rivals  by  lowering  the 
cop>Tight  fees  they  pay  to  cany  net- 
work broadcasts,  allowing  them  to 
transmit  local  broadcasts  and  giving 
them  better  access  to  cable  progi-am- 
ming.  "If  competition  hasn't  emerged, 
we've  got  to  do  more  than  let  cable 
companies  continue,"  says  House 
Telecommunications  Subcommittee 
Chaii-man  W.J.  "Billy"  Tauzin  (R-La.). 

The  cable  industry  insists  there's  no 
need  for  new  regulations  and  point  to 
continuing  subscriber  gi'owlh  as  a  sign 


that  consumers  ai'en't  unhappy.  Tele-coifKHEli 
munications  Inc.,  in  Englewood,  Cok 
gained  155,000  new  subscribers  in  tl  piif, 
last  quarter  despite  rates  that  are  6.5 
higher  than  a  year  ago.  And  on  Mar.  2 
TCI  reported  a  28%  jump  in  operatii 
cash  flow  for  its  latest  quarter  Engl  ais 
wood  (Colo.)-based  Media  One  saw  a  2 
rise  in  subscribers  after  i-aising  rates  ?  hi 
in  January.  Consumers  "feel  they  a 
getting  service  for  the  money,"  says  E 
ecutive  Vice-Pi-esident  Ron  Cooper 

They  can  expect  to  pay  even  moi 
Under  current  rules,  cable  operate 
can  pass  along  most  cost  increases 
ratepayers.  The  biggest  variable  n( 
is  the  soaring  price  of  programming.     r,  f 
the  Knicks  want  to  sign  Michael  J(  siij 
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dan  for  $50  million  a 
year,  guess  who  gets 
to  pay  for  it?"  asks 
John  Malone,  chair- 
man of  TCI,  which 
says  its  progi-amming 
its  for  70%  of  costs.  "The  poor 
ng  cable  subscriber  and  theu'  poor 
ing  cable  operator." 
)le  companies  also  are  asking  cus- 
s  to  help  pay  for  network  up- 
3.  Operators  spent  $7.5  billion  to 
md  impi'ove  systems  and  sei-vices, 
ly  the  same  proportion  of  rev- 
as  the  telcos  spent,  says  Bank 
ica  Robertson  Stephens  analyst 
hy  Horan.  By  2000,  with  high-ca- 
wiring,  new  switching  equipment, 


The  House  and  Senate  are  considering 
bills  to  give  direct  broadcast  satellite 
providers  a  break  on  copyright  fees  to 
transmit  network  programs. 

LOCflL-TO-LOCAL  TRANSMISSION 

Senator  John  McCain  (R-Ariz.)  plans 
to  introduce  legislation  to  allow  DBS 
companies  to  transmit  local  broadcast 
signals  in  local  markets. 


PROGRAM  ACCESS 


Lawmakers  could  stiffen  rules 
requiring  cable  operators  to  offer 
programs  to  rivals  at  fair  prices. 


RE-REGULATION 


Representative  Edward  Markey 
(D-Mass.)  has  introduced  legislation 
to  extend  the  Federal  Communications 
Commission's  cable-rate  regulatory 
authority  beyond  Mar.  31,  1999. 

VIDEO-COMPETITION  LEGISLATION 

House  Republicans  may  consider 
egislation  to  promote  competition 
by  DBS  if  cable  rate  hikes  continue. 

ZAPPING  CUSTOMERS 

CABLE-TV  RATE  INCREASES  HAVE  FAR  OUTPACED  INFLATION 

250   

CABLE  CPI 


JAN,  '88 


DATA  BUREAU  OF  LABOR  STATISTICS 


digital  set-top  boxes,  and  cable  modems, 
the  cable  systems  may  offer  competi- 
tion to  local  telcos.  "The  FCC  has  got 
to  look  at  tliis  fi-om  a  more  holistic  point 
of  view,"  says  Bob  Fox,  vice-president 
at  Mercer  Management  Consulting. 

Holistic,  schmoUstic,  counters  the  FC'C, 
wliich  doesn't  believe  the  industiy  has  to 
chai'ge  consumers  for  future  improve- 
ments. Cable  operatoi-s  enjoyed  cash  flow 
estimated  at  $12  billion  last  year;  up  fi'om 
$9.7  billion  in  1992,  according  to  Paul 
Kagan  Associates.  Ad  revenues  jumped 
12%,  to  an  estimated  $1.9  billion  over 
the  last  year,  says  Kagan. 

In  contrast,  cable's  dbs  rivals  still  lag 
badly,  dbs  operators  have  just  6.9%-  of 
the  pay-TV  market,  compared  with  ca- 


ble's 87%.  Potential  customers 
have  been  tm-ning  down  DBS, 
largely  because  it  doesn't  cany 
local  channels.  Senate  Com- 
merce Committee  Chairman 
John  McCain  (R-Ariz.)  plans 
to  introduce  a  bill  changing 
that  in  April. 

Satellite  operators  also 
want  Congi'ess  to  strengthen 
rules  requiring  cable  compa- 
nies to  provide  progi-amming 
to  rivals  on  fair  terms,  dbs 
companies  say  they  often  are 
forced  to  pay  a  premium.  "We 
shouldn't  have  to  pay  more," 
says  Charles  W.  Ergen,  ceo 
of  EchoStar  Communications 
Corp. 

Dii-ect  broadcasters  also  com- 
plain about  programming  ac- 
cess. Cable  companies  that  ovm 
progi'ammers  and  transmit  via 
satellite  are  required  to  sell 
progi'ams  to  all  comers  on  an 
equal  basis.  But  cable  compa- 
nies try  to  work  around  that 
rule.  In  September,  DirecTV 
filed  a  complaint  at  the  FCC 
against  Comcast  Coi-p.  for  re- 
fusing to  let  it  caiTy  Comcast 
SportsNet.  Comcast  is  deliver- 
ing the  progi'amming  via  a 
fiber-optic  network  and  says  it 
does  not  have  to  follow  the 
satellite  program-access  i-ules. 
NO  SWEAT.  Cable  competitors 
want  the  Justice  Dept.  and  the 
FCC  to  block  a  merger  be- 
tween American  Sky  Broad- 
casting Co.,  which  is  News 
Coi-p.'s  U.  S.  sateUite  properly, 
and  Primestar,  a  satellite 
br'oadcaster  owned  by  a  cable 
consortium.  The  combination 
would  concentrate  "a  dispro- 
portionate share  of  the  pre- 
cious spectrum"  that  is  sup- 
posed to  compete  with  cable,  says 
DirecTV  President  Eddy  W.  Hartenstein. 

For  now,  the  cable  industiy  isn't 
sweating.  "I  am  very  optimistic,"  says 
Leo  J.  Hindery  Ji-.,  president  of  tci.  StOl, 
the  cable  guys  can't  be  too  complacent. 
"The  cable  companies  claim  they  don't 
act  like  monopolists,"  says  Gene  Kim- 
melman,  co-dir-ector-  of  Cormmiei-s  Union. 
"But  all  the  wliile,  the/r-e  char'ging  prices 
like  monopolists."  As  autumn  ch-aws  near- 
er, both  Democrats  and  Republicans  in 
Washington  could  be  outdoing  themselves 
to  find  votes  by  taking  on  the  local  cable 
companies. 

By  Catherine  Yang  in  Washington, 
with  Ronald  Grover  in  Denver  and 
Steven  V.  Brull  in  Los  Angeles 
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A  PROWLER 
IMILITARY  PLANE 
MANUFACTURED 
BY  NORTHROP 


TRUSTBUSTERS 


HOW  LOCKHEED'S 
EARLY-WARNING  SYSTEM  CRASHED 

It  misread  Justice's  growing  alarm  with  defense  mergers 


If  only  foiTner  Lockheed  Martin  Chief 
Executive  Nomian  R.  Augiistine  had 
followed  his  own  advice  when  he 
sealed  the  deal  to  buy  Northi-op  Gium- 
man  Corp.  for  $11.6  billion  last  July. 
Only  five  months  earher,  he  had  written 
in  an  aerospace  trade  publication  that 
the  government  should  have  a  "great 
deal  of  concern"  about  prime  contrac- 
tors gobbling  up  suppliers.  And  while 
he  and  his  successor,  Vance  D.  Cofftnan, 
may  have  ignored  it,  a  Pentagon  task 
force  studying  defense  mergei-s  hadn't.  It 
quoted  Augustine  in  a  May  report  warn- 
ing of  the  dangers  of  such  vertical  inte- 
gi'ation.  "We  basically  spelled  out  for 
Lockheed  Martin  that  any  futiu'e  merg- 
ers would  not  be  welcome,"  recalls  task 
force  member  Cai'ol  V.  Evans,  a  George- 
town University  professor. 
"FULL-BLOODED  COMPETITION."  Lock- 
heed is  now  paying  a  huge  price  for  its 
lapse.  On  Mar.  23,  the  Justice  Dept. — 
egged  on  by  the  Pentagon — sued  to 
block  the  planned  merger  with 
Northi'op.  Justice  argued  that  the  new 
combo  would  create  monopolies  in  elec- 
ti'onics  hardware  such  as  airbonie  eai'ly- 
waming  radai'.  Woi-se,  the  merger  would 
enable  I.dckheed  Martin  to  rely  on  its 
own  inhousf  paits  supplier  and  snub  ri- 
vals. "Our  nation  cannot  afford  anything 
less  than  full-blooded  competition,"  At- 
torney General  .Janet  Reno  declared. 

So  how  did  Lockheed  miss  all  the  ob- 
vious antitrust  warning  signs?  Two 
years  ago,  the  government  began  to 
gi'ow  queasy  about  the  dwindling  num- 


ber of  critical  aiTns  makers  as  leading 
suppliers  pau-ed  off  in  mergers,  consoli- 
dating in  a  post-cold  war  world.  After 
Washington  approved  Raytheon  Co.'s 
purchase  of  Texas  Instruments  Inc.'s 
defense  electronics  division  in  1997,  Jus- 
tice antitnist  chief  Joel  Klein  told  Con- 
gi'ess  that  future  mergers  would  get 
close  scnitiny.  But  while  the 
government  saw  too  much 
concentration,  Lockheed 
Martin  saw  only  the  need  to 
expand  in  size  so  it  could 
compete  with  the  expanded 
Raytheon. 

In  round  after  round  of 
negotiations,  the  players 
ended  up  talking  past  each 
other.  The  government  con- 
sistently raised  concerns 
about  the  merger,  but  Lock- 
heed Maitin  believed  that  it 
could  ease  antitrust  concerns  CEO  Coffman,  a 

by  spinning  off  some  units  Beltway  newcomer, 


GROSSED  SIGNALS? 


or  agi-eeing  to  a  consent  de  •  «• 

cree  that  would  require  it  to  ti^OUght  Spin-OttS 
seek  outside  bids  for  sub-  might  allay  feai'S 
contract  work. 

Only  on  Mar.  6,  months  after  the  ne- 
gotiations began,  did  the  Lockheed 
brass  realize  their  error.  The  Justice 
Dept.  and  the  Pentagon  dropped  a 
bomb:  The  merger  as  planned  would 
not  be  approved.  To  satisfy  Justice, 
Lockheed  Martin  would  have  to  divest 
$4  billion  in  the  electronics  business,  fai' 
more  than  the  $1  billion  that  Lockheed 
Martin  thought  necessary.  Lockheed's 


and  Northrop's  response  was  pre 
dictable:  The  government's  demand: 
"undermine  the  economic  viability  o: 
the  transaction,"  the  companies  said  in 
joint  statement.  | 
Could  this  mairiage  have  been  saved? 
Analysts  doubt  there  was  much  Lochl 
heed  Martin  and  Northrop  Grummaj 
could  have  done.  "Timing  is  everything,  | 
says  Andrew  F.  Krepinevich,  executiv 
director  of  the  Center  for  Strategic  d 
Budgetary  Analysis.  "They  just  showe^ 
up  at  the  consolidation  party  one  roun 
too  late." 

For  now,  Locklieed  Martin  is  mullin 
a  variety  of  responses,  from  a  ne\ 
structui'e  for  the  deal  to  a  court  fight  ti 
unblock  the  merger.  It  will  argue  tha 
divestitui'es  can  solve  the  monopoly  cor 
cems.  What's  more,  the  con 
bined  company  would  sti 
be  a  smaller  military  aircral 
maker  than  Boeing  Co.  an 
smaller  electronics  supplie 
than  Raytheon.  The  goven 
ment  would  end  up  with  tw 
strong  competitors  in  eac 
arena,    rather    than  or 
strong  and  two  weak  one 
the  company  will  argue 
couil.  Lockheed  Martin  als 
plans  to  claim  that  its  recoi 
shows  it  doesn't  favor  ii 
house  suppliers.  But  its  a 
gument  may  be  weakene 
by  a  recent  suit  brougl 
against  Boeing  by  TeledjTi 
Ryan  Aeronautical,  a  form* 
supplier.  It  claims  McDoi 
nell  Douglas,  now  a  part  of  Boein 
breeched  a  contract  to  buy  airfram( 
for  the  Apache  helicopter  and  gave  tl 
work  to  a  Boeing  unit. 

But  antiti'ust  experts  doubt  any 
Locklieed  Martin's  ai'guments  will  woi 
now.  That  makes  former  c'EO  Augustii 
prescient — painfully  so. 

By  Stan  Crock,  with  Siisaii  Garlm 
in  Wasfmigton 
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By  Paul  Magnusson  &  Dean  Foust 


DON'T  WASTE  A  HUCE  OPPORTUNITY  IN  AFRICA 


Finally,  it's  Africa's  turn.  As  Pres- 
ident Clinton  told  a  massive 
crowd  in  Ghana  on  the  first  leg 
3f  his  six-nation  tour  on  Mar.  23,  "It 
is  time  for  Americans  to  put  a  new 
Africa  on  our  map."  He  wants  the 
U.  S.  to  take  the  lead  in  helping 
Africa  plot  a  new  path — toward 
democracy,  market  reform,  and  self- 
reliance. 

Cynics  view  Clinton's  12-day  vis- 
it— the  first  by  a  U.  S.  President 
since  Jimmy  Carter — as  a  welcome 
diversion  from  his  personal  scandals. 

FRIENDLY  HAND 

Bill  Clinton  is  shaded  by 
Ugandan  First  Lady  Janet 
Museveni  as  President 
Museveni  looks  on 

But  it  can  be  far  more.  The 
trip  is  a  belated  recognition  of 
the  vast  potential  of  Africa,  a 
continent  that  in  the  post-cold 
war  era  no  longer  has  to  be  a 
battleground  between  capital- 
ism and  communism.  The  new 
models  are  Botswana,  with  a 
two-party  democracy  and  a 
5.5%  growth  rate.  Or  Ghana, 
which  has  modernized  its 
phone,  electric,  and  road  sys- 
tems while  privatizing  gold 
inines.  In  Uganda,  gi'owth  is  running 
above  6%,  thanks  to  market  reforms. 

Further  progress  depends  on  ex- 
panded trade  and  investment,  areas 
on  which  the  Clinton  Administration 
wisely  plans  to  focus.  But  unless  the 
U.  S.  Senate  passes  a  bipartisan  eco- 
nomic stimulus  package  for  the  conti- 
nent, Clinton's  trip  will  be  in  vain. 
ALL  IN  OIL.  While  still  relatively  mi- 
nuscule, trade  between  the  U.  S.  and 
the  48  nations  of  sub-Saharan  Africa 
grew  at  the  same  32%  rate  as  trade 
with  the  rest  of  the  world  over  the 
past  three  years.  And  although 
Africa  accounts  for  just  1%  of  Ameri- 
ca's exports  and  2%  of  its  imports, 
the  U.  S.  is  Africa's  leading  market, 
purchasing  19%  of  exports  since 
1994.  Unfortunately,  90%  of  U.  S. 
pui'chases  from  Africa  involve  oil, 
which  provides  less  economic  pay- 
back than  manufactui'ed  goods. 
Afr-ica,  for  example,  gets  httle  out  of 
U.  S.  progi'ams  that  grant  duty-free 


treatment  to  manufactured  products 
from  developing  nations.  "Foreign 
aid  alone  has  not  led  to  the  kinds  of 
growth  and  diversification  that  in- 
creased trade  would  produce,"  says 
U.  S.  Trade  Representative  Charlene 
Barshefsky. 

The  Administration  supports  a 
House-passed  trade  bill  called  the 
Africa  Growth  &  Opportunity  Act, 
which  would  grant  further  prefer- 
ences for  textiles  and  clothing  in  re- 
turn for  market  refoiTOS.  But  the  bill 
faces  opposition  because  it  could  cost 


for  example,  recently  endorsed  a  new 
business  plan  for  the  region  that 
foresees  15%  growth  rates.  Today, 
Africa  accounts  for  7%  of  the  compa- 
ny's customers  but  only  4%  of  sales. 
"We  see  an  Africa  more  directly  ac- 
countable for  its  own  destiny  than  it 
has  been  for  centuries,"  Coke  CEO  M. 
Douglas  Ivester  said  recently. 
CIVIL  STRIFE.  Africa  still  has  enor- 
mous problems,  including  a  crum- 
bling infrastructure,  endemic  coirup- 
tion,  and  civil  wars.  Market 
economies  are  just  taking  hold  in  for- 


jobs  in  a  U.  S.  apparel  industiy  that 
has  already  been  hit  hard  by  compe- 
tition from  abroad.  Even  so,  the 
measure  would  just  hasten  the  in- 
evitable: Protective  import  quotas  on 
textiles  are  scheduled  to  be  phased 
out  by  2005.  The  U.  S.  International 
Ti-ade  Commission,  an  independent 
agency,  notes  that  fiuther  domestic 
job  losses  would  be  minimal,  since 
Africa  accounts  for  less  than  1%'  of 
U.  S.  textile  imports. 

The  trade  bill  would  also  allow 
duty-free  zones  in  countries  that  are 
making  progi"ess  in  moving  toward  a 
market  economy  and  improving  hu- 
man rights.  It  would  establish  two 
funds  to  invest  $650  million  in 
Aft-ican  business  and  infi-astructure 
and  order  the  Export-Import  Bank 
to  expand  loans,  guai'antees,  and  in- 
surance to  Africa. 

More  important,  the  bill  would 
help  highlight  the  continent  as  an  in- 
vestment opportunity.  Coca-Cola  Co., 


merly  socialist  nations  such  as  Tanza- 
nia, and  decades  of  mismanagement 
have  wrecked  the  economy  of  the 
Democratic  Republic  of  Congo  (for- 
merly Zaire).  Protracted  internal 
conflicts  have  ruined  the  neighboring 
nation  of  Republic  of  the  Congo  as 
well  as  Burandi  and  Sudan.  Nigeria 
is  widely  considered  one  of  the  most 
corrupt  nations  in  the  woiid. 

But  these  problems  also  create 
huge  opportunities  for  improvement: 
A  recent  Transpoitation  Dept.  study 
notes  that  a  dollar  invested  in  the 
Afiican  transportation  giid  would 
likely  return  more  than  a  dollar  in 
increased  economic  activity  eveiy 
year.  Indeed,  Aftica  is  ready  for  a 
new  kind  of  exploration  that  will 
benefit  investors,  traders,  and  750 
million  inhabitants. 

Magnusson  covers  trade  and 
Foust  covers  international  economics 
from  Washington. 
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WASHINGTON 


NEWT  GINGRICH'S 
GOALS  FOR  A  GENERATION' 

The  Speaker  discusses  his  plans  for  the  GOP  and  the  White  House 

Newt  Gingiich  is  in  the  midst  of  the 
latest  of  the  many  metamorjjhoses 
that  have  marked  his  controversial 
career.  After  surviving  a  palace  revolt 
that  nearly  cost  him  his  leadersliip  post 
last  July,  the  House  Speaker  has  ended 
a  self-described  period  of  introspection. 
His  aim  now:  to  reassert  liis  role  as  the 
cop's  chief  idea  merchant  and  preserve 
the  paily's  slim  House  majority  this  fall 
while  presenting  himself  as  a  kinder, 
more  moderate  leader.  "A  year  ago,  the 
question  about  Newt  was:  'Will  he  sur- 
vive the  week?'"  says  former  Reagan 
Chief  of  Staff  Kenneth  M.  Duberstein. 
"The  question  now  is:  'Will  he  run  for 
President?' " 

Gingrich  has  more  immediate  con- 
cerns. To  save  the  House  from  a  deter- 
mined Democratic  chai-ge.  he  has  adopt- 
ed a  fi-enetic  fund-raising  schedule  that 
has  pulled  in  more  than  $40  million  since 
January  '97.  Gingiich  also  aims  to  I'etool 
his  party's  platform  for  '98  and  beyond. 
He's  ui'ging  the  gop  to  rally  around  foiu- 
goals:  capping  the  total  state,  federal, 
and  local  tax  biu'den  at  25%,  fixing  Social 
Secuinty,  improving  education  with  in- 
centives for  teacher  quality  and  school 
choice,  and  intensifying  the  wai'  on  chxigs. 

GingTich's  agenda  shows  how  much 
he  has  evolved  in  three  years.  After 
continually  being  clobbered  by  Democ- 
rats for  appealing  hostile  to  kids  and  se- 
niors, the  new  Newt  feels  compelled  to 
offer  new  policies  on  such  issues.  And 
by  focusing  on  a  hghter  tax  bill  for  all, 
he's  trying  to  insulate  the  GOP  from 
charges  of  pandering  to  the  rich. 

How  is  Nevi^'s  new  act  playing?  He 
has  a  way  to  go  before  he's  considered 
cuddly.  Since  the  failed  coup,  his  Hanis 
Poll  favorable  rating  has  gone  fi-om  a 
measly  28%  to  a  so-so  36%.  Only  some- 
one as  self-assured  as  Gingrich  would 
consider  that  enough  to  daych'eam  about 
the  White  House.  "Newt's  a  polarizing 
politician,"  says  gop  adviser  Wayne 
Berman.  "But  he  knows  that  polarizing 
politicians,  such  as  Nixon  and  Reagan, 
can  win  if  they  lay  the  gi'oundwork." 

On  Maj-.  2'),  Gingiich  sat  down  with 
Washington  ij  ireau  chief  Lee  Walczak 
and  correspondent  Richard  S.  Dunham 
to  discuss  his  initiatives — including  his 
Presidential  plans. 


President]  as  the  higher-tax,  bigger-gov 
ernment,  please-pay-for-more-bureau 
crats  candidate. 

Q:  Do  you  favor  a  flat  tax  or  the  riva 
plan  for  a  national  consumptio7i  levy  ': 
A:  Let  me  be  straight  about  this.  Ni 
Republican  should  pick  one  of  those  tw( 
before  200L  Because  liberals  will  picl 
every  defect  in  whichever  one  yoi 
choose  and  beat  youj 
brains  out. 


Q:  Many  busines. 
leaders  think  it's  iy 
responsible  for  th 
Ho2ise  to  hold  up 
funding  bill  for  th 
International  Mone 
tmy  Fund  over  abor 
tion  restrictions 
Your  response? 
A:  Why  is  it  that  Bi 
Clinton  can  say 
IMF  m.oney  because 
have  to  support  $: 
million  for  organiza 
tions  to  lobby  in 
vor  of  abortion  ovei 
seas?  Somehow,  tha 
doesn't  make  him  a: 
extremist.  So  I  sa; 
to  all  of  my  busines 
friends:  Go  talk  t 
the  President. 
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Q:  Are  Republican 
losing  their  enthus 
asm  for  free  trade? 
A:  There  is 
mythology  out  then 
It  comes  back  to  P£_^  , 
Buchanan's  ['96]  can 
paign.  We  had  16 
votes  out  of  228  fo 


hi 


Q:  President  Clinton  has  co-opfcd  core 
GOP  issues  such  as  a  balanced  budget 
and  welfare  reform.  Are  there  any  big 
new  ideas  for  Republicans  to  push? 
A:  I've  been  describing  foui'  Goals  for  a 
Generation.  I  expect  Clinton  to  coopt  as 
much  of  them  as  his  Left  will  permit. 
The  fii'st  is  a  drug-free  country  with  a 
dr-amatic  decline  in  crime.  The  second 
is  a  world-class  education  and  lear-ning 
system.  The  tliir'd  is  to  use  [budget]  sur- 
pluses to  guar-antee  Social  Seciuity.  The 
fourth  is  to  r-educe  the  tax  burxlen  from 
38%',  on  average,  to  25%.  I  think  you 
have  a  very  decisive  platfor-m  for'  Re- 
publicans, not  just  for  '98  but  for-  2000. 

Q:  DcniH,  polls  show  tluit  tax  cuts  are  far 
from  most  Americam'  mmds  right  now? 
A:  I'm  creating  a  vision-level  goal  here. 
I'd  be  glad  to  have  Al  Gore  run  [for 


Li  [I'd  run]  if  I 
was  drafted  for 
the  nomination. 
That'd  be  ideal. 
Hasn't  happened 
in  modern  times 

fast-tr-ack.  Tlrat  was  a  higher  percentag 
than  we  had  for-  NAFTA.  This  a  very  ii 
ternational,  worid-mari^cet  parly. 

Q:  Is  there  'merit  to  the  Administri 
tiou  's  aggressive  antitrust  push? 
A:  All  the  prosecutorial  energy  in  tl 


iort 
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e  Dept.  has  been  put  into  one  nar- 
one.  I  had  breakfast  with  [Micro- 
■K()|  Bill  Gates  about  two  years 
nd  he  said:  "You  know,  I'm  either 
jxt  monopoly  or  I'm  bankrupt."  If 
link  about  ibm,  at&t,  and  General 
•s,  I'm  not  certain  that  an  1890 
i-state  model  based  on  natural  mo- 
es — railroads,  pipelines — natural- 
)lies. 

)  what  should  the  feds  do  about 
rate  giantism? 

ley  should  measure  it  against  the 
market.  You  have  to  get  to  a  cer- 
ize  just  to  compete  in  the  world.  If 
0,  why  would  you  punish  Ameri- 
br  being  able  to  compete? 

ill  Congress  approve  a  tobacco  set- 
nt  this  year? 

im  certain  there  will  be  anti-teen- 
ing  legislation.  I  am  not  certain 
will  be  [broad]  tobacco  legislation, 
very  dubious  about  the  settlement. 
1  are  not  going  to  protect  DuPont, 
makes  heart-valve  material,  why 
ou  protecting  the  people  who  try 
iict  14-year-olds? 

)P  hardliners,  noting  your  many 
with  Bill  Clinton,  now  attack  you 
IX  collector  of  the  Nanny  State." 
thM  sting  a  little? 
ley  must  have  been  talking  about 
,te  Majority  Leader]  Trent  Lott. 
fet  used  to  it.  You  have  the  same 
on  that  Lincobi  did.  You  learn  that 
friends  have  very  high  standards, 
vhat  you've  got  to  do  is  listen  to 
careMly  and  do  what  you  think  is 
-and  not  worry  about  it. 

jm€  of  your  advisers  think  you're 
jf  the  groundwork  for  a  Presidential 
aign.  What  would  make  you  run? 
miling)  Well,  one  is  if  I  was  draft- 
r  the  nomination.  That'd  be  ideal, 
t  happened  in  modem  times.  Being 
orgian,  I  can't  issue  a  Sherman- 
itatement.  I  will  not  think  about 
opic  until  late  '99. 

n  polls,  most  Americayis  say  the 
dent's  sexual  conduct  isnt  grounds 
npeachment.  Yet  you're  preparing 
rnpeachment  proceedings.  Could 
)ackfire? 

0.  We're  not  going  to  do  anything 
s  [Independent  Counsel  Kenneth] 
does  something.  I  suspect  he'll  de- 
a  bunch  of  evidence  to  the  country, 
is  relevant  to  whether  or  not  the 
of  law  has  been  violated,  we'll  act. 
isn't,  we  won't. 


n  extended  version  of  this  interview  go  to 
America  Online:  Keyword:  BW  or 
www.businessweek.com. 


ENERGY 


SQUEEZING 
THE  PIPELINE 

Oil  producers  strike  a  deal 
that  lowers  prices-for  now 

And  now  we  return  to  As  the  Oil 
Market  Turns.  In  our  last  episode, 
finances  of  opec  nations  were  sink- 
ing in  a  pool  of  excess  oil.  Then,  on 
Mar.  22,  Saudi  Arabia  managed  to  per- 
suade fellow  OPECer  Venezuela  and  Mex- 
ico, not  a  member  of  the  oil  cartel,  to 
curb  production.  According  to  the  re- 
vised script,  the  trio  will  chop  output  by 
a  combined  600,000  barrels  a  day,  to  be- 
gin with.  But  "we  will  surely  reach  the 
amount  of  1.6  million  to  2  million  barrels 
a  day,"  Venezuela  Energy  Minister  Er- 
win  Arrieta  enthusiastically  pledged. 
News  of  the  proposed  cutbacks  reversed 
a  four-month  plunge  in  the  price  of 
crude,  sending  oil  up  nearly  $2  a  barrel. 

But,  dear  listener,  that's  not  the  end 
of  our  story.  Will  the  cutbacks  really 
halt  the  plunge?  Can  opec  enforce  a  re- 
duction this  time — a  feat  it  has  not 
pulled  off  since  1986?  Could  the  fragile 
agi-eement  be  dashed  by  Iraq's  pend- 
ing U.  N.  oil-for-aid  sales? 
QUICK  FIX.  Count  on  months  of  intrigue 
ahead.  In  the  short  term,  the  deal  may 
stabilize  the  price  of  crude  at  about  $16 
a  barrel — up  from  its  mid-March  lows, 
but  well  below  its  1997  average  of  $21. 
"This  is  a  short-term  palliative,"  says 
PaineWebber  Inc.  oil-watcher  Frank  P. 
Knuettel.  "They  want  prices  back  in  the 
upper  teens;  it  isn't  going  to  happen 
with  this  agreement." 

Indeed,  crude  settled  at  $16.48  on 


SHORING  UP:  The  agreement  could  be 
too  fragile  to  succeed  in  the  long  rmi 

Mar.  25  as  traders  calculated  a  more 
likely  reduction  of  1  million  to  1.2  milUon 
barrels  a  day  rather  than  the  threat- 
ened 2  million.  While  still  significant,  the 
reduction  comes  as  a  seasonal  slowdown 
is  beginning:  Demand  for  heating  oil  is 
waning  and  the  summer  driving  boom  is 
months  away.  On  Mar.  24,  the  American 
Petroleum  Institute  reported  that  U.  S. 
stocks  of  crude  oil  hit  326  million  barrels, 
1.5%  higher  than  a  week  earlier  and  up 
7%  from  levels  a  year  ago. 

Getting  prices  to  rise  and  stay  at 
higher  levels  would  require  measures 
few  big  producers  seem  willing  to  ac- 
cept. In  the  current  agreement  for  pro- 
duction cutbacks,  Iran  consented  to  a 
sleight-of-hand  that  trims  140,000  barrels 
off  a  quota  it  isn't  near  to  achieving. 
Saudi  Arabia's  decrease  of  300,000  bar- 
rels a  day  is  less  than  half  the  760,000- 
barrel  production  increase  it  approved 
last  November.  Plus,  Venezuela  says  it 
will  keep  expanding  capacity  even  as  it 
pledges  to  lower  daily  production  to  3.2 
miUion  barrels  for  the  rest  of  the  year. 

Still,  there  are  strong  reasons  for  the 
oil-dependent  trio  to  hold  the  line. 
Shrinking  income  from  oil  is  forcing 
Mexico  to  shce  spending  by  $3  billion, 
and  Venezuela  has  chopped  6%  off  its 
government  expenditures.  Meanwhile, 
Iraq  is  poised  to  release  up  to  500,000 
new  barrels  a  day  under  the  U.  N.-or- 
chestrated  oil-for-aid  program.  "Longer 
term,  that's  going  to  keep  the  market 
from  getting  much  above  $15.50  a  bar- 
rel," says  Sai-ah  A.  Emerson,  director  of 
petroleum  analysis  and  price  forecasting 
at  Energy  Security  Analysis  Inc.  Unless 
a  Mar.  30  emergency  opec  meeting  pro- 
duces lasting  cutbacks.  Stay  tuned. 

By  Gary  McWilliams  in  Houston, 
vnth  bureau  reports 
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SOFTWARE 


MICROSOFT:  LET'S  NOT 
GET  CARRIED  AWAY 

Sure,  earnings  are  up-but  growth  won't  come  as  easily  in  '98 

These  days,  when  Wall 
Street  gets  a  surprise 
ft-om  the  high-tech  sector, 
it's  usually  a  nasty  one — an- 
other warning  of  disappoint- 
ing earnings  from  a  computer 
maker  struggling  to  turn  a 
profit  on  sub-$  1,000  PCs  or  a 
diskmaker  with  inventory 
woes.  No  wonder  that  an  up- 
side surprise  from  Microsoft 
Coi-p.  on  Mai'.  24  sent  the  soft- 
ware giant's  shares  soaring 
nearly  4  points  to  a  record 
88'Xii.  Sales  are  so  strong  that 
the  company  issued  a  heads- 
up:  Its  eainings  will  beat  ana- 
lysts' expectations  by  4c  a 
shar-e  tliis  quarter 

This  will  make  it  even  haixl- 
er  for  Microsoft  to  get  ana- 
lysts to  pay  attention  to  the 
other  part  of  the  message — 
the  pait  about  how  sustaining 
such  strong  gi-owth  won't  be 
easy.  The  company  has  warned 
repeatedly  that  its  growth 
must  inevitably  slow.  But  just 
as  routinely,  Microsoft  has  continued  to 
rack  up  double-digit  gains.  Siu-e  enough, 
on  Mar  24,  Cliief  Financial  Officer  Greg 
Maffei  warned  that  the  future  doesn't 
necessarily  look  so  rosy. 

But  this  time,  the  warTiing  may  be 
apt.  For-  starter-s,  worldwide  gr'owth  in 
PC  shipments  is  slowing.  Mor'e  impor- 
tant, Micr-osoft  faces  uncertainty  about 
the  prospects  for  Windows  98,  its  only 
major  product  launch  this  year,  and 
growing  pressure  from  PC  maker-s  to 
lower  prices.  Most  analysts  agree  with 
Maffei  that,  despite  a  massive  Win98 
mar'keting  campaign  that  will  begin  in 
April,  Micr'osoft  won't  head  into  a  major* 
new  gi-owth  spiut  until  Windows  NT  5.0, 
aimed  at  businesses,  rolls  out  in  early 
1999.  Michael  Kwatinetz  of  Deutsche 
Morgan  Gr'enfell  Inc.  has  added  only 
$200  million  to  $300  million  to  his  rev- 
enue for-ecast  over  the  next  year  for 
Windows  98  upgr-ades,  which  ai-e  ex- 
pected to  ship  in  June.  That  compar-es 
with  a  $1.5  bilhon  revenue  boost  the 
company  got  from  Windows  95. 

What  gives?  As  Maffei  notes,  Win- 
dows 98  doesn't  offer-  the  attractions  for- 


consumer-s  that  Wmdows  95  did — a  whole 
new  look  and  major  impr-ovements  in 
speed.  Win98's  main  dr-aws  are  integr-a- 
tion  of  Micr-osoft  Inter-net  Explor-er,  which 
most  consumer-s  get  ah-eady,  and  some 
new  har-dwar-e-supporl  featiu-es.  "I  don't 
see  there's  a  huge,  obvious  mar'keting 
featiu-e  for  consumer-s  here,"  Maffei  says. 

Then  thei-e's  the  bruising  price  war-  in 
PCs.  While  Micr-osoft  and  other  softwai-e 
makers  ar-e  thriving,  the  average  price 
for  a  consumer  pc  has  di-opped  36%  in 
the  past  year-.  Microsoft  has  kept  the 
price  that  pc  makers 
pay  for  Windows 
steady  in  the  low  $40s, 
accor-ding  to  analysts. 

PC  makers  are  lob- 
bying for  relief.  "The 
mar-gins  have  to  be  r-e- 
balanced,"  says  Stan 
Shih,  chairTnan  of  Acer 
Group  Ltd.  So  far, 
however,  there's  no 
sign  that  Microsoft  will 
go  along.  Says  Maffei: 
"They're  asking  for 
price  cuts?  Sure.  They 


MICROSOFT  STOCK'S 
RELENTLESS  CLIMB 


ask  for  cuts  all  the  time.  But  we  believ 
Windows  provides  a  lot  of  value  fo 
them."  Still,  Microsoft  has  decided  nci 
to  raise  the  price  when  it  switches  ove 
to  Win98. 

Then  there's  the  question  that  won 
go  away:  Will  the  Justice  Dept.  hal 
shipments  of  Win98?  Trustbusters  migh 
file  an  injunction  to  interrupt  the  proc 
uct's  shipment  and  force  Micr-osoft  t 
offer  a  browser-free  Win98. 

Meanwhile,  Microsoft  is  hel 
bent  on  shipping  Win98  0| 
time,  if  not  early.  On  Mar.  1( 
it  briefed  PC  makers  and  n 
tailers  on  its  game  plan — i] 
eluding  a  May  18  target  fc 
sending  the  product  to  PC  mal 
ers,  according  to  a  PC  compan 
source.  As  recently  as  Febn 
ar-y,  Micr-osoft  would  promi; 
only  that  Win98  would  get  t 
PC  maker-s  before  the  end 
June.  PC  makers  could  be  shi{ 
ping  by  mid- June,  and  reta 
ver-sions  should  be  in  stores  b 
the  end  of  that  month. 
AT  THE  MOVIES.  Windows 
mar-keting  kicks  o&  in  eamei 
on  Apr  4 — at  a  theater  ne£ 
you.  The  company  has  rente 
38  movie  houses  from  Norms 
111.,  to  Las  Vegas  for  two-hoi 
live  br-oadcasts  of  demos 
Win98  and  other  products.  Tl 
audience:  some  40,000  "coi 
sumer  enthusiasts" — buyer 
who  ar-e  likely  to  upgrade  in 
mediately  and  get  ftiends  and  family 
follow.  "They're  really  the  opinion  lesu 
ers,"  says  Ken  Schneider,  marketing  d 
rector  for  Micr-osoft's  consumer  sales  uni 
Micr-osoft  also  will  plug  Win98  at  i' 
monthly  "Family  Technology  Nigh' 
events  at  elementary  schools  around  tl 
coimtr-y. 

The  formal  marketing  program 
Ukely  to  str-ess  co-marketing  deals  wii 
peripher-als  maker-s:  Easy  connectior 
via  the  so-called  universal  serial  bif 
of  Win98's  most  pluggab 
featur-es. 

By  June,  Microsofll 
mar-keting  engine  wl 
be  at  full  r-oar — if  Ju 
tice  doesn't  spoil  tl 
party.  So  by  the  tin 
Micr-osoft  brings  in  a 
alysts  for  their  armu 
summer  briefing,  we 
know  whether  Maff 
was  right,  for 


rs  one 


one 


JAN.  2,  '98  MAR.  25 

▲  DOLLARS 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


when  he  warned  : 
vestors  to  woi-r-y. 

By  Steve  Hamm 
San  Mateo,  Calif. 


40  BUSINESS  WEEK  /  APRIL  6,  1998 


Wouldn't  you  like  some  free 

time  to  build  your  business? 


Sprint  gives  your  small  business 
free  domestic  long  distance,  and 
more,  every  Friday  until  the  year  2000: 

The   exclusive  Fridays 


Call  to  get: 

Free  domestic 
long  distance  calls 

Free  local  toll  calls  - 
Free  incoming 
toil-free  calls' ' 

Free  long  distance 
faxes 

Free  calling 
card  calls  ' 


Free  program  from  Sprint 
lets  you  call  an^-where  in 
the  covmtry  free  on  Fridays  — 
iintU  the  year  2000.  You  can  call 
from  your  desk  or  from  the  road, 
fax  or  take  inbound  toll-free 
calls  all  day.  And  whether  they're 
domestic  long  distance  or  local 
toU,  your  caUs  are  free  on  Fridays. 


So  you  can  be  more  productive  and  innovative 
with  your  new  kec  time,  tor  a  whole  lot  less 

You'll  do  more  business  and 
get  more  savings  the  rest  of  the 

week,  too.  ■with  Fndiiys  Free,  you  can  explore  new 
business  strategies  that  can  generate  more  opportunities  all 
week.  And  Friday  isn't  the  only  day  Sprint  c:in  help  your 
business.  The  rest  of  tlie  week,  our  competitive,  flat  per-minute 
rates  help  you  manage  your  bottom  line.  So  sign  up  tod.y  for 
the  free  time  to  build  your  business. 

Call  to  get  Fridays  Free 

1.800-477-1406 

www.sprlnt.com/fridays-free 


Sprint 


We  help  your  business  do  more  business - 

'  ■  -  „,      hp  hillPd  the  diftcrence  to  equal  the  mmimum  Maximum  of  $200  ;n  ftee  local  toll  ant)  lotig  distance 


COIVIIViENTARY 

By  Robert  D.  Hof 


JAVA  CAN  BE  A  GONTENDER-IF  SUN  LETS  IT 


SPLAT!  Gates 
will  wi7i  again, 
if  McNealy 
ca  n  't  keep  Java 
backers  like 
Piatt  in  the 
fold 


Ever  since  Sun  Microsystems  Inc. 
invented  Java,  a  computer  lan- 
guage for  creating  programs  that 
run  on  computer  networks,  Chief 
Executive  Scott  G.  McNealy  has 
boasted  that  it  would  roast  Microsoft 
Corp.  Now,  it's  Java  that's  getting 
roasted — and  not  just  by  the  soft- 
ware giant.  On  Mar.  20,  Java  partner 
Hewlett-Packard  Co.  broke  ranks. 
Accusing  Sun  of  keeping  too  tight  a 
rein  on  developing  new  versions  of 
Java,  HP  has  created  its  own  Java 
variant  for  noncomputer  devices  such 
as  printers.  Meanwhile,  other  \ 
Java  backers  are  muttering 
about  Sun's  heavy-handed 
stewardship  of  Java's  evolu- 

tion.  Even  avid   

Java  progi'ammers 
carp  about  its 
shortcomings. 

Can  McNealy 
keep  Java  perking? 
Yes,  but  only  if 
he — along  with 
Java  paitners  and 
customers — quit  theu'  petty 
infighting.  Java  may  never 
knock  off  Microsoft's  Win- 
dows. But  faults  and  all, 
Java  is  still  an  important 
breakthrough:  A  system  for 
creating  software  that  mns, 
unaltered,  on  all  sorts  of 
computers  and  devices. 
That  could  make  doing 
business  across  the  Inter- 
net simpler  and  could  trans- 
foiTn  the  softwai'e  business  in  the  net- 
work era  from  a  one-horse  race  led  by 
Microsoft  to  a  tinae  contest. 

This  all  depends,  however,  on 
whether  Java  becomes  a  tnae  stan- 
dard. So  far,  McNealy's  approach  has 
been  to  insist  on  strict  terms  for  oth- 
er companies'  use  of  "100%  Pure 
Java"  to  enforce  unifoiTnity.  When 
Microsoft  developed  a  Windows-only 
version  of  Java,  Sun  sued  for  breach 
of  contract  and,  on  Mai'.  24,  the  U.S. 
District  Court  in  San  Jose  granted  a 
preUminary  injunction  preventing 
Microsoft  from  using  the  Java  logo. 

Problem  is,  such  victories  may  not 
help  McNealy  .vith  his  bigger  goal — 
to  make  Java  a  widely  used  standard. 
Nor  do  his  disparaging  remarks  about 


Microsoft  and  its  products  do  more 
than  amuse  geeky  aficionados  of  Sun's 
Unix  operating  system.  For  Java  to 
succeed,  McNealy  needs  to  befriend 
Windows  programmers,  not  insult 
them.  Says  Stan  Wang,  CEO  of  Java 
staitup  Infospace:  "We  don't  want  to 
be  in  the  middle  of  a  holy  war." 

McNealy's  energy  and  skill  would 
be  better  spent  in  fixing  the  broken 
promises  he  has  made  to  Java  enthu- 
siasts. Its  shortcomings — bugs,  primi- 
tive progr-amming  tools,  and  relatively 
slow  performance — have  allowed 
Microsoft  to  belittle  the  original  and 
offer  improvements  tied  to  Windows. 


gaps  vexing  them  and  other  part- 
ners— and  quell  fears  that  Sun  is 
shaping  Java  to  benefit  its  $8.5  billion 
computer  business.  "It  would  be  a 
benefit  to  the  whole  industry,"  says 
Gary  L.  Steele,  ceo  of  Java  startup 
Netiva  Software  Inc. 
STRONG  START.  A  httle  cooperation 
would  help,  too.  Java  already  is  off  to 
a  strong  start,  nanning  on  70  million 
PCS  and  other  computers.  But  if  more 
computer  makers  create  more  vari- 
ants, that  momentum  will  slow.  That's 
why  hp's  split  is  shameful,  hp  ceo 

•  ,     Levvis  E.  Piatt — ^whose 
company  still  backs 
Sun's  Java  for  comput- 
ers— should  tell  his 
managers  to  stick  to 


As  hp's  defection  shows,  Java  could 
splinter  into  incompatible  camps — 
trashing  its  promise  of  programs  that 
can  "run  everywhere."  The  situation 
is  coming  to  resemble  what  happened 
a  decade  ago  with  Unix,  another 
would-be  universal  standard:  Each 
computer  maker  tweaked  it,  and  soon 
programs  had  to  be  wiitten  anew  for 
each  brand— while  Windows  delivered 
guaranteed  uniformity  and  became 
the  overwhelming  standard. 

How  to  avoid  a  rerun?  One  bold 
step  McNealy  should  consider:  Cut 
loose  Sun's  JavaSoft  unit  that  controls 
Java  now.  With  adequate  investment 
by  partners  such  as  ibm  and  Oracle 
Corp.,  JavaSoft  could  address  the 


what  programmers  want:  the  ability 
to  write  their  programs  once  and  run 
them  anywhere,  hp's  move— backed 
by  Microsoft — endangers  that. 

So  far,  "Java  hasn't  lost  any  mo- 
mentum," says  Goldman,  Sachs  &  Co. 
analyst  Laura  Conigliaro.  But  in  a 
business  this  fast-moving,  customer 
perceptions  are  as  important  as  reali- 
ty. And  the  perception  today  is  that 
Java  is  getting  diluted.  Unless  Sun 
and  its  partners  can  wise  up  and  start 
looking  past  their  own  noses,  that 
perception  could  become  reality.  Then, 
it's  game  over:  Bill  Gates  wins  again. 


Hof  covers  the  computer  indtastry 
from  San  Mateo,  Calif. 
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I'OllCYllolinus  W[  AlU  I 


)  liUV[NT  CRIl'I'l  INl.  INIURItS  AN(1  DfAT  II  lU  l<  I 


Louisa  has  never  taken  a  spill  on  the  job  because  ot  the  safety  precautions  her 
employer  learned  from  Liberty  Mutual.  At  our  research  center  we  study  the  connection 
between  shoes,  floor  surfaces  and  slippery  hazards  like  water  and  grease.  By  investigating 
your  safety  concerns  we  can  recommend  a  plan  that  can  help  lower  your  workers 
compensation  costs,  and  ensure  that  Louisa  lives  a  safer,  more  secure  life. 
^     Thereli  more  information  iiy  V  like  to  ,<hare.  So  o/ethie  call  John  Ryan  7^rTT^TT\ 

MUTUA 

at  (617)  57-i-5S-i2  or  i'ijit  our  wekiite  at  /.>ttp://ii'H'\t:lil>ert_yiiuitnal.com  jreeJo/rj  of  IjilyeT^ 
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News:  Analysis  &  Commentary 


ASIAN  TURMOIL 


THE  EARTH  IS  SHIFTING 
UNDER  HEAVY  EQUIPMENT 

Cheap  machines  back  from  Asia  could  sink  U.S.  dealers 

Only  a  year  ago,  Triad  Machin- 
ery, a  constiniction-equipment 
dealership  in  Seattle,  was 
riding  the  crest  of  the  country's 
economic  boom.  Sales  of  construc- 
tion and  farm  equipment  were 
soaiing. 

Today,  domestic  demand  for 
those  same  tractors,  backhoes,  and 
excavators  is  still  strong.  But  Tri- 
ad and  other  equipment  dealers 
are  bracing  for  a  tidal  wave  that 
could  sweep  away  their  profits  for 
the  ne.xt  two  years — a  flood  of 
"gray-market"  goods  washing 
ashore  from  recession-stricken 
Asia.  Builders  in  places  such  as 
Malaysia  and  Japan  have  halted 
projects,  and  now  the  machines 
they  ordered — and  usually  have 
never  used — are  coming  back  into 
the  U.  S.  market  for  sale  at  prices 
sometimes  50%  off  list. 

The  result  is  that  customers 
who  might  have  been  kicking  the 
tracks  on  one  of  Tiiad's  Link-Belt 
excavators  ai'e  bargaining  instearl 
on  barely  used  equipment  amv- 
ing  at  U.S.  ports  from  Asia.  "It- 
like  watching  a  tsuna  m  i  build  am  I 
not  being  able  to  do  anything 
about  it,"  says  Triad  branch  man- 
ager Michael  Coogan,  who  fii-st  no- 
ticed the  uptick  in  gi'ay-market 
products  back  in  September. 
DESPERATE  DAYS.  The  deals  are 
Some  gi'ay-mai'ket  equipment  is  selling 
for  as  little  as  60%  of  what  U.  S.  dealei-s 
pay  wholesale.  Excavating  contractoi-s  in 
the  Chicago  ai'ea  say  prices  ai'e  so  low 
for  ecjuipment  coming  into  ports  in  Wash- 
ington and  Oregon  that  it's  easy  to  justi- 
fy pa>ang  an  additional  $2,000  in  trans- 
portation   costs    to    ship  the 
equipment  to  the  Midwest.  No  wai-- 
icUity?  No  problem.  At  these  prices, 
the  machines  can  be  rebuilt  once 
and  still  be  cheaper  than  a  new 
machine,  says  one  pui'chaser  who 
asked  not  to  be  identified  for  feai"  , 
of  spoiling  n^lations  with  dealers. 

For  then-  part,  manufacturers 
such  as  Caterpillar,  Deere,  and 
even  Komatsu  America — which  is 
threatened  by  these  imports  as 
well — say  only  that  the  gray  mai-- 


TACOMA:  Clogged  docks  aftci 


SI  a  crisis 


lush. 


ket  is  on  their  "radar  screen."  However, 
they  may  not  escape  the  fallout.  In  Feb- 
roiaiy,  analyst  John  E.  McGinty  of  Cred- 
it Stxisse  Fu'st  Boston  downgraded  Cat 
stock  and  predicted  that  "gray  iron" 
will  take  over  half  of  the  1998  excavator 
market.  Such  inroads  could  represent 
well  over  $1  billion  in  sales. 

GRAY  MARKET'S  BIGGER  BITE 

HYDRAULIC  EXCAVATOR  SALES 
□  NEW  "USED 


1997 
14,750  UNITS 


EST.  1998 
15,000  UNITS 


DATA  MANFREOI «.  ASSOCIATES  INC;  EQUIPMENT  DATA  ASSOCIATES  INC- 


And  the  gray  market  isn't  limited 
excavators.  Tractors  and  backhoe  low- 
ers are  beginning  to  appear  on  t 
docks,  too.  In  a  survey  by  the  Assoj 
ated  Equipment  Distributors,  a  traj 
group,  40%  of  the  nation's  heavy-equ 
ment  dealers  reported  that  they 
competing  head-to-head  with  gray-m; 
ket  brokers — who  include  auction  ho 
es,  entrepreneurs,  and  used  equipmt] 
dealers.  "It  isn't  staying  confinj 
to  the  West  Coast,"  says  Fraj 
Manfredi,  an  industry  consult; 
in  Mundelein,  111.  At  the  Port 
Baltimore,  inbound  shipments 
used  excavators  have  jumped  &•( 
almost  nothing  to  148  tons 
tween  September  and  January. 

Meanwhile,  dealers  are  scr; 
bling  to  craft  a  strategy  to  fii 
back.  They're  appeaUng  to  mai 
facturers  to  lower  their  prices 
give  dealers  a  chance  to  defe 
their  market  share.  And  they 
launching  advertising  campaig 
extolling  the  loyalty  between  ci 
tomers  and  the  dealerships  tl 
they've  dealt  with  for  years. 
CRUNCH  TIME.  On  Mar.  25,  me 
hers  of  the  AED  met  in  Virginia 
refine  strategies  for  fighting  ba 
"My  first  inclination  was  to  s 
'Let's  buy  the  equipment  o 
selves  and  to  hell  with  the  ma: 
facturers,' "    says  Anthony 
Obadal,  the  aed's  general  coi 
sel.  However,  he  says  that  c^ 
cerns  about  getting  stuck 
equipment  that  violated  fede 
safety  and  emissions  standards 
typical  of  machinery  built  in 
for  overseas  markets — prompt 
the  dealers  to  abandon  that  < 
tion.  Instead,  the  aed  decided 
lu-ge  Congress  to  support  strici 
enforcement  of  such  federal  standai 
by  imposing  hefty  new  fines  agai 
violators. 

Can  the  dealers  move  fast  enough 
turn  the  tide?  Mai'ch  is  the  beginnin: 
the  six-month  selling  season.  DurA 
this  period,  about  75%  of  annual  equ  ■ 
ment  purchases  will  be  made.  Mej 
while,  some  $2  billion  in  ear 
moving  macliines  could  be  anivi  ^ 
fi'om  across  the  Pacific,  accordi  f 
to  gray-market  broker  Mich:  I 
Zinman  of  New  York.  "Comi 
right  now,  $2  billion  on  the  marl  i 
could  collapse  it,"  he  says.  In  t  j 
end,  the  only  real  option  for  de  \ 
ers  and  manufacturers  may  be 
wait — at  least  until  the  supj 
from  Asia  is  exhausted  or  A 
needs  the  equipment  again 
By  De'Ann  Weimer  in  Chicc 
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'1  need 
a401(k) 
Mwiderwli 


If  yours  doesn't, 
retire  them. 


plan  ahead. 


It's  frustrating  when  you  have 
to  caJl  your  401(k)  provider  three 
times,  talk  to  four  different  people, 
just  to  get  one  answer.  Not  with 
The  Principal  Financial  Group? 
When  you  call  us  with  a  question, 
you  get  a  quick,  accurate  response 
from  one  familiar  voice.  Someone 
who  is  directly  accountable  for 
your  plan. 

Combine  this  personalized 
service  with  our  low 
fees  plus  an  impressive 
array  of  investment 
options  —  including  name 
brand  funds.  That's  one 
great  value  from  a  company 
with  over  a  century  of  financial 
expertise.  No  wonder  more 
employers  choose  us  to  administer 
thefr  401(k)  plans  than  any  bank, 
mutual  fund,  or  insurance 
company*  So  give  us  a  call  at 
1-800-255-6613.  Or  contaa  us  at 
www.principal.com  on  the  Internet. 
As  for  your  present  provider,  wish 
them  a  lengthy  retfrement. 


get  ahead. 


Plan  Ahead.  Get  Ahead:  the 


Financial 
Group 


31  (k)  and  Pension  •  Home  Mortgages  •  life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds 


©1998  Principal  Mutual  Life  Insurance  Company,  Des  Moines,  lA  50392  *Ch'<)  magazine,  April/May  1997,  Senior  Financial  Kxecutive  Ranking 
Products  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal),  its  subsidiaries  and  affiliates  Mutual  funds  distributed  througli 
Princor  Financial  Services  Corporation  (member  SIPC)  Health  care  products  not  available  in  all  states 
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Bertelsmann 


MEDIA 


BOLDLY  GOING  WHERE 
OTHERS  ARE  BAILING  OUT 

Why  does  Bertelsmann  think  it  can  profit  with  Random  House? 


What's  behind  the  massive  foray 
into  the  American  book  pubhsh- 
ing  business  by  German  media 
conglomerate  Bertelsmann?  Spend  a  mo- 
ment at  the  company's  U.  S.  headquar- 
ters in  the  heart  of  Times  Square  and 
you  soon  find  out.  Chief  Executive-elect 
Thomas  Middelhoff  discusses  big  plans 
for  book  publishing  while  gesturing  out 
a  22nd-floor  window — to  the  headquar- 
ters of  Viacom  Inc.,  the  rival  media  con- 
glomerate. "We  have  a  much  stronger 
relationship  to  the  book  business  now 
than  Viacom,  Walt  Disney,  Time  Warner, 
or  News  C'oip.,"  MiddeUioff  says  in  Ger- 
man-accented English. 

That  was  Middelhoff's  intent  in  No- 
vember when  he  approached  media 
mogul  S.  I.  Newhouse  with  an  offer  for 
Random  House,  the  country's  biggest 
book  {)ublishei-.  The  Mar.  23  deal,  esti- 
mated at  $1.4  billion,  gives  the  Munich- 
based  parent  of  Bantam  Doubleday  Dell 
Publishing  Group  Inc.  15%  of  the  U.S. 
market.  When  it  closes,  nearly  40%  of 
Bertelsmann's  .$16  billion  in  revenues 
will  come  fi'om  books. 


But  why  is  the  world's  tliii'd-largest 
media  company  adding  book  publishing 
pi'operties  just  as  rival  media  giants  ar"e 
looking  for  a  way  out  of  the  ailing  in- 
dustry? Sales  of  consumer  books  slid 
3.4%,  to  $5.4  billion,  in  1997,  according 
to  the  Association  of  American  Publish- 
ers, as  fees  to  superstar  authors  spi- 
r'uled,  along  with  r-eturns  of  unsold 


SQUEEZE 


"It's  becoming  harder 
and  harder  to  make  money,"  says 
Penguin  President  Phyllis  Grann 


books.  And  profits  are  slim.  Viacom's 
Simon  &  Schuster  generated  $200  mil- 
lion in  profits  in  1997 — but  the  unit's 
mar-gins  were  a  thir-d  of  those  for  Via- 
com's cable  and  broadcasting  operations. 
Now,  Viacom  is  selling  at  least  part  of 
Simon  &  Schuster  "It's  becoming  hard- 
er- anfl  harder  to  make  money,"  laments 
Phyllis  Gr-ann,  president  of  Penguin  Put- 
nam Inc. — a  company  that  was  created 


when  Seagram  Co.  sold  Putnam  Berke 
ley  Group  to  Pearson  PLC  in  1996. 

Things  weren't  much  better  at  Ran 
dom  House,  a  unit  of  Newhouse's  Ad 
vance  Publications  Inc.  Random  Housi 
is  one  of  the  most  revered  publishers  ii 
the  world,  with  a  rich  history  in  litera 
tur-e  and  an  abiUty  to  cater  to  the  mas 
mar-ket  with  best-sellers  such  as  Pri 
mary  Colors  and  Midnight  in  fJie  Gar 
den  of  Good  and  Evil.  Last  year,  rev 
enues  were  estimated  at  $1.2  billion  an 
profits  wer-e  in  the  high  single  digit; 
"This  is  a  gem  they  sold,"  says  ceo  A 
berto  Vitale,  who  will  be  replaced  b; 
Bertelsmann  executive  Peter  Olson. 
NEWCOMERS.  But  two  decades  afte 
Newhouse  paid  $60  miUion  for  Randor 
House,  the  unit's  profits  did  not  riv; 
those  of  Advance's  magazines  and  news 
papers.  "With  a  thu-d  generation  comin 
up,"  says  the  70-year--old  Newhous( 
"we  had  to  make  strategic  decisions." 

So  why  do  books  malce  sense  for  Ber 
telsmann?  It  owtis  Arista  Records  Inc 
Eur-opean  broadcasters,  and  a  chunk 
America  Online  Inc.,  but  its  busine; 
center-s  on  books.  Begun  in  Guterslol 
Ger-many  in  1835  as  a  Christian  boo 
bindery,  Bertelsmann  runs  book  club 
with  35  million  members  in  Europe  an 
North  America.  It  will  soon  extend  it 
vertical  integr-ation  when  it  begins  sel 
ing  online,  positioning  itself  to  becora 
the  world's  biggest  book  merchan 
"Book  publishing  is  not  a  stepchil 
here,"  Olson  says.  "It  is  our  focal  point 
Bertelsmann's  book  business  is  just  i 
pr-ofitable  as  sister  units,  Olson  say 
Insiders  say  Bantam  Doubleday  De 
has  profit  mar-gins  in  the  low-teens- 
high  for  book  publishers — with  two  k( 
drivers:  authors  John  Grisham  ar 
Danielle  Steele.  Bertelsmann  also  runs 
more  centralized  operation  than  oth( 
companies  with  multiple  imprints.  "The 
force  executives  to  be  team  players  i 
opposed  to  looking  out  for  their  ow 
turf,"  says  Robei 
Gottlieb,  an  agei 
whose  clients  incluc 
Tom  Clancy. 

Book  publishir 
could   become  ev€ 
easier   for  Bertel 
mann  if  it  expam 
into  U.  S.  br-oadcasting,  letting  it  cros 
mar-ket.  It  has  long  considered  buying 
film  studio  and  may  challenge  a  feder 
rule  barring  foreign  ownership  of  1 
stations.  "We're  not  foreigTi,"  Midd( 
hoff  says.  "We're  international.  I'm 
American  with  a  German  passport." 
book  publishing,  anyway,  Bertelsmann 
now  as  American  as  Disney. 

By  I.  Jeanne  Dugan  in  New  Yoi 
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Internet  researchlj'ji:]!]]']' 


Wander  the  world's  great 
libraries  with  the  new 
U.S.  Robotics'"'  V.90  56K* 
standard  modem.  With  its 


U.S.  Robotics 


faster  browsing,  smoother 
video  and  more  life-like 
sound,  everything  you  can 
get  on  the  Internet  gets 
better.  It  connects  up  to 
80%  faster  than  other 
28.8  modem  brands.  And 
it's  compatible  with  nine 
of  the  top  ten  Internet 
providers  and  over  i,4oo 
more  around  the  globe.  No 
wonder  U.S.  Robotics  is  the 
world's  best-selling  modem. 

To  learn  more,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56kcentral. 
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WALL  STREET 


A  GOLDEN  MOMENT  FOR 
GOLDMAN  SACHS? 

Should  it  go  public,  the  partners  would  diwy  up  billions 


Yet  again,  the  Goldman  Sachs-is-go- 
ing-public  lumor  is  sweeping  Wall 
Street.  Never  mind  that  Goldman 
Sachs  &  Co.  is  thriving  as  a  privately 
owned  partnership,  posting  eye-popping 
pretax  profits  of  $1  billion  on  revenues 
of  $2.5  billion  in  its  fiscal  fii'st  quarter. 

A  Goldman  Sachs  spokesman  insists 
that  the  fii'm  "has  no  plans  to  go  pub- 
lic." Last  December,  Goldman  Cliief  Ex- 
ecutive Jon  S.  Corzine  told  business 
WEEK  that  going  public  wasn't  even  on 
the  agenda  for  1998.  Yet  a  strategy 
committee  headed  by  Goldman  Presi- 
dent Hem-y  M.  Paulson  Jr  is  evaluating 
the  firm's  structure,  possibly  to  make 
recommendations  at  the  June  12  annual 
meeting.  Some  partners  acknowledge 
that  with  the  stock  market  at  record 
highs,  this  could  be  a  good  time  to  float 
a  public  offering.  Says  one  Goldman 
source:  "There  is  a  debate  going  on  in 
the  firm  about  whether  to  go  public." 
SPREAD  TME  WEALTH?  If  Goldman  decides 
to  take  that  step,  it  would  be  a  massive 
IPO.  It's  a  "huge  payday,"  says  one  in- 
vestment banker.  "The  value  unleashed  is 
phenomenal."  One  good  way  to  estimate 
the  size  of  the  deal  is  to  use  book  value. 
Competitors  Morgan  Stanley  Dean  Wit- 
ter &  Co.  and  Meirill  Lynch  &  Co.  trade 
at  3.5  times  book  value.  Thus  Goldman, 
which  has  .$6.3  billion  in  equity  capital, 
the  equivalent  of  book  value,  might  be 
worth  about  .$22  billion. 


Big  Deal 


If  Goldman  Sachs  went  public,  how  much  would 
it  sell  for?  Other  brokerage  firms  have  tended 
to  sell  for  between  three  and  five  times  their 
book  value.  Using  a  multiple  of  3.5,  Goldman, 
with  a  book  value  of  $5.3  billion,  might  bring 
$22  billion. 


SELLING 

BROKERAGE 

PRICE 

BOOK 

FIRM 

DATE 

BILLIONS 

MULTIPLE 

ALEX.  BROWN 

5/97 

$1.90 

3 

DILLON  READ 

5/97 

.60 

3 

MONTGOMERY  SECURITIES 

6/97 

1.20 

9 

ROBERTSON  STEPHENS 

6/97 

.54 

5 

SALOMON  BROS. 

9/97 

9,00 

2 

GOLDMAN  SACHS* 

22.0 

3.5 

Such  a  deal  would  repre- 
sent one  of  the  biggest  bo- 
nanzas any  Wall  Street  firm 
has  ever  seen.  More  amazing 
still  is  that  most  of  these  rich- 
es would  go  to  just  190  Gold- 
man general  partners.  Say 
Goldman  Sachs  sold  for  $22 
billion.  The  firm  would  first 
have  to  repay  .$2.2  billion  to 
general  partners  and  about 
$3.8  billion  to  various  limited 
partners  and  a  grab  bag  of 
fiiTns  and  individuals  with  cap- 
ital in  the  firm:  Japan's  Sum- 
itomo Bank  Ltd.,  Hawaii's 
Bishops  Estate,  and  insurance 
companies,  as  well  as  retired 
general  partners  and  nonpart- 
ner  employees.  But  after  pay- 
ing back  that  $6  billion,  Gold- 
man partners  would  have  $16 
billion  left  to  divide. 

The  division  would  be  based  on  part- 
ners' ownership  percentages,  which 
range  from  about  0.25%  to  1%.  That 
would  mean  a  cool  $160  million  for  top 
brass  such  as  Corzine.  Junior  partners 
would  have  to  settle  for  something  like 
$40  million. 

However,  that's  only  theoretical — and 
pretax.  It  does  not  take  into  account 
how  the  company  would  approach  its 
post-IPO  future.  The  190  Goldman  part- 
ners would  want  to  spread  the  wealth 
to  keep  their  fellow  em- 
ployees at  the  firm. 

Goldman's  general  part- 
ners hold  all  the  cards: 
Though  they  own  only 
36%  of  the  firm's  capital, 
they  have  100%  of  the  vot- 
ing power  But  they  will 
probably  compensate  the 
firm's  best  nonpartners, 
from  about  200  new  non- 
equity-owning managing 
directors  to  senior  vice- 


•ESTIMAIED 


done  with  stock  or  stock 
options.  For  example, 
when  Robertson  Stephens 
&  Co.  was  sold  to 
BankAmerica  Corp.  last 
June,  its  60-odd  partners 
set  aside  $70  million  of 


their  $433  million  take  for  employee 
who  were  just  below  partner  level  t 
retain  them. 

GENERATION  GAP.  Goldman  partner 
may  also  want  to  placate  the  fiiTn's  linr 
ited  partners,  especially  retu'ed  gener; 
partners.  Dividing  up  the  pie  is  sure  t 
be  painful.  Says  one  banker:  "The  ne^ 
guys  always  think  the  old  guys  don 
deserve  anything.  The  old  guys  saj 
'You  just  want  to  get  rich  quick,  w 
built  this  firm.'" 

Goldman  would  probably  do  an  IP 
of  about  15%  of  the  flnn,  raising  rougl 
ly  $3.3  billion.  The  remaining  85 
would  stay  in  the  hands  of  the  generi 
partners  and  others.  Their  partnershi 
interests  would  be  converted  into  stoc 

The  pain  should  be  a  lot  less  sever 
than  it  would  have  been  in  early  199i 
when  the  firm  last  considered  goin 
public.  That's  because  Goldman 
demographics  have  changed  dramat 
cally.  At  the  time,  there  were  man 
new  partners  who  ovraed  very  narrc 
slices  of  equity  and  who  were  veh< 
mently  opposed  to  going  public.  Aft( 
three  very  good  years,  these  partne] 
have  fattened  their  stakes.  -Just  or 
more  reason  why  the  perennial  Gol( 
man-is-goihg-public  rumor  is  comir 
around  again. 

By  Leah  Natlians  Spiro  in  New  Ym 
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TIBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-time,  event-driven  enterprise.  (Over  500  of  the  world's  leading 
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Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 
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THE  BEETLE  AND 
THE  CROWN  JEWEL 

THE  CERMANS  ARE  TURNING 

out  to  be  Rolls-Royce  enthu- 
siasts after  all.  Ending  weeks 
of  rumors,  Volkswagen  CEO 
Ferdinand  Piech  said  on 
Mar.  25  that  he  has  bid  on 
the  storied  British  luxury 
carmaker  owned  by  Vickers, 
the  British  industrial  group. 
The  move  could  enable  vw  to 
join  the  other  big  German 
auto  makers  in  the  luxury 
market,  bmw  confirms  that  it 
also  still  plans  to  bid  on 
Rolls,  but  Daimler-Benz  says 
it  isn't  interested.  At  least 
two  British  bids,  including 
one  by  a  management  gi'oup, 
also  are  being  planned.  Piech 
wouldn't  say  how  much  he 
offered,  but  analysts  expect 
Rolls  to  fetch  $500  million  or 


CLOSING  BELL 


POTENCY  PLAY 

Pfizer  is  getting  quite  a  lift  from 
Viagra.  On  Mar.  23,  Pfizer  stock 
rose  4.5%  to  close  at  96>^,  after 
the  ABC  News  program  20/20 
did  a  segment  on  the  company's 
promising  new  impotence  treat- 
ment. Viagra,  which  may  win 
marketmg  approval  from  the 
Food  &  Drug  Administration  any 
day  now,  is  expected  to  be  a 
blockbuster,  with  possible  annu- 
al sales  of  $3  billion  by  2002. 
More  good  news  on  Mar.  24:  Pfiz- 
er announced  that  its  deal  to  co- 
promote  G.  D.  Searle's  upcoming 
arthritis  drug  was  expanded  to 
include  ail  areas  of  the  globe 
except  Japan.  But  that  wasn't 
enough  to  keep  its  stock  aloft, 
and  it  closed  Mar.  25  at  941^. 


100  - 


PFIZER 
STOCK  A 
PRICE  / 

/, 
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SO.  The  bidding  will  likely 
continue  into  April. 


WATCH  TV- 
ANDPAYTHE  BILLS 

COUCH  POT.ATOES,  PREPARE 
to  balance  your  checkbooks. 
Cable  giant  TCi  has  signed  a 
preliminary  deal  with 
BankAmerica  and  Intuit  to 
provide  financial  services  to 
TCI  subsci-ibers  through  a  dig- 
ital set-top  box  that  will  also 
offer  hundreds  of  TV  channels 
and  Internet  access.  The  com- 
panies are  giving  Tci  a  large 
up-front  payment,  which  TCi 
will  use  to  reduce  the  $300 
cost  for  each  of  the  6.5  million 
or  more  boxes  it  plans  to 
order  by  2000.  Other  financing 
deals  are  in  the  works,  and 
cable  sources  say  an  agi'ee- 
ment  with  at&t  for  Internet 
phone  service  is  possible. 


THE  FTC  EYEBALLS 
LASER  SURGERY 

LASER  SURGERY  TO  CORRECT 

nearsightedness  has  the  Fed- 
eral Trade  Commission  seeing 
red.  On  Mar.  24,  in  an  admin- 
istrative complaint,  the  etc 
charged  that  Summit  Tech- 
nology and  visx  used  a  price- 
fixing  scheme  to  overcharge 
consumers  by  $30  million  in 
1997.  The  companies  are  the 
only  ones  approved  by  the 
FDA  to  provide  the  lasers 
used  in  the  procedure.  But 
instead  of  competing,  the  FTC 
says,  they  formed  a  partner- 
ship to  share  patents  and 
doctors'  licensing  fees.  As  a 
result,  the  etc  says  they  have 
been  reaping  monopoly  prof- 
its. Both  companies  deny  the 
allegations.  They  are  also 
suing  each  other  over  strains 
in  the  partnership,  which  the 
FTC  wants  to  dissolve. 


RATINGS  SERVICES 
RUSH  THE  NET 

there's  a  race  to 
become  the  ACNielsen 


HEADLINER:  KIM  EDWARDS 


END  OF  A  REIGN  AT  IOMEGA 


HIS  SPIN  at  the  wheel  IS 

over.  On  Mar.  25,  Kim  Ed- 
wards abiTjptly  resigned  as 
CEO  of  Iomega,  maker 
of  the  popular  Zip 
disk  drive.  Dur- 
ing his  four 
years,  Edwards 
turned  Iomega, 
whose  products 
offer  high-capaci- 
ty backup  storage 
for  PCS,  into  a  high- 
tech highflier.  Driven  by 
heavy  spending  on  catchy 
ads,  sales  skyi-ocketed  to 
$1.7  bilhon  fi-om  $141  mil- 
lion, and  Iomega's  stock  be- 
came a  Wall  Street  darling. 

But  the  company  has 
been  losing  its  luster.  On 
Mar.  16,  Iomega  told  Wall 
Street  it  would  likely  post  a 
loss  of  $10  million  to  $25 
million  in  the  first  quarter, 


thanks  to  tough  competi- 
tion, high  marketing  costs, 
and  a  slump  in  the  market 
for  peripherals. 

Edwards'  mar- 
keting budget 
was  already  a 
sore  point  vdth 
investors.  In 
January,  when 
Iomega  reported 
lower  fourth-quar- 
ter earnings,  Edwards 
told  analysts  he  would  more 
than  tiiple  the  budget  to 
$100  million.  Iomega's 
shares  feU  31%.  On  Mar.  25, 
the  shares  closed  at  7.  Ed- 
wards couldn't  be  reached 
for  comment.  Taking  over 
for  now  is  director  James 
Sierk,  most  recently  a 
senior  vice-president  at 
AlHedSignal. 

By  Ira  Sag 


of  the  Net — and  it  includes 
Nielsen  itself.  On  Mar.  30, 
NetRatings,  a  startup  backed 
by  Hitachi,  is  entering  a  frag- 
mented market  and  launching 
a  service  to  rate  the  popular- 
ity of  Web  sites.  Nielsen  plans 
to  join  the  fray  this  summer. 
"As  the  Internet  moves  to  tv, 
it  becomes  much  more  impor- 
tant to  us,"  says  Manish  Bha- 
tia,  Nielsen's  vice-president  of 
interactive  sei-vices.  At  stake: 
sales  of  ratings  to  help  adver- 
tisers gauge  audience  size  as 
they  spend  more  on  Net  ads, 
which  could  hit  $8  billion  bv 
2002. 


WILLTELETUBBIES 
TRAVEL? 

MEET   TINKY  WINKY, 

Dipsy,  Laa-Laa,  and  Po 
(left).  They're  Tele- 
tubbies,  and  they'll 
make  their  U.S. 
TV  debut  Apr.  6  on 
PBS.  The  charac- 
ters have  ignited 
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a  Beanie  Babies-style  ma" 
in  Britain.  If  they  catch 
stateside,  it  could  mean  b 
bucks  for  Hasbro,  Scholast 
and  Warner  Home  Vide 
which  will  peddle  Teletub 
products.  Handleman,  a 
distributor,  is  rumored 
have  a  47%  stake  in  the  U. 
licensor  of  Teletubbies,  a 
some  investors  are  betting 
the  craze  via  that  stock.  B 
it's  unclear  how  Americ 
parents  will  react  to  Telet 
bies,  which  are  aimed  at  ki 
as  young  as  12  months. 

ETCETERA... 

■  Smaller  is  beautifull 
Wal-Mart  plans  to  open  th 
small  stores. 

■  CVS  will  issue  18.9  milli 
shares  as  part  of  its  plan 
purchase  Arbor  Drugs. 

■  Delta  Air  Lines  hired  N 
Chief  Financial  Officer  W 
ren  Jenson  to  be  its  ovm  c 

■  Korea  is  planning  an  int 
national  bond  sale  of  up 
.$4  billion. 


.CI's  Simply  Guaranteed  Plus  isthe  only  plan  from  a  major 
;arrier  to  guarantee  domestic  long  distance  rates  for  the 
ife  of  your  contract.  AT&T,  MCI  and  Sprint  have  each 
aised  rates  on  their  existing  business  customers  at  least 
iei/e/7  times  since  1992. 


than  the  competition.  It's  a  Simple,  Fair  and  Inexpensive- 
solution  your  company  can  count  on. 

See  how  good  LCI  can  be.  Call  1-800-LCI-6556. 


-CI  has  become  one  of  America's  fastest-growing  major 
ong  distance  companies  by  treating  customers  right,  with 
lerformance  guarantees,  flexible  monthly  commitment 
evels,  Exact  Billingf"  and  base  rates  as  much  as  30%  lower 


^^^I  Internationar 

Worldwide  Telecommunications 

www.lci.com 


VOICE,  DATA,  FAX,  INTERNET,  A  U  DIO  C  0  N  FE  R  E  N  CI  N  G ,  PR  E  PAID  CARDS 


YOUR  MONEY? 
OR     Y  0  U  R     H  E  A  L  T  H  ? 


Sincr  (lay  (Mie.  tlie  measure  ol  good  liealtli  care  in  America  has  ijeeii  held  hostage  l)y  a  faulty 
e(|ualiori:  The  nuisl  money  buys  the  best  care.  The  unfortunate  legacy  of  the  old  fee-for-service 
system  is  it  did  a  better  job  ol  raising  costs  than  (|Liality.  ■  Can  any  system  raise  the  c|uality 

o(  health  care  for  Americans  while  controlling  its  costs? 
We  jjelieve  the  answer  is  an  unciualified  yes.  ■  First  off, 
the  l)est  care  cannot  be  dehned  as  the  most  expensive  or  the 
least  expensive.  It  is  the  right  care  delivered  at  the  right  time. 


i'i«iB«airiy- 


Ideall).  it"s  a  measure  taken  to  prexent  an  illness  before  it 
ever  occurs.  Like  an  immunization,  for  instance.  Or  one 
that  catches  a  disease  early  enough  that  something  can  be 
done  about  it.  ■  That's  why  our  women's  program  was  the  first  to 
cover  annual  mammograms  foi'  all  women  over  40.  We  know  what  it  costs,  but  by  treating  breast 
cancer  in  its  earliest  stages,  we  also  know  what  it  can  save.  ■  The  best  care  can  even  halt  the 
progression  o(  chronic  disease.  Our  congestive  heai'l  iailure  progiam  prov  ides  a  cardiac  nuise  to 
educate  at-risk  nuMubers  on  the  importance  of  taking  i)rescribed  medications,  and  to  ludp  them  make 
lilesl\li-  adjustments.  The  lesull  lias  l:)een  a  significant  deidine  in  hospitalization  rales  and  an  overall 
improvement  in  patient  well-being.  ■  Not  coincidentally,  our  model  ol  |)revention.  early  detection 
and  chronic  disease  management  promotes  better  health,  with  the  added  value  ol  lowering  health 
care  costs.  Which  in  turn  enables  com|)anies  such  as  ours  to  jirovide  more  people  than  ever  the 
best  choices  modern  medicine  can  offer.  And  do  so  without  offering  the  one 


lioice  no  (uif  should  evei  again  have  to  make:  Their  money';'  Or  their  health.'' 


r/Etna 

us  Healthcare 


II  Ici  l  U  iiiT  w  nil  US. 
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ashington  Outlook 


:D  by  OWEN  ULLMANN 


S  REFORM:  THE  GOP  FUMBLES 
S  DREAM  ISSUE 


as  supposed  to  be  the  Republicans'  best  photo  op  of  the 
election  year:  On  Apr.  15,  beaming  lawmakers  would 
wd  around  Pi-esident  Clinton  in  the  Rose  Garden  to 
him  sign  a  GOP-backed  bill  that  clamps  down  on  abus- 
a  runaway  Internal  Revenue  Service, 
much  for  that  Kodak  moment.  The  gop's  popular  drive 
jrhaul  the  IRS  has  ran  afoul  of  intraparty  squabbling. 
Republicans  ai-en't  just  going  to  miss  their  symbolic  tax- 
eadline — they're  in  danger  of  blowing 
sue  altogether.  "Every  day  we  wait 
,ses  the  likelihood  that  we  won't  pass 
ing  and  taxpayers  will  lose,"  ginmbles 
or  Bob  Kerrey  (D-Neb.),  co-chair  of 
mel  that  first  called  for  iRS  reform. 
i  hang-up  is  in  the  Senate.  Finance 
littee  Chairman  Wilham  V.  Roth  Jr. 
il.)  was  supposed  to  deliver  a  bill  by 
50.  But  he  doesn't  want  the  Senate  to 
itil  he  stages  another  round  of  heai-ings 
i  April.  The  new  sessions,  likely  to  fo- 
ri IRS  tactics  in  criminal  cases,  aren't 
d  to  boost  the  overhaul  measm*e,  wliich 
d  the  House  by  426-4.  But  Roth,  who 
3S  at  House  bids  to  claim  credit  for 
3ue,  wants  to  remind  Beltway  players 
t  was  his  hearings  on  iRS  excesses  last 
lat  blew  away  White  House  opposition  to  reform. 
ING  UP  A  TAB.  During  the  delay,  senators  are  piling  on 
jrotections  that  are  driving  up  the  bill's  cost.  Senator 
:opher  S.  Bond  (R-Mo.)  wants  to  cut  into  the  $7.5  billion 
ts  collects  in  penalties  each  year.  He's  pushing  to  elimi- 
'substantial  underpayment"  and  "failiu'e  to  pay"  levies, 
s  costliest  idea  would  halt  iRS  efforts  to  collect  taxes 
spouses  who  innocently  sign  a  fi-audulent  joint  return, 
senate  bill's  10-year  tab  comes  to  $20  billion — more 
triple  the  House  measure's  cost.  Under  budget  rales, 
akers  must  offset  lost  revenue  with  cuts  or  tax  hikes. 


ROTH:  Wants  more  hearmgs 


Some  conservative  Republicans  want  to  make  sure  taxes 
don't  go  up.  Taxpayers  shouldn't  have  to  pay  for  protection 
fi-om  the  IRS,  these  lawmakers  say.  They  want  the  costs  to 
come  out  of  already  approved  spending,  not  tax  hikes  or 
even  obscure  loophole-closei's.  Roth  says  he  has  found  ways  to 
offset  his  bill's  cost,  but  won't  disclose  them. 

Roth's  personal  touches  on  the  bill  also  will  slow  things 
down.  His  proposals,  unveiled  on  Mar.  24,  would  undo  a 
House  deal  that  won  Clinton's  ginidging  ac- 
ceptance. Roth  would  boot  the  Treasury 
Secretary  off  a  new  iRS  governing  board, 
while  boosting  the  panel's  powers  over  tax- 
law  enforcement.  Other  senators  want  to 
make  the  iRS  even  more  independent:  They 
would  turn  the  pait-time  board  into  a  per- 
manent bureaucracy  that  would  replace  the 
Treasury  as  the  agency's  overseer.  That's 
sure  to  draw  a  veto  recommendation  from 
Ti-easury  Secretary  Robert  E.  Rubin. 

The  Senate's  target  now  is  to  vote  on  an 
IKS  bill  in  May.  But  that's  the  height  of  the 
budget  season.  Reformers  fear  their  bill  will 
turn  into  a  vehicle  for  GOP  tax-cutters,  who 
could  add  on  amendments  that  would  trap  it 
in  an  internal  fight  over  how  best  to  use  a 
projected  surplus. 
All  the  sldmiisliing  adds  up  to  election-year  trouble  for  the 
antitax  paily.  Republicans  want  to  replace  the  income  tax  but 
can't  agree  on  a  plan.  The  gop's  other  big  tax  issue — repeal- 
ing the  tax  code  by  2001,  even  if  there's  no  replacement 
ready — has  laid  an  egg  in  polls. 

That  leaves  only  one  tax  idea  Republicans  can  agree  on: 
They  all  hate  the  tax  collector  But  if  the  party  lets  iRS  re- 
structuring foundei-,  GGP  candidates  could  go  home  this  fall 
with  nothing  to  say  when  taxpayers  ask:  "What  have  you 
done  for  us  lately?" 

By  Mike  McNamee 


CAPITAL  WRAPUP 


mm  CLEANUP? 

he  Federal  Election  Commission, 
1  as  a  toothless  tiger  by  campaign- 
nce  reformers,  wants  to  put  some 
back  into  federal  campaign  dis- 
ure  laws.  It's  asking  Congress  for 
'er  to  streamline  disclosure  rules, 
aire  electronic  filings,  and  get 
'e  frequent  fund-raising  reports, 
h  a  major  campaign-finance  over- 
1  dead  this  year,  the  fec's  biparti- 
recommendations  represent  a 
lest  reform.  The  commission  also 
a  political  motive  for  acting:  A 


House  panel  has  scheduled  a  Mar.  31 
hearing  on  the  fec's  failure  to  pursue 
evidence  of  illegal  foreign  donations. 

PLAYING  MUSICAL  CHAIRS 

►  House  Committee  chairs  don't  have 
to  step  down  until  2000  under  GOP- 
imposed  term  limits,  but  the  jockey- 
ing already  has  begun  to  replace 
Ways  &  Means  chief  Bill  Archer  of 
Texas.  A  top  candidate  is  California's 
William  M.  Thomas,  chair  of  the  tax- 
writing  panel's  health  subcommittee. 
He  has  been  a  big  booster  of  tax- 
deferred  medical  savings  accounts. 


BIG  BROTHER  AL 

►  Al  Gore's  call  to  protect  kids  from 
cyberspace  "red-light  districts"  is 
drawing  gripes  about  Big  Brother 
from  Internet  denizens.  On  Mar.  23, 
the  Vice-President  urged  Congi'ess  to 
require  Net-connected  schools  and 
libraries  to  develop  plans  to  filter  out 
porn.  Complains  Net  consultant  and 
ex-Clinton  cyberspace  guru  Jock  Gill: 
"Please  get  the  government  out  of  my 
relationships  with  my  children." 
Gore's  response:  Schools  are  free  to 
choose  their  own  form  of  controls. 
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International  Business 


CHINA 


NOW,  IT'S  REFORM 
OR  BUST 

The  details  of  Beijing's  bold  plan  are  starting  to  emerge 


After  months  of  political  intrigue 
and  closed-door  policy  debates, 
Beijing's  new  technocrats  face  a 
daunting  task:  figiuing  out  how  to 
implement  the  ambitious  economic  agen- 
da miveiled  by  new  Premier  Zhu  Rongji 
in  late  March  at  the  National  People's 
Congi-ess.  The  objective  is  to  keep  Chi- 
na's economy  gi-owing  at  an  8%  clip  at  a 
time  when  consumer  spending  is  ch-jong 
up  and  the  rest  of  Asia  is  in  crisis. 
What's  more,  in  just  three  years,  Zhu 
wants  to  overhaul  China's  financial  sys- 
tem, state  industries,  and  bureaucra- 
cy— goals  that  have  finstrated  refoi-mei-s 
for  decades.  It's  "no  easy  job,"  concedes 
Vice-Premier  Wu  Bangguo  in  an  inter- 
view with  p,rsiNESs  week  (page  5-5). 

Wu  provided  an  eai-ly  look  at  many  of 
the  details  of  China's  bold  new  plan. 
The  main  thrust  is  a  big  boost  in  public 
spending — at  lea^t  .$:iO  billion  in  new 
funds  this  year  alon says  Wu,  56,  who 
is  second  only  to  Zhii  in  setting  eco- 
nomic policy.  Most  of  thi.  investment,  to 
be  financed  largely  thruugh  greater 
bank  lending  and  public  borrowing,  will 


be  in  housing  and  inft-astructure.  But 
the  plan  also  calls  for  opening  the  econ- 
omy to  new  competitors  by  shrinking 
Beijing's  role  in  key  industries  and 
boosting  the  private  sector. 
BAD  LOANS.  Tlie  pace  set  by  Zhu  and  liis 
deputies  is  breathtaking.  By  yearend, 
they  aim  to  end  Cliina's  system  of  subsi- 
dized housing.  More  than  4  million  ci\il 
sei'vants  will  lose  then-  jobs  when  one- 
quailer  of  China's  ministries  and  com- 
missions are  eliminated.  Within  three 
years,  Zhu  expects  to  restnicture  the 
neaiiy  insolvent  banking  system  and  wi{3e 
out  hunch'eds  of  billions  of  dollai's  in  bad 
loans.  Economists  doubt  if  such  a  trans- 
fonnation  can  be  achieved  so  ciuickly  But 


Can  the  bureaucracy, 
state  industries,  and 
banks  be  overhauled 
in  just  three  years? 


BEIJING'S  GREAT  HALL 

Zhu  announced  his  plans 
at  the  National  People's 
Congress  m  late  March 

clearly.  China's  new  leadei's  ar 
jMised  to  dismantle  much  of  what' 
left  of  central  planning. 

In  some  ai'eas.  the  govemmer 
intends  to  step  up  progi'ams  a 
ready  under  way.  Beijing  plank 
to  increase  spending  on  railway 
by  2o'7c.  to  S5.4  billion,  and  hik 
its  ah-eady  masssive  investment! 
in  new  phone  lines.  Elsewhere 
Zhu  is  speeding  up  refonns  th?* 
were  to  be  phased  in  over  man 
yeai*s.  Take  the  diive  to  end  sul  I 
sidized  housing  by  yeai'end.  He  , 
jing  wants  more  Chinese  to  ow, 
their  homes,  partly  because  ne 
homeowners  invest  an  average  ( 
.$7,000  to  spruce  them  up.  Bv 
most  Chinese  pay  only  about  $5 
month  for  employer-owned  flats,  so  fe' 
are  bujing.  The  plan,  says  Wu,  is  t 
hike  rents  as  much  as  fouifold.  Workei 
then  will  be  offered  raises  that  can  onl 
be  used  toward  buying  then-  flats.  Als' 
Beijing  will  increase  the  supply  of  mor 
gages  and  low-cost  housing. 

Sweeping  bureaucratic  refonns  all 
shotild  stimulate  gi'owth.  Cturently,  con 
panies  owned  by  bodies  such  as  thj 
Posts  &  Telecommunications  Minist: 
(MPT)  dominate  industries  they  regulat| 
As  a  result,  MPT-controlled  China  Tel 
com  Ltd.  has  few  competitors.  But  thj 
MPT  will  be  folded  into  another  ministr 
reducing  its  power,  and  China  Teleco 
will  sell  noncore  businesses,  such 
satellite  services.  "China  Telecom  is  in 
position  of  state  monopoly,"  says  W" 
"We  are  going  to  break  that  monopoly 
In  another  key  rapture  with  trad 
tion,  Wu  says  Beijing  will  "actively  pr 
mote  the  nonstate  sector" — meaning  pi 
vate  entei-prise — and  service  Industrie 
These  sectors  now  are  seen  as  critic 
soiu'ces  of  jobs.  Foreign  investment  al: 
is  likely  to  be  liberalized.  Beijing's  de(i 
sion  to  allow  Eastman  Kodak  Co. 
take  over  ailing  Chinese  film  manufaj 
turers  is  seen  as  a  breakthrough. 

Some  still  think  Zhu  isn't  going  f; 
enough.  Controversial  plans  to  crea 
giant  state-owned  business  gi'oups  a: 
going  ahead.  And  there  are  doubts  tl 
Communist  Paily  is  really  ready  to  ce( 
so  much  control.  But  if  Zhu's  team  su 
ceeds,  China  will  have  made  a  huge  le; 
toward  a  trtie  market  economy. 

By   Dexter   Roberts,    with  Joy 
Barnathan  (vid  Robert  J.  Dowlhig, 
Beijing 
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A  TALK  WITH  VICE-PREMIER  WU  BANGGUO 


^hinese  Vice-Premier  Wu  Bang- 
^guo,  56,  typifies  the  new  breed  of 
W  techiocratic  leaders  in  Beijing, 
former  party  boss  from  Shanghai, 
u  now  supervises  state  enterprise 
form.  In  the  Purple  Light  Pavilion 
Beijing's  ZhongnanJiai  compound 
<•  top  leaders,  Wu  spoke  confidently 
th  BUSINESS  WEEK  International's 
anaging  Editor  Robert  J.  Dowling, 
na  Regional  Editor  Joyce  Bar- 
than,  and  Beijing  correspondent 
ixter  Roberts  about  Chijia's  eco- 
mic  problems  and  how  the  yiew 
idership  intends  to  tackle  them. 

I  How  has  the  Asian  financial  crisis 
''ected  the  Chinese  econorny? 
;  The  crisis  has  not  yet  had  a  large 
pact  on  China.  This  is  reflected  by 
s  fact  that  China's  cmrency  has  not 
en  devalued.  But  60%  of  China's 
ports  go  to  Asia,  and  80%  of  for- 
pi  investment  conies  from  Asia, 
id  many  imports,  including  pre- 
ssed oil,  petrochemical  products, 
d  steel  are  coming  in  from  South- 
st  Asia.  So  this  will  pose  a  chal- 
ige  to  future  economic  growth. 

:  How  ufill  China  respond? 
\  We  are  going  to  increase  domestic 
inand.  Vice-Premier  Li  Lanqing 
id  that  within  the  coming  three 
ars  we  are  going  to  invest  $750  bil- 
n.  The  reality  may  be  more.  For  in- 
mce,  this  year  domestic  investment 
ght  be  as  high  as  2.8  trilUon  ren- 
jibi,  more  than  $300  billion. 

;  How  will  you  finance  it  all? 
I  In  the  past  few  years,  fiscal  rev- 
ue has  increased  vei-y  rapidly.  We 
io  know  that  the  saving  rate  in  Chi- 
is  high.  And  we're  now  gradually 
veloping  the  capital  mai'kets. 

:  Explaiyi  the  housing  reforms. 
;  At  the  moment,  housing  is  mainly 
ovided  as  a  form  of  welfare.  We  are 
ing  to  change  it  into  a  commodity. 
%er  that  is  accomplished,  it  will  be  a 
ost  to  the  overall  national  economy. 

:  WJmt  are  the  main  problems  fac- 
g  China's  state  enterprises? 
'.  The  number  of  state-owned  enter- 
ises  is  very  big,  but  most  are  too 
lall.  And  they  are  scattered  about 
lina.  There  also  is  low-level,  dupli- 
te  production. 

:  Given  what's  happened  to  Korea's 


big  conglomerates,  are  you  reconsid- 
ering mergers  of  big  state  companies? 
A:  We  see  that  competitive  countries 
all  have  very  large  entei-prises.  Tech- 
nological innovation  is  mainly  depen- 
dent on  these  multinational  compa- 
nies. One  can  leam  from 
experience.  The  functions  and  admin- 
istration of  the  government  must  be 
separated  from  the  enterprise.  The 
reorganization  of  state  enterprises 
should  be  based  on  mai'ket  considera- 
tions rather  than  government  ones. 
Second,  when  you  merge  entei^prises 
with  [different  lines  of  business],  you 
must  be  veiy  prudent.  The  new 
groups  must  have  veiy  competitive 
core  businesses.  Third,  the  enterpris- 
es must  not  be  overly  in  debt. 

Q:  How  will  you  resolve  bad  debts  in 
the  state  sector? 


may  be  written  off.  Enterprises  with 
a  competitive  edge  can  issue  stocks. 

Q:  How  serious  will  ^memployment 
be,  and  how  will  you  address  it? 
A:  Altogether,  there  are  10  million 
people  who  need  jobs.  With  the  deep- 
ening of  state  enterprise  reform,  we 
estimate  that  4  million  people  will  be 
laid  off  annually.  These  figures  are  al- 
ways on  our  minds.  Our  objective  is 
to  absorb  these  people  over  five 
years.  First,  we  are  going  to  ensure 
that  the  laid-off  workers  receive  a 
minimum  subsistence  allowance  that 
will  also  cover  pension  and  medical 
care.  The  second  measure  is  to  pro- 
vide job  opportunities.  In  China,  the 
service  sector  is  not  weD  developed, 
providing  only  26%  of  jobs.  The  non- 
state  sector  can  provide  16,500  job 
opportunities  eveiy  day.  We  will  pro- 


MARKET  MAKER 

"Housing  is  mainly  provided  as  a 
form  of  welfare,"  says  Wu  (with 
translator).  "We  are  going  to 
change  it  into  a  commodity" 

A:  In  the  past,  an  appropriation  from 
the  budget  was  considered  a  loan,  and 
that  went  down  as  debt  for  the  enter- 
prises. We  are  now  going  to  change 
loans  into  investments.  Last  year, 
more  than  30  bilhon  renminbi  ($3.7 
bilhon)  of  loans  were  turned  into  in- 
vestment, and  this  year  we'll  do  an 
additional  50  billion  ($6.1  billion).  We 
are  encouraging  mergei-s,  regulating 
bankruptcy  procedm-es,  and  downsiz- 
ing the  enteqarise  staffs  to  improve 
efficiency.  Some  of  the  enterprise  debt 


vide  laid-olT  workers  seeking  to  be 
self-employed  with  favorable  taxation, 
credit,  and  approval  policies. 

Q:  How  will  tlie  climate  improve  for 
foreign  investms? 
A:  We  will  lose  no  time  in  studying 
the  issue  of  further  opening  up  the 
constmction  industiy,  accounting,  le- 
gal, and  financial  services.  But  [we 
will  move]  with  caution  and  care. 

Q:  Can  you  really  finish  such  a  huge 
eccmomic  program  in  three  years? 
A:  I  think  we  will  definitely  com- 
plete it. 

For  an  extended  version  of  tfiis  interview  go 
to  America  Online:  Keyword:  BW  or 
www.businessweek.com. 
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CAN  GHUAN  TURN 
THAILAND  AROUND? 

The  country  is  taking  baby  steps  on  a  risky  course  of  reform 

These  are  heady  times  for  Thai 
Prime  Minister  Chuan  Leekpai.  His 
foiu-month-okl  government  has  won 
praise  for  pusliing  tlu'ough  refonns  man- 
dated by  the  International  Monetary 
Fund's  $17  bilHon  bailout  package.  Fet- 
ed in  the  U.  S.  in  early  March,  Chuan 
left  with  $1  billion  in  Export-Import 
Bank  credits,  a  release  from  a  contract 
to  buy  militaiy  planes,  and  an  endorse- 
ment fi'om  President  Clinton  urging  in- 
vestors to  return  to  Thailand.  No  won- 
der optimism  is  growing.  "The  overall 
situation  is  much  better  than  thi'ee  or 
four  months  ago,"  Chuan  told  business 

WEEK. 


So  is  Thailand,  the  first  nation  to 
plunge  into  Asia's  currency  crisis,  now 
the  first  to  tui'n  the  corner?  In  some 
senses,  yes.  The  government  is,  by  the 
reckoning  of  the  IMF,  putting  in  place 
the  reform  measures  necessary  to  get 
Thailand  gi-owing  again.  And  the  cur- 
rency and  stock  market  seem  to  be  sta- 
bilizing. "We  ai'e  no  longer  chifting  down 
to  disaster,"  says  Chumpol  Nalamlieng, 
president  of  industrial  giant  Siam  Ce- 
ment Co.,  which  has  $4.1  bilhon  in  un- 
hedged debt  and  lost  a  record  $1.3  bil- 
lion last  year 

But  shocking  numbers  like  those  in- 
dicate just  how  much  pain  Thai  compa- 


nies are  enduring.  Chuan 's  governmen 
estimates  that  over  the  next  thre 
months,  the  economy  will  contract  a 
an  annual  rate  of  6.5% — a  recessio- 
much  deeper  than  the  one  predicted  b 
the  IMF.  While  the  baht  may  be  risin 
so  is  unemployment.  The  stock  marke 
is  recovering,  but  high  interest  rate 
continue  to  cripple  companies.  Whil 
the  trade  suiplus  is  building,  it's  large! 
a  result  of  plummeting  imports  rath 
than  surging  exports.  Even  Chuan  a 
mits,  "the  full  impact  of  the  crisis  h 
still  to  be  felt." 

"THE  EASY  PART."  For  all  its  woes,  Tha 
land  is  far  ahead  of  fellow  IMF  patien" 
Indonesia  and  South  Korea  in  institutin 
reforms.  So  political  leaders  and  exec" 
tives  around  Asia  are  watching  how 
copes  as  it  stniggles  back  to  prosperit 
Wliat  they  see  is  that  even  a  count 
saddled  with  cronyism  can  begin  ge 
ting  its  house  in  order  What  they  a 
eager  to  find  out  is  whether  Chuan 
willing  to  follow  IMF-mandated  refor 
with  even  tougher  measures. 

Such  steps  include  allowing  foreig 
investors  for  the  fu'st  time  to  contr 


A  Reform-Minded  Premier 

Chuan  Leekpai  believes  pain  will  precede  any 
recovery.  He  discussed  his  views  with  Senior 
News  Editor  Pete  Engardio  and  Asia  Edi 
tor  Sheri  Prasso  during  his  recent 
trip  to  the  U.S. 

ON  THE  ECONOMY 

i  t  The  volatility  of  the 
currency  has  lessened,  and  there 

is  more  stability.  But  the  full 
impact  of  the  crisis  has  still  to  be 
felt,  especially  on  industries  and 

businesses.  This  will  lead  to 

layoffs  and  unemployment." 

ON  FREE  TRADE 

ii\  don't  believe  that 
within  ASEAN  there 
will  be  a  retrogression 
in  our  commitment  to 
free  trade  because  we 
are  already  committed 
to  [free-trade 
agreements]." 
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ON  CORRUPTION 
t*In  several  periods  in  our  histoiy,  the 
government  has  not  been  honest.  To  clean  all 
this  up  has  been  my  objective  for  a  very  long 
time  now.  I  remain  confident  that  eventually 
we  shall  prevail." 

ON  SOCIAL  PROBLEMS 

u  If  workers  are  laid  off,  the 
government]  will  assist  them  in 
finding  jobs  in  other  sectors,  such  as 
agriculture.  I  am  confident  that 
whatever  happens,  no  Thai 
will  go  hungry." 

ON  JAPAN 

"The  leadership  role 
they  have  displayed  is  less 

than  could  be 
expected. ...  We  can  expect 
increased  pressures  fi'om 
the  affected  countries 
Japan  to  play  a 
greater  role." 
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big  pieces  of  the  banking,  financial,  real 
estate,  and  maniifactiu'ing  sectors.  Open- 
ing up  these  areas  would  bring  trans- 
parency to  comapt  sectoi's  and  give  the 
Thais  needed  liquidity.  "Wliat  has  hap- 
pened so  far  is  the  easy  part,"  explains 
Charnchai  Chamvastr,  president  of  the 
Thailand  Management  Assn.  "The  diffi- 
cult part  is  next." 

Chuan  has  started  down  the  right 
ti'ack.  He  has  forced  the  banks  to  re- 
capitalize and  has  shut  down  dozens  of 
finance  companies — the  go-go  lenders 
that  fueled  the  bubble  economy  with 
easy  credit.  Foreign  investors  are  now 
allowed  to  take  100%  stakes  in  them 
for  up  to  10  years.  This  is  aimed  at  the 
system  of  banks  and  finance  companies 
that  funded  the  country's  well-connected 
business  elite.  By  forcing  fam- 
ilies that  control  the  big  banks 
to  dilute  their  ownership, 
Chuan  may  go  a  long  way  to- 
ward solving  some  of  Thai- 
land's clu-onic  problems.  More- 
over, vdth  a  new  constitution 
passed  last  year  and  tighter 
regulation,  the  economy  has 
become  less  pi'one  to  abuse. 
NO  NEW  CREDIT.  Those  hope- 
ful steps  are  leading  some  in- 
vestors to  start  returning  to 
the  beleaguered  manufactur- 
ing sector.  In  March,  George 
Soros  chipped  $^3.5  milhon  into 
a  $650  million  package  for 
Nakornthai  Strip  Mill.  Such 
deals,  however,  are  a  rarity. 

Liuing  back  foi'eign  invest- 
ment will  be  essential  as  the 
banks  tackle  the  task  of 
restoring  theii'  balance  sheets. 
Burned  by  loans  gone  bad, 
banks  and  finance  companies 
are  refusing  to  extend  new 
credit  to  companies.  Instead, 
they  are  parking  fimds  with 
the  central  bank,  buying  gov- 
ernment bonds  at  interest 
rates  of  21%.  "It's  low  risk 
and  very  liquid,"  says  Sripop 
Sarasas,  managing  dii'ector  of 
Phatra  Thanakit,  one  of  the 
major  finance  companies  still 
active  despite  losing  $150  mil- 
lion last  yeai'.  "Tliere's  no  such 
loan  like  that."  Phatra  will  not 
resume  lending  anytime  soon. 

This  kind  of  conservatism 
i;-  painful  for  businesses  that 
n.,  :  :|  capital,  and  a  new  gov- 
es  ii-nent  agency  could  force 
thr  i/iinks  to  tighten  even 
more.  T'le  Financial  Sector 
Restructuring  Authority 
(FKA),  modeled  on  the  Resolu- 


tion Trust  Corp.  of  the  U.  S.,  is  in 
charge  of  selling  off  property-backed 
loans  as  well  as  cars,  paintings,  and 
even  office  furniture  of  the  56  closed  fi- 
nance companies.  Vicharat  Vichit- 
Vadakan,  the  head  of  the  fra,  vows  to 
let  market  forces  determine  prices.  "We 
want  to  address  the  issue  as  quickly  as 
possible,"  he  says. 

The  banks,  which  lent  generously  to 
i-eal  estate  projects  launched  by  the  fi- 
nance companies,  are  bracing  for  big 
wi'ite-downs  in  their  property  portfo- 
lios once  the  fra  starts  selling  off  as- 
sets. The  banks  now  carry   

property  on  their  books  at  STEEL-WILLED: 
inflated,  pre-bust  values.        Work  hasn't  halted 


Another  wony  is  that  the  07i  Bangkok's  light 
government  will  never  re-  rail  transit  system 
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cover  some  $11  billion  in  state  loans 
pumped  into  the  finance  companies  in 
futile  bid  to  keep  them  afloat.  Th; 
means  the  government  may  sU 
star-ved  for  cash  at  a  time  when  it  ca 
not  raise  taxes  for  fear  of  crushing  tl 
economy.  Simply  writing  off  the  loai 
would  be  politically  risky,  since  it  signa 
that  fat  cats  were  bailed  out  at  taxpa; 
ers'  expense.  The  only  way  out  may  \ 
to  print  more  money.  "There  will  co 
tinue  to  be  the  temptation  to  infla 
their  way  out  of  the  problem,"  saj 
Sriyan  Pietersz,  at  SocGen-Crosby  R 

  search.  Already,  Thailand 

wholesale  inflation  rate  is 
to  20%,  he  says,  but  marku] 
haven't  yet  been  passed 
to  consumers. 

That  means  the  risk  pren' 
um  on  the  baht  is  unlikely 
come  down  soon.  And  kill 
interest  rates  will  stay  hig 
since  a  weak  baht  wou 
quickly  scare  off  the  foreig 
ers  now  pouring  into  tl 
stock  market.  The  Bangkc 
exchange's  siu'ge  since  Jan 
ary  is  nothing  but  a  "bea 
market  trap,"  asserts  Russ( 
J.  Kopp,  head  of  research 
Dresdner  Kleinwort  Bensc 
Securities'  Thai  office. 
HANDS-ON  BOARDS?  Yet  tl 
Thais  willingness  to  acknowl: 
edge  their  role  in  the  cri 
could  help  them  as  they  d 
their  way  out.  Changes  su( 
as  making  directors  more  r' 
sponsible  for  overseeing  ma 
agement  could  revolutioni: 
the  way  companies  are  go 
erned,  says  Charnchai  of  tls 
Thailand  Management  Assi 
Other  moves  he  would  like 
see:  tougher  bankinptcy  lawi 
foreigners  allowed  to  ov 
property  and  operate  hui 
nesses  without  restrictior 
and  privatization  of  tran 
portation  and  key  Industrie 
The  most  pessimistic  o 
servers  are  willing  to  conce(! 
that  the  Thai  government  h| 
made  some  impressive  mov(, 
But  even  with  a  govemme 
tuned  to  fixing  Thailanc 
problems,  recovering  fro 
years  of  mistakes  will  taki 
long  time.  The  Thais  dese: 
praise  for  starting  down  a  dj 
ficult  path.  Now,  the  world 
watching  to  see  if  they  c; 
finish  the  joiu'ney. 

By  Bruce  Einho\ 
in  Bangk 
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Sure,  FedEx  ond  UPS  may  promise  you  the  world. 
But  not  for  seven  bucks. 
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Give  us  a  few  more  days  and  Global  Priority  Mail™  can  save  you  up  to  70%  over  FedEx  and  UPS  on  deliveries  to  33  countries. 
Great  news  for  everyone.  Well,  almost  everyone.  To  find  out  more,  call  or  visit  us  on  the  web. 
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E  POWER  OF  LIGHT  Internet  traffic.  Video  applications.  LANS.  WANS.  (Whew!)  What 
I  to  get  you  the  bandwidth  you  need  to  make  it  all  work?  Optical  innovations  from  Bell 
natically  increasing  the  capacity  of  existing  networks  with  advanced  optical  networking 
new  WaveStar "optical  networking  system  is  an  entirely  new 
1  of  innovation.  It  delivers  five  times  the  bandwidth  of  today's 
imercial  fiber-optic  systems,  without  adding  more  cable, 
at's  enough  capacity  to  handle  every  bit  of  per-second  world- 
3  internet  traffic  over  a  single  fiber.)  We  know  how  to  get  you 
bandwidth  your  network  needs.  As  much  as  you  need.  Where 

need  it  We  make  the  things  that  make  Communications  work." 
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YELTSIN  S  MARCH  MASSACRE 
MAY  CLEAR  THE  WAY  FOR  REFORM 


President  Boris  N.  Yeltsin  stormed  back  from  a  weeklong 
illness  in  signatiu'e  fashion.  Eager  to  show  he  was  still  in 
control,  on  Mar  23  he  fii-ed  the  entire  Russian  govern- 
ment. One  clear  aim  was  to  slap  down  former  Prime  Minister 
Viktor  S.  Chernomyi'din,  who  was  acting  as  if  he  ah-eady  had 
the  2000  presidential  election  in  the  bag.  Chernomyrdin, 
wags  say,  was  beginning  to  make  Yeltsin  look  like  a  political 
corpse  even  though  his  presidency  has  two  years  to  go. 

But  the  Mai'ch  massacre  goes  far  beyond  personality  con- 
flicts. Yeltsin  is  attempting  to 
ensure  that  Russia's  transforma- 
tion into  a  capitalist  democracy 
doesn't  derail.  To  do  that  he 
needs  to  make  reform  much 
more  palatable  to  voters  and  to 
stomp  out  Russia's  brand  of 
crony  capitalism.  Yeltsin's  bold 
move  was  to  remove  govern- 
ment ministers  who  had  direct 
ties  to  Russia's  oligai"chical  bank- 
ing and  energy  barons.  He  is  re- 
placing them  with  a  generation 
of  young  leaders  who  favor  re- 
form and  a  more  competitive 
market.  Surprisingly,  some 
moguls  agTee  it's  the  way  to  go. 

Analysts  expect  Yeltsin's  new 
team  will  try  to  implement  poli- 
cies that  Russia  needs  to  estab- 
lish a  more  fair  and  orderly 
economy.  They  range  ft-om  cre- 
ating a  new  tax  code  and  a 
workable  customs  system  to 
breaking  up  monopolies  and 
building  a  social  safety  net. 
"You'll  end  up  with  a  Prime 
Minister  less  inclined  by  habit 

and  personality  to  favor  the  sta-  pals  OUt  Of  the  gOVemment 

tus  quo  and  less  tied  to  the  oli-  _1  

garchies,"  says  Charles  Blitzer,  a 

former  World  Bank  economist  now  at  Donaldson,  Lufkin  & 
Jenrette  Inc. 

By  ftring  Chernomyrdin  and  First  Deputy  Prime  Minister 
Anatoly  P..  Chubais,  Yeltsin  stinck  a  blow  at  the  fat  cats.  As 
its  forme}'  chairman,  Chernomyrdin  is  closely  linked  to 
Gazprom.  iUissia's  gas  monopoly.  And  Chubais  devised  the 
privatizatiiiii  Mi'ogram  that  allowed  a  small  gToup  of  bankers 
to  get  rich  iiy  snapping  up  big  state  companies,  such  as  No- 
rilsk Nickel,  ai  giveaway  prices  in  1995  and  1996. 

Yeltsin  ceitainly  doesn't  want  to  feature  in  history  books 
as  the  man  win.  crushed  communism  only  to  replace  it  with 
an  equally  unt;  oligarchy.  But  short-term  electoral  politics 
are  still  a  big  C(  :  deration.  Between  them,  the  government 
and  the  oligarchs  .  ontrol  Prussia's  three  national  TV  networks 
and  most  of  the  majoi-  newspapers.  Over  the  past  several 
months,  they  have  given  (jxtensive  and  favorable  coverage  to 


The  President  kicked  the  fat  cats' 


Chernomyi'din  as  presidential  front-runner.  Indeed,  some  'j 
the  coverage  was  so  biased  that  Yeltsin  needed  to  counter  tli 
gi-owing  public  perception  that  the  oligarchy  had  alreaq' 
sewn  up  the  election  two  years  ahead  of  time. 

The  President  made  his  move  at  a  time  when  busines 
leaders  were  fighting  among  themselves.  Since  last  summe 
they  have  battled  viciously  over  the  final  juicy  assets  that  tK 
government  has  been  selling  off.  Tbeu-  growing  divisions  weal' 
ened  then-  political  clout  and  gave  Yeltsin  an  excuse  to  ou: 

their  close  fiiends  in  govenimeri 
Ironically,  as  elections  a  , 
proach,  the  oligarchs  now  kno-i 
that  it  is  in  theu'  best  interest 
support  Yeltsin  in  his  push  for  ■ 
Western-style  market  systerj 
Most  state  assets  have  alreacj 
been  divvied  up.  That  leaves  lejj 
for  the  moguls  to  fight  over, 
also  means  that  they  must  mal^ 
hanging  on  to  what  they've  g;. 
set  as  theii"  main  priority.  So.  [<■ 
stead  of  fighting  Yeltsin,  the 
need  to  help  his  government  de. 
with  Russia's  pressing  social  prq- 
lems.  The  government,  for  i' 
stance,  has  to  ensui'e  that  wag! 
and  pensions  ai'e  paid  in  fiill  ai!  | 
on  time.  As  long  as  that  can't  1;  j 
guai'anteed,  the  average  Russia ,' 
will  remain  disenchanted  with  i  •  I 
forms  and  tempted  to  ba;! 
protest  candidates  such  as  tlii 
Communist  Gennady  Zyuganif 
or  ex-General  Alexander  Lebe  i 
BURY  THE  HATCHET.    To  ave: 
such  a  damaging  outcome,  a- 
gues  Boris  A.  Berezovsky,  t; 
most  politically  savvy  of  t'-! 
moguls,  all  those  who  favor  i- 
forni  must  biuy  the  hatchet  ai 
work  together.  In  fact,  he  claims  credit  for  persuading  Yeltea 
to  dump  Chernomyrdin  as  unelectable.  Back  in  1996,  Beik 
zovsky  and  his  fellow  oligarchs  bankrolled  Yeltsin  in  a  dt* 
perate  battle  to  beat  Zyuganov  in  the  presidential  electifu 
This  time,  both  they  and  Yeltsin  want  to  be  better  preparj 
for  the  Russian  Duma  elections  in  1999,  as  well  as  for  tpu 
presidency  the  following  yean 

Berezovksy  and  other  moguls  might  have  to  step  out! 
the  political  limelight.  Yeltsin's  appointment  of  Sergei 
Kirienko — a  technocrat  without  close  links  to  any  big  gi'oupl 
as  acting  prime  minister  is  a  signal  that  from  now  on  th| 
should  stop  meddling  in  the  day-to-day  management  of 
country.  Russia's  corporate  chieftains  may  hate  the  idea, 
that's  the  only  way  they  will  get  the  pro-reform  presidet1}jj| 
they  ultimately  want. 

By  Patricia  Kranz  in  Mosoio\ 

i5, 
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Someday  I  plan  to:  Start  a  business  with  my  son.  Play  golf  where  it  was  invented. 
Dust  off  my  old  records.  Audition  for  a  part  in  a  play. 


GET  THE  DREYFUS  DISCIPLINED  STOCK  FUND  FOR  YOUR  IRA  ACCOUNT. 
BECAUSE  YOUR  FUTURE  STARTS  NOW.  While  the  new  tax  law  provides  more 
opportunities  than  ever  to  help  you  pursue  your  retirement  dreams,  one 
part  of  IRA  investing  hasn't  changed:  it  s  still  about  getting  the  right  fund. 
That's  why  you  should  consider  the  Dreyfus  Disciplined  Stock  Fund,  a 
fund  with  outstanding  performance  and  a  dedicated  investment  team.  If 
you  have  any  questions  about  what  type  of  IRA  is  best  for  you,  consult  your 
financial  advisor  or  call  Dreyfus.  We're  here  to  help  you  make  smart  invest- 
ment decisions  for  today,  and  tomorrow.  DREYFUS.  RULE  YOUR  KINGDOM. 
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DREYFUS 
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20.07" 
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OVERALL  RftTING  AMONG  2,364  DOMESTIC  EQUITY  FUNDS  AS  Of  t,3l,9S    AVERAGE  ANNUAL  TOTAL  RETURNS  AS  Of  12.31.97 


TO  FIND  OUT  MORE,  CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794x4479 


©reyfils 


neSource 

Call  for  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before 
you  invest.  Past  performance  is  no  guarantee  of  future  results.  Stiare  price  and  investment  return  tluctuate  so    ■  :  .le  may  be  more 

(ji  lesb  trian  original  cost.  Morningstar  proprietary  ratmqs  r^'flect  historical  nsk-adjusted  performance,  Tl-iey  :  ..-.nge  every  month. 

Ratings  are  calculated  from  the  funds' 3-,  5- and  ■         :s  applicable)  average  annual  returns  in  exces  ''easur/ bill  returns  with 

appropriate  fee  adjustments,  and  a  risk  factor  tri,at  [ew^js  fund  performance  below  90-day  T-bill  retu"  -  :J's  3-,  5-  and  10-year 
Morningstar  ratings  as  of  1  -31  -98  each  were  five  stars  out  of  2,364,  1,315  and  680  domestic  equity  funds,  respectively.  The  top  1 0%  of  the 
funds  in  a  ratings  universe  receive  five  stars,  ©1998  Dreyfus  Service  Corporation,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc,  Distributor 


-vT^  »  ^  Charles  Schwab  &  Co,,  Inc.,  Member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its 
)0-5-NO-LOAD   Mutual  Fund  OneSource"  Service. 


Until  now,  "your  company's  information" 
was  an  abstract  term  —  something  inpossible 
to  quantify  or  put  your  finger  on,  much 
less  see  for  all  its  potential.  The  result 
of  separate  and  distinct  islands  of  infor- 

It  gives  everyone  who 

nation,  most  commonly  known  as  databases, 
mainframes,  UNIX  and  NT  servers.  Linking 
those  islands  is  ■viha.t        Enterprise  Storage^'^ 
can  do.  We're  finally  making  it  possible 
to  consolidate  data  across  all  major 

needs  it  a  clear  view  of  your 

platforms.  So  no  matter  vdiere  *\your  com- 
pany's information"  was  created,  you  can 
protect  it,  manage  it,  make  it  available 
to  all  x^K)  need  it.  In  turn,  they  can  make 
your  products  or  services  available  faster 

company's  information. 

and  more  competitively  than  ever  before. 
ThB  EMC  Effect.  You  siirply  have  to  see  it 
to  believe  it.  Call  1-800-424-EMC2 , 
ext.  301.  Or  visit  us  at  www.EMC.com. 


EMC' 

The  Enterprise  Storage  Company 
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STRATEGIES 


THEME-PARK 
SHOOTOUT 

A  host  of  new  competitors  has  Disney  building  like  crazy 


'92  '93  '94  '95 
A  BILLIONS  OF  DOLLARS 


0. 


The  sign  out  front  says  it's  "The 
Happiest  Place  on  Earth."  These 
days,  Disneyland,  Walt  Disney 
Co.'s  Anaheim  (Calif.)  flagship,  is 
also  one  of  the  most 
construction- happy 
places  on  earth.  Work- 
ers in  bulldozers  criss- 
cross the  100  acres 
that  used  to  be  a  pai'k- 
ing  lot.  Outside,  streets 
are  being  widened, 
snai'ling  traffic  in  all  di- 
rections. Signs  tell 
passersby  that  a  new 
Disneyland  Resort  is  in 
the  maldng. 

But  there's  a  lot 
more  than  that  going 
on.  From  Anaheim  to 
Central  Florida,  Disney 
is  expanding  its  theme- 
pai'k  Idngdom  with  guis- 
to.  Faced  with  stiff 
competition  from  a  host 
of  rivals  that  has 
trimmed  its  once  juicy 
margins,  Disney  plans  to  spend  more 
than  .$4  billion  by  2001  to  add  two  new 
theme  parks,  a  cruise  line,  and  three  re- 
gional entertainment  chains.  On  Apr.  22, 
the  Bm'bank  (CaHf )  company  will  open 
its  first  new  theme  park  in  nine  years, 
the  $750  million  Animal  Kingdom  near 
Orlando.  And  in  May,  it  will  unveil  an 
update  of  TomoiTOwlanfl,  an  original  Dis- 
neyland attraction. 

UPPING  THE  ANTE.  The  burst  of  spend- 
ing reflects  Disney  C'hairman  and  Chief 
Executive  Michael  D.  Eisner's  philoso- 
phy that,  despite  the  hoopla  about  cable 
TV  and  handwinging  about  couch-pota- 
to lifestyles,  people  still  hunger  to  go 
out  for  entertainment.  "I've  never  be- 
lieved what  Faith  Popcorn  said — that 
people  would  be  'cocooning'  in  their 
homes,"  says  Eisner  "People  get  sick 
of  sitting  around  their  homes.  They 
need  to  get  out  and  find  new  things." 

Maybe  so.  But  Disney's  four  U.  S. 
theme  parks  are  facing  theii-  most  in- 
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DATA  THE  WALT  DISNEY  CO  ,  PRUDENTIAL  SECURITIES, 
COWEN  S  CO 


tense  period  of  competition  ever.  From 
the  $2.7  billion  Islands  of  Adventure 
being  built  by  Universal  Studios  about 
20  minutes  down  Interstate  4  from  Walt 
Disney  World  to  new 
attractions  such  as  the 
Wild  Aix'tic  helicopter 
simulation  at  nearby 
Sea  World  to  the  $35 
million  in  new  rides 
planned  for  Knott's 
Berry  Farm  in  Ana- 
heim, everyone  is  up- 
ping  the  ante. 

Those  projects  all 
take  aim  at  Disney's 
most  consistent  cash 
cow.  Year  after  year, 
Disney's  parks  provide 
the  parent  company 
with  huge  cash  flow 
and  hefty  profit  mar- 
gins. Last  year,  the 
pai-ks  raked  in  $1.1  bil- 
lion in  operating  earn- 
ings and  a  profit 
margin  of  22.7%, 
compai-ed  with  16.8%  for  Disney's 
movie  studios  and  19.8%  for 
broadcasting. 

But  for  much  of  the 
past    decade,  Disney 
management's  atten- 
tion was  focused  else- 
where. The  company 
dabbled  in  regional 
parks,  nmning  into  a 
political  buzzsaw 
with    its  doomed 
plan  for  a  historical 
park  in  Vu'ginia.  It 
built  overseas,  suf- 
fering through  the 
slow  opening  of  its 
park   outside  Paris. 
And  it  branched  into 
broadcasting,  paying  $19 
billion  for  Capital  Cities/ 
ABC  Inc.  in  1995.  Mean- 
while, Anheuser-Busch 
Cos.   bought   four  Sea 


World  parks  and  began  pumping  in  mil 
lions  of  doOai's.  Universal  Studios  opene( 
a  Florida  pai'k  in  1990.  Even  Las  Vega 
made  a  play  for  family  vacationers. 

The  combination  of  fresh  vacation  al 
ternatives  and  a  weak  economy  sen 
Disney's  park  attendance  skidding  ii! 
the  eariy  1990s.  By  1994,  it  had  falle 
12%  fi'om  five  years  earlier,  to  39.2  md] 
lion  visitors  annually,  according  to  th 
newsletter  Amusettwut  Business.  Ani 
though  theme-park  profit  margins  sti 
beat  those  of  Disney's  other  units' 
they've  di'ooped  from  their  far  highe; 
30%  of  the  late  1980s 

Disney  has  I'esponded  v«th  a  ton-en 
of  cash.  The  expansions  at  Universe! 
and  elsewhere  "made  them  understand 
that  they're  not  the  only  guys  on  th 
block,"  says  Abi-aham  Pizam,  directo^ 
of  the  Dick  Pope  Institute  of  Tourisr 
Studies  at  the  University  of  Centrti 
Florida.  "It  made  them  undei-stand  tha* 
they  had  to  concentrate  on  quality  an 
add,  add,  add."  Not  to  mention  spemi 
spend,  spend.  Today,  building  one  ne^i, 
ride  can  cost  more  than 
$100  million. 
Key  to  the 
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igy  has  been  expanding  opera- 
at  the  Central  Florida  and  Ana- 
sti'ongholds.  Florida  is  the  most 
tant,  with  three  theme  par-ks  and 
i  18,000  hotel  rooms.  But  that's 
where  Disney  faces  its  stiffest 
5tition. 

xt  year,  a  $2.7  billion  expansion  of 
rsal  Studios  Floiida  will  open.  The 
icludes  a  second  theme  park,  Is- 

of  Adventure,  with  Universal's 
mark  thrill  rides,  such  as  Dueling 
)ns  roller  coasters;  a  750-room  ho- 
ld an  entertainment-and-dining  dis- 
Citywalk,  that  will  open  later  this 
Univej'sal  has  a  sure  hit  in  a  di- 
r  island  modeled  after  its  Jnmssic 
movie  and  is  going  after  Disney's 
fer  fans  with  rides  based  on  Dr. 

characters. 

beat  back  its  rival,  Disney  will 
1  in  next  month  with  Animal 
lom,  which  features 
than  1,000  types  ni 
.Is,  an  African  safari, 
■ides  based  on  such 
y  properties  as  Tlie 
King.  The  new  at- 
ons  include  Dino- 

USA,  featuring  a 

ride  called  Count- 
to  Extinction.  Uni- 


versal sees  that  as  a  premptive  strike 
on  its  dinosaur  attraction.  "What  do 
dinosaurs  have  to  do  with  a  wild  ani- 
mal park,  anyway?"  says  Cathy 
Nichols,  ("EO  of  Universal  Recreation 
Group.  Eisner  deflects  the  charge. 
"We've  been  working  on  a  dinosaur 
movie  well  before  they  began  Jurassic 
Park,"  he  says,  referring  to  an  ani- 
mated project. 

Will  it  be  enough?  The  payoff  from 
Disney's  spending  so  far,  analysts  and 
competitors  agi'ee,  is  that  the  company 
has  reinforced  its  position  as  the  top 
brand  name  in  the  business.  Attendance 
at  its  U.  S.  pai'ks  grew  12%  last  yeai*,  to 
a  I'ecord  58.4  million  visitors,  while  Uni- 
versal rose  4%,  to  14.3  million.  And 
with  the  additional  hotel  rooms  and 
restaurants  Disney  is  rocketeers:  TOMORROW- 
building,  it  hopes  to  ex-  LAND'S  REVAMP  INCLUDES 
tend  the  average  park  THE  "ASTRO  ORBITOR" 


"I've  never  believed 
what  Faith  Popcorn 
said-that  people 
would  be 

cocooning'  in  their 
homes.  People  get 
sick  of  sitting 
around  their 
homes" 


EISNER:  ADDING  ANIMAL 
KINGDOM,  DINOLAND,  AND 
PLENTY  OF  NEW  HOTEL 
ROOMS 


stay  and  grab  even  more  guest  dollars. 

Nowhere  is  that  clearer-  than  in  Ana- 
heim, where  Disney  is  using  its  clout 
with  city  officials  to  build  a  mini-Disney 
World.  With  Disney  giiaranteeing  some 
of  the  money,  Anaheim  is  spending  .$.546 
million  to  help  the  entertainment  giant 
build  a  resort  blocked  off  from  the  col- 
lection of  dives  and  cheapo  motels  that 
ring  Disneyland.  Disney  is  building  a 
750-room  hotel,  called  Grand  CalifoiTiian, 
to  give  it  2,350  rooms  in  Anaheim. 
DRY-DOCKED.  Disney  has  suffered  some 
setbacks.  An  effort  to  update  Epcot 
Center  in  Orlando  ran  into  costly  soft- 
ware problems  on  a  ride  featuring  cars 
that  race  at  speeds  up  to  65  mph.  That 
project  is  at  least  a  year  behind  sched- 
ule. Also,  some  industry  skeptics  ques- 
tion Disney's  efforts  to 
transfer    its    brand  to 
smaller  regional  entertain- 
ment centers,  such  as  its 
new  DisneyQuest  virtual- 
reality  and  entertainment 
arcades  and  Club  Disney 
play  centers  for  younger 
children. 

Disney's  most  public 
embarrassment  has  been 
tiie  four-month  delay  in 
the  launch  of  its  cruise 
business  because  of  con- 
struction problems.  Still, 
when  they  finally  set  sail, 
the  two  ships  should  help 
Disney  fill  its  parks.  They 
will  dock  at  Port  Canaver- 
al, about  90  minutes  fi'om 
Walt  Disney  World.  To 
meet  its  targets,  Disney 
needs  70%  of  the  ships' 
passengers  to  buy  a  week- 
long  package  that  com- 
bines a  ciuise  and  a  park 
.-tay,  says  a  former  Disney  exec.  "The 
whole  strategic  value  was  to  get  them 
to  the  pai-k — that's  where  Disney  makes 
a  lot  of  money  on  them,"  he  says. 

And  that,  after  all,  is  the  real  Dis- 
ney magic.  Recently,  Philadelphia  ad 
exec  Alex  Breder  was  marching  and 
spending  her  way  through  Walt  Disney 
World  with  children  Maggie,  10,  and  Ian, 
8,  in  tow.  Midway  through  a  five-day 
vacation,  Breder  figured  she  had  spent 
upwards  of  .$2,000  for  her  I'oom  at  Dis- 
ney's All-Star  Resort,  meals,  park  pass- 
es, and  trinkets  for  the  kids.  "If  you're 
going  to  spend  all  that  money  to  get 
here  and  stay,  you  may  as  well  eat  and 
treat  yourself  well,"  says  Breder. 

No  doubt  the  cash  registers  can  be 
heard  ringing  all  the  way  back  in  Bur- 
bank.  But  Disney  can't  afford  to  be 
smug — after  all,  the  Breder  family  also 
planned  to  spend  a  day  at  Sea  World. 

By  Ro)iald  Gmver  in  Los  Angeles 
and  Gail  DeGeorge  in  Orlando 
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INVESCO 
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In  (he  (inline  iiil  world,  knowledge  is  king.  And 
the  Irick  is  knowing  v\'hcrc  to  get  it  cind  how  to  use 
it.  At  l\A'l-SCO,  we'w  been  mdndging  money  in 
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(or  6'y  yeurs.  Our  'SH  no-kwd  funds,  including  II  sec- 
(oi-  funds,  provide  d  wide  rdnge  of  internciL'iondl, 
growth,  Vcilue,  income-,  total  return,  tax-free  and 
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wealth  of  knowledge  and  global  perspective 
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with  information  regarding  management  fees, 
risks  and  expenses.  Please  read  it  carefully  beldre 
;y6u  invest  or  send  uny  money  Then  you'll  ■knov\; 


NVESCO 
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i  rom  L'fi  til  7i,!;/u  Team  Cadilkic  mcmben  Jim  Di;m,  Sige(,  Bob  Charles.  Tom  Wargo,  Dave  Stockton,  boh  Murphy, 
Jim  Colbert,  Arnold  Palmer  and  I^ee  Trevmo  standmn  around  a  Cadillac  Seville.    '''    '    ■  "  ' ' '      •  " 
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In  this  era  of  round-the-clock  instant  access  information  overload,  it's  increasingly  tough 
to  break  through  the  clutter.  This  has  caused  ccnTipanies  to  have  to  work  harder  to  find  new 
^   and  better  ways  to  reach  custc^mers.  One  of  the  best  examples  of  creative  corporate 

marketing  is  Cadillac's  umbrella  sponsorship  of  the  SENIOR  PGA  TOUR. 


Cadillac  first  gdt  involved  in  golt  30 
years  ago,  when  it  became  one  ot  two 
exclusive  television  sponsors  ot  the 
Masters  Tournament.  The  luxury 
carmaker  has  also,  for  years, 
sponsored  players  who  serve 
as  spokesmen  through  Team 
Cadillac,  mcluding  tinir-time 
Masters  champion  Arnokl  Palmer. 


Instant  Credibilty 

Palmer's  participatu)n  was  key 
to  giving  the  SENIOR  TOUR 
credihility  wlien  it  was  just  getting 
started.  Similarly,  Palmer  has  said, 
"When  Cadillac  became  an  umbrella 
spon,sor,  it  gave  more  credibility  to 
the  SENIC^R  TOUR,  and  it  attracted 
other  spitnstM's  because  they  saw  a 
t.|uality  company  involved  with  us." 
T)day,  the  SENIOR  TOUR's  roster 
ot  corporate  partners  includes  many 
t)ther  blue-chip  corporations. 


For  Cadillac,  the  ultimate  objective  is 
to  sell  cars.  The  strategy  has  been  to  broaden 
the  marketing  mix  beyond  traditional 
media  because,  according  to  Martin  Walsh, 
Marketing  Services  Manager  for  Cadillac, 
"Luxury  car  customers  are  typically 
active  and  are  not  the  kind  ot  people  who 
stay  home  and  watch  traditional  TV."  The 
execution  ot  that  strategy  has  pnjduced  an 
innovative,  multitaceted  prtigram  encompass- 
ing title  sponsorship,  pkiyer  participation, 
dealer  involvement,  on-site  promc-tional 
activities,  a^lvertising  and  public  relations. 

Innovative  Marketing 

There  is  the  Cadillac  Series,  a  season-long 
competition  in  which  players  accumulate 
points  in  22  ESPN-televised  SENIOR 
TOUR  events.  A  5:30-7:00  p.m.  tune  slot 
is  utilized  whenever  possible,  which  means 
the  broadcasts  otten  air  unopposed  by 
other  sports  events  since  the  networks 
are  showing  the  news. 
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he  winner  of  the  1998 
llac  Series  receives  a 
Cadillac  Seville  STS 
1  1999  Carera,  while  the 
^d'  and  third-place 
lers  each  receive  keys  tci 
nd  new  Cadillac.  Cadillac 
contributes  to  each  tour- 
;nt's  purse.  Now  in  its 
:h  year,  the  Cadillac 
:s  events  have  raised  more 
$36  million  for  charity. 
Idition,  Cadillac  is  the 
cial  Car  of  the  SENIOR 
.  TOUR"  and  title 
sor  of  the  Cadillac  NFL 
Classic,  which  features 
stars. 

jt  what  really  drives  the  business  arc  the 
te  activities.  "It  is  the  perfect  setting  for 
lealers  to  reward  their  customers,"  says 
h.  In  addition  to  enjoying  the  amenities 
ispitality  facilities  and  watching  great 
prospective  buyers  and  loyal  Cadillac 
imers  are  occasionally  treated  to  a  walk- 
linic,  wherein  the  guests  walk  with  a 
ber  of  Team  Cadillac,  who  plays  two 
>  while  explaining  strategy  and  offering 
Kts.  This  is  always  a  huge  hit,  considering 
feam  Cadillac  roster  reads  like  a  Who's 
I  of  golfing  greats:  Palmer,  Lee  Trevino, 
;  Stockton,  Jay  Sigel,  Jim  Colbert,  Bob 
les.  Bob  Murphy,  Tom  Wargo,  Jim  Dent 
..arry  Ziegler. 

Does  It  Sell  Cars? 

3unds  like  a  lot  of  fun,  but  does  it  sell 
Indeed,  since  the  Cadillac  Series  began 
'90,  Cadillac  directly  attributes  more 
$250  million  in  vehicle  sales  to  its 
ivement  with  the  SENIOR  PGA  TOUR, 
hat's  a  lot  of  cars  rolling  off  lots,  but 
o  big  surprise.  "People  assume 
because  the  players  have  to 
:  least  50  years  old,  the  fans 
to  be  over  50,  too,"  says 
Uac's  Walsh.  "But  the  fact 
e  average  age  of  spectators 
^NIOR  TOUR  events  is  45, 
h  skews  to  the  younger  end 
e  luxury  car  market."  And 
astest'growing  segment  of 
luxury  car  market  are  buyers 


of  the  entry-level  automo- 
bile priced  at  around 
$30,000 -about  the  price 
of  a  new  Catera. 

Looking  Ahead 

"Cadillac  has  found 
a  home  on  the  SENIOR 
PGA  TOUR,"  said  Peter 
R.  Gerosa,  Cadillac  general 
sales  and  service  manager, 
when  the  carmaker  renewed 
its  umbrella  sponsorship 
through  the  year  2000. 

"Cadillac  has  had  a  ma| 
role  in  increasing  the  pop^ 
larity  of  the  SENIOR  PG^ 
TOUR,"  said  PGA  TOUI 
Commissioner  Tim  Finchem,  when  the  exter 
sion  was  announced  in  1996.  "Most  notably, 
our  relationship  with  Cadillac  has  helped  us 
develop  a  .television  contract  with  ESPN  that 
allows  us  to  bring  the  wonderful  personalities 
of  the  SENIOR  TOUR  into  the  living  rooms 
of  millions  of  golf  fans  across  the  country." 

The  future,  according  to  Walsh,  is  bright. 
"There  are  some  very  high-profile  players 
becoming  eligible  for  the  SENIOR  TOUR 
in  the  next  two  years,  including  Tom  Watson 
in  1999  and  Tom  Kite  and  Lanny  Wadkins  in 
2000.  Plus,  the  TOUR  is  putting  more  energy 
into  the  broadcasts,  discussing  a  variety  of 
formats  and  including  interactive  components 
on  the  Internet." 

'Creating  a  Higher  Standard' 

Log  onto  wwvv.cadillac.com,  and  that's 
what  it  says.  Tune  into,  or  attend,  a  SENIOR 
PGA  TOUR  event,  and  you'll  see  it  in  action. 
Together,  the  SENIOR  TOUR,  ESPN  and 
Cadillac  have  set  the  standard  for  successful 
spi  )\-r\  spi  ins(  irsliips.  ■ 
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There  are  some 
very  high-profile 
players  becoming 
eligible  for  the 
SENIOR  TOUR 
In  the  next  two 
years,  including 
Tom  Watson  in 
1999  and  Tom 
Kite  and  Lanny 
Wadkins  in  2000. 
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Poised  to  Open  in 
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The  Slammer  and 
The  Squire  golf 
course,  which 
surrounds  the 
World  Golf  Village 
property,  is  already 
being  played. 


Monrhs  hetorc  the  final  spit-and-polish 
phase  for  the  May  Grand  Opening  of  World 
Golf  Villa,qe,  a  newcomer  to  the  resort's  hiisi- 
ness  partnership  gazed  are)un(.l  the  burgeoning 
ciiniplex  and  marveled,  "This  is  like  the  Land 
of  Oz,  the  Emerald  City." 

Executive  Vice  President  Chris  Martin  of 
W.C.  Bradley  Co.,  the  Village's  retail  deveKip- 
ment  partner,  wasn't  required  to  test  his 
imagination  to  tinderstand  iir  appreciate  this 
evolving  dream.  Unlike  those  who  shared  the 
vision  of  creating  an  exciting  home  for  a  World 
Golf  Mall  of  Fame  when  this  was  just  a  barren 
stretch  of  land  along  Interstate  95  in  northeast 
Florida,  Martin  and  his  colleagues  had  the 
benefit  of  actually  seeing  brick  and  mortar. 

At  one  end  of  the  Village  lake,  the  World 
Golf  Hall  of  Fame-IMAX  Theater  building 
towered  o\'er  the  bustling  construction  site. 
Next  door,  the  lO-story  World  Golf  Resort 
and  St.  Johns  County  Convention  Center 
had  already  reache>-l  full  height. 
On  the  other  sii^le,  the  glistening 
PGA  TOUR  Productions 
Heai.k|Liarters  was  \'irtually  complete 
and  preparing  for  the  staff's  occupancy. 
Beyond  the  Hall  of  Fame  building,  the 
liamework  to  the  first  Vistana  Resort 
\  acation  ownership  x'illas  stood  three 
stones  tall.  And  The  Slammer  and 
The  Sciuire  golf  course  surrouneling 
the  Village  was  ready  for  play. 

"We  hai.1  the  opportunity  to  actual- 
ly see  what  e\'eryone  had  been  talking 
ibout  for  the  past  couple  of  years," 
Vlartm  said.  "To  say  we  became  invoK'ed 
ate  IS  an  understatement." 
Belated  as  it  was,  the  involvement 
of  W.C'.  Bradley  and  partner  Cousins 
Properties  Incorporated  was  the  final, 
critical  piece  to  the  Village  puzzle.  They 
Tit  the  ground  running,  injecting  a 
new  energy  in  design  and  philosophy  to 
'lis  major  component  of  the  complex. 
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The  Shops  at  World  Golf  Village,  which 
will  open  in  the  fall,  are  critical  as  the  anchor 
to  the  end  of  the  Village  lake  nearest  the 
Interstate,  across  the  lake  from  the  World  Golf 
Hall  of  Fame.  Philosophically,  they  are  critical 
in  terms  of  broadening  the  World  Golf  Village 
experience  through  fine  restaurants,  interesting 
boutiques  and  the  30,000-square-foot  PGA 
TOUR  STOP,  an  exciting  new  concept  in 
golf  merchandising  and  entertainment.  The 
two-story  PGA  TOUR  STOP  will  feature 
the  premier  vendius  in  the  golf  industry. 
Brand-specific  concept  shops  will  feature  12 
soft  goods  vendors  and  five  equipment  manu- 
facturers, a  ciemo-hitting  area,  a  collectibles 
area  and  gallery,  a  golfers'  den  for  home 
furnishings,  audio  and  visual  components, 
an  800-sciuare-foot  putting  green  and  more. 

Meanwhile,  the  Village  progresses  toward 
its  public  debut  on  Tuesday,  May  19,  following 
a  private  three-day  celebration  that  conclucles 
with  a  Hall  of  Fame  induction  ceremony, 
during  which  Johnny  Miller  and  Nick  Faldo 
will  be  inducted.  In  a  state  recognized  for  its 
abundance  of  golf  courses  and  tourist  attrac- 
tions. World  Golf  Village  is  poised  to  become 
Florida's  newest  destination. 

For  those  who  shared  the  original  dream 
and  vision,  being  ,so  clirse  tii  the  opening  is 
both  exhilarating  and  rewarding.  Understand 
that  the  seed  for  what  would  grow  into  a 
world-class  resort-home  to  golf's  first  interna- 
tionally unified  Hall  of  Fame-was  planted 
more  than  a  decade  ago,  when  former  PGA 
TOUR  Commissioner  Deane  Beman  initiated 
plans  to  establish  a  PGA  TOUR  Hall  of  Fame 

What  evolved  -  first  under  the  direction 
of  Beman,  later  under  his  successor,  Tim 
Finchem-were  highly  ambitious  collabora- 
tions on  two  separate  fronts. 

On  one  hani.!  was  the  eviilution  of  a  PGA 
TOUR  Hall  of  Fame  concept  into  the  World 
Golf  Hall  of  Fame,  a  truly  international 
collaboration  among  golf's  leading  organiza- 
tions and  tours.  What  began  with  the 
LPGA's  commitment  was  soon  followed  by 
the  United  States  Golf  Association,  PGA 
of  America,  Royal  &  Ancient  Golf  Club  of 
St.  Andrews,  Augusta  National  Golf  Club, 
the  major  professional  golf  tours  and  other 
high-profile  organizations.  Nearly  25  organi- 
zations representing  most  segments  of  the 
golf  industry  were  represented. 


lUI, 

Ilr 
k 


SPECIAL 


ADVERTISING 


SECTION 


laking  the  World  Golf  Hall  of  Fame  a 
Ic  destination  required  more  than  simply 
ilding.  So  the  second  major  initiative  was 
nd  companies  willing  to  share  the  vision 
d  risk  -  of  establishing  a  major  resort. 
iS  tedious  as  the  process  became  at  times, 
proper  mix  was  finally  established.  From 
and  donation  by  a  partnership  managed 
50  percent  owned  by  cotton  magnate 
iam  Dunavant  of  Memphis,  to  hotel 
conference  center  development  partner 
I  Q.  Hammons  of  Springfield,  Mo.  From 
jroup 's  development  of  The  Residences 
lominium  community,  to  the  substantial 
mitment  of  The  United  Company  as 
:  venture  partner  in  Vistana  Resort  and 
idiary  Scratch  Golf's  development  of 
:hree  golf  courses  and  golf  academy. 

saw  this  project  through  the  eyes 
im  Finchem,  Vernon  Kelly  [President 
3A  TOUR  Golf  Course  Properties]  and 
rid  Golf  Village  Executive  Director] 
in  Beckwith,  and  could  imagine  that  with 
World  Golf  Hall  of  Fame  and  its  support 
;  all  of  the  organizations,  that  this  truly 
going  to  become  a  world  headquarters 
;olf,"  said  United  Chairman  James 
jlothlin.  "Our  commitment  is  spread 
ughout  the  Village,  because  we  could 
iterally  thousands  coming  here  who  care 
It,  enjoy  and  want  to  learn  about  the 
.ity  of  golt  rather  than  just  read  about  it." 
"hrough  the  progression  from  vision  to 
ty,  other  highly  significant  commitments 
ved.  Shell  Oil  Products  Company  of 
ston  announced  last  May  an  unprece- 
:ed  ZO-year  agreement  to  become  the 
Id  Golf  Village's  Founding  Partner, 
Liding  a  leading  role  in  the  charitable 
atives  of  the  World  Golf  Foundation, 
;h  oversees  the  Hall  of  Fame  and  other 
-profit  components  of  the  Village. 
Foundation  subsequently  announced 
First  Tee  initiative  to  create  affordable 
:ss  to  the  game  of  golt  for  those  who  oth- 
se  might  not  have  an  opportunity  to  play, 
"hen  came  the  commitment  by  W.C. 
lley-Cousins,  plus  Brassie  Golf's 
Dunced  partnership  with  Canyon  Ranch 
lagement  to  develop  a  luxury  spa  with 
il  space  and  executive  bungalows. 
Vorld  Golf  Village  is  the  centerpiece 
le  6,300-acre  Saint  Johns  Development, 


a  residential-business  community  for  which 
Jim  Davidson  of  Davidson  Development  in 
nearby  St.  Augustine  is  the  master  developer. 
Dunavant  Enterprises,  Inc.,  and  its  partner. 
The  Cummer  Land  Trust,  permitted  the  land 
kir  development  in  the  early  1980s.  The 
total  land  dt)nation  to  the  World  Golf  Village 
exceeds  400  acres. 

"1  am  thrilled  to  see  the  World  Golt 
Village  and  the  adjacent  development  become 
a  reality,  after  literally  years  of  effort  by  the 
participants,"  Dunavant  said.  "In  giving 
the  land  to  the  World  Golf  Foundation,  the 
Saint  Johns  Project  became  one  of  the  largest 
mixed-use  developments  in  the  country.  It 
put  Saint  Johns  and  the  World  Golt  Village 
on  the  map  nationally  and  internationally." 

Paramount  to  the  success  of  World  Golf 
Village  was  the  establishment  of  quality  accom- 
modations, starting  with  a  World  Golt  Resort 
Hotel.  John  Q.  Hammons,  one  of  the  nation's 
premier  hotel  developers,  stepped  in  with  plans 
for  a  300-room,  10-story  hotel  and  adjoining 
St.  Johns  County  Convention  Center. 

Complementing  the  hotel  through  rental 
and  purchase  options  was  the  addition  ot 
Vistana  Resort,  a  complex  ot  upscale,  one- 
and  two-bedroom  vacation  ownership  villas 
overlooking  the  finishing  holes  ot  "The 
Slammer  and  The  Squire"  golt  course. 

"This  project  has  taken  the  vision  and  hard 
work  lit  world-class  organizations,  and  we  are 
proud  to  be  a  part  ot  the  World  Golt  Village 
Team,"  said  Raymond  Gellein,  Jr.,  Chairman 
of  the  Board  tor  Vistana  Development,  Ltd. 

Finally,  there  was  EcoGroup's  The 
Residences  at  World  Golt  Village,  luxury 
three-  and  four-bedroom  condominiums 
geared  tor  executives  and  tamilies,  featuring 
a  conference  center,  pools  and  tennis  courts. 

Once  the  festivities  of  May  16-18 
subside,  the  gates  to  World  Golt  Village 
will  open  to  the  public.  The  World  Golt 
Hall  of  Fame  and  Museum  rightfully  will 
be  celebrated  as  the  centerpiece  to  this 
amazing  project,  educating  and  entertaining 
hundreds  of  thousands  of  visitors  with 
memorabilia  and  interactive  displays  in 
the  coming  months. 

But  the  underlying  success  ot  World  Golf 
Village  rests  with  those  who,  long  ago,  bought 
into  a  vision  when  there  was  little  more  to  see 
than  pines,  scrubs  and  wetlands  along  1-95.  ■ 
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Hail  of  Famer  Sii 


For  those  who 
shared  the  original 
dream  and  vision, 
being  so  close 
to  the  opening  is 
both  exhilarating 
and  rewarding. 
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The  All  New  Chrysler  Concori^e 


Once  again, 
we've  successfully 
avoided  ; 
the  pedestrian. 


Well-equipped  from  S21,855* 


There  are  a  lot  of  words  that  can  be  used  to  describe  the  engineering  and  design. To  begin  with,  Concorde's  n(W  - - 

all-new  Chrysler  Concorde.  "Pedestrian"  is  definitely  not  one  eration,  lighter-weight,  all-aluminum  engine  not  only  pii  :yo 

of  them.  IikJ  hkJ,  the  new  Concorde  stands  as  an  exhilarating  nearly  25  percent  more  horsepower  but  it  also  managAti^j, 

testament  of  our  engineers'  relentless  commitment  to  inspired  10  percent  more  fuel  efficient."  What's  more,  combine  ti 


1 


■BdM;MSRP(CiJricordeLX)inclii(iesdeslination,  excludes  lax  Wheels  stiown,  extra  "Comparison  ol  1997  MY  3  3  liter  engine  lo  1998  MY  2  7  liter  engine  (LX  model)  1998MYEPAest  mpg(LX  model)  2lcity,30hwv 
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Thank  you,  say  the  men  battling  tor  bucks 
along  the  MasterCard  Champions  trail  on 
the  SENIOR  PGA  TOUR.  Sure,  they've  got 
to  be  at  least  60  to  compete,  but  they're  not 
ready  to  settle  into  a  rocking  chair  yet. 

One  of  those  leading  the  MasterCard 
Champions  is  "Ol'  Bones,"  Don  January.  Now 
68,  lanky  and  raw-boned,  he  still  looks  more 
like  a  Texas  cowboy  than  John  Wayne  or 
Randolph  Scott. 

The  enjoyment  level  may  be  even  greater 
around  the  January  household  today  than  it 
was  when  he  kicked  off  his  career  before  the 
hometolks  with  a  victory  in  the  1956  Dallas 
Centennial  Open.  Or  when  he  joined  the 
major  championship  winners  at  the  1967 
PGA  Champioriship. 

"Thankfully,  what  goes  around  comes  back 
aroLind,"  said  the  six-time  grandfather  during 
a  night  session  with  an  old  friend.  "I've  been 
most  fortunate.  It's  wimderful  to  be  having  so 
uiuch  tun  at  our  age." 

A  Perk  for  the  60-And-Over  Set 

.■\lthough  at  60  Charles  Goody  is  nearly  a 
decacJe  youiiger,  he  couldn't  agree  more  with 
January.  "This  is  my  third  time  as  a  rookie  on 
tour,  from  the  PGA  TOUR  to  the  SENIOR 
TOUR  to  the  MasterCard  Champions,"  said 
the  1971  Masters  champion.  "And  it's  great 
to  have  a  perk  like  this.  1  know  it's  a  tremen- 
dous thiiig.  I'm  just  a  rookie  and  loving  it." 

The  MasterCard  Champions  schedule 
has  stretched  career  lite  tor  more  than  just 
yesterday's  superstars  like  Billy  Casper  and 
Gene  Littler.  It  has  helped  create  new 
careers  and  riches  for  the  likes  ot  tormer 
steelworker  Walt  Zembriski,  stockbroker 
John  Paul  Cain  and  municipal  club  profes- 
sional Jimmy  Powell. 

Powell  lett  Stevens  Park  Municipal  in 
Dallas  and  joined  the  SENIOR  TOUR  in 
1985.  He  has  collected  more  than  $3.33 
million  since,  including  the  $284,004  he 
won  at  the  1997  MasterCard  Champions. 

January  and  Powell  attended  the  same 
high  school  in  Dallas.  Between  them,  they 
have  given  Sunset  High  two  ot  the  biggest 
winners  in  MasterCard  Champions  competi- 
tion. January  is  the  all-time  leader  with  a 
record  35  titles  in  the  unofficial  money  com- 
petition. Powell  owns  17,  and  he  became 
the  tirst  60-and-o\  er  pla\  er  to  win  both  the 
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sterCard  Champions  and  tournament 
es  at  the  1995  First  of  America  Classic. 
The  MasterCard  Champions  covers  just 

first  two  days  of  a  three-round  SENIOR 
>UR  event,  but  players  also  compete  to 
I  the  regular  54-hole  event.  Along  with 
veil,  Bob  Charles  and  Dale  Dtiuglass  also 
^e  "double-dipped"  a  tournament,  each 
[996,  when  Charles  won  the  Hyatt 
^ency  Maui  Kaanapali  Classic  and 
uglass  captured  the  Bell  Atlantic  Classic 
:r  winning  the  MasterCard  Champions, 
at  same  year,  Powell  won  both  titles  again 
:he  Backyard  Crossing  Championship, 
d  61 -year-old  Bruce  Crampton  won  the 
'7  Cadillac  NFL  Golf  Classic,  where  there 
;  no  MasterCard  Champions  competition. 
Coody,  who  captured  the  year-ending 
*7  MasterCard  Champions  Championship, 
[eves  he  still  has  as  much  "tire  in  the  belly" 
le  did  when  he  first  joined  the  PGA  TOUR 
Tn  my  mind  I  do,  but  the  hard  part  is 
king  at  the  statistical  records.  Then  it 
omes  obvious  we're  not  at  the  same 
npetitive  level  as  the  younger  guys," 
1  Coody.  "But  at  60,  we're  playing  those 
xir  age  bracket,  so  we're  competitive." 
January,  who  claims  75  worldwide  protes- 
lal  titles,  including  those  35  MasterCard 
ampions,  once  interrupted  his  42 -year 
eer  for  30  moiiths  to  construct  golf  courses, 
■ecession  in  the  early  1970s  forced  him 
k  on  the  PGA  TOUR  in  1975. 
It  was  a  dynamite  return:  he  won  twice. 
A  year  later,  he  picked  up  the  coveted 
"don  Trophy  at  age  46  with  a  70.56  scoring 
:rage.  It  prompted  him  to  say  he  would 
:  leave  the  TOUR  on  his  own  again.  He 

quietly  stuck  by  those  words. 
One  of  six  founding  fathers  of  the  SENIOR 
)UR,  January  is  a  walking  history  hook  on 
it  all  came  about.  Since  that  first  major 
eting  in  the  late  1970s  with  Sam  Snead, 
rdner  Dickinson,  Dan  Sikes,  Julius  Boros 
1  Bob  Goalby,  he  has  seen  the  SENIOR 
)UR  grow  beyond  his  wildest  dreams. 
"Back  then,  I  don't  think  anyone  could 
.'e  visualized  what  has  happened,"  said 
luary.  "We  didn't  want  to  be  just  another 
;-and-pony  show,  but  we  were  sort  oi 
instorming  it  in  the  beginning.  We  were 
3ing  to  come  up  with  10  or  12  tournaments, 
w  look  what  we  have." 
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Don  January 

During  talk  of  those  early  days, 
January,  who  was  nicknamed  "Bones"  by 
his  TOUR  mates  years  ago,  was  a  bun- 
.  die  of  chuckles,  like  when  he  recalled 
what  Boros  would  say.  "He  would  tell 
us  he  didn't  really  care  how  many  events 
we  could  get,  he  just  wanted  to  get  out 
^ai  *'f  the  house  10  or  so  times  a  year." 

"Bones"  has  stuck  on  January  iiut  on 
the  SENIOR  TOUR,  just  as  growing  old 
has  created  more  aches  and  pains. 

A  Pain  in  The  Neck 

Goody  also  laughs  about  the  squeaks  of 
growing  older.  "1  didn't  believe  it  when  the 
older  guys  would  tell  me  about  it,  but  now  I 
know,"  he  said.  "Every  morning  it's  something 
difterent-a  bruise,  a  little  soreness  or  a  pain 
in  the  neck." 

Thus  tar,  Coiidy's  biggest  health  problem 
has  been  just  that:  a  pain  in  the  neck.  That's 
more  fortunate  than  a  lot  of  his  friends  on  the 
SENIOR  TOUR.  Fans  and  SENIOR  TOUR 
mates  alike  marvel  at  the  toughness  of  any 
number  of  players  who  have  fought  oft  major 
health  problems  to  keep  on  making  birdies 
and  bogeys. 

Gene  Littler,  Arnold  Palmer,  J  mi  Ferree 
and  Jim  Colbert  are  among  those  who  have 
battled  cancer.  Bruce  Devlin  had  a  cancer- 
ous kidney  removed  last  year.  George 
Archer,  the  SENIOR  TOUR's  'S- 
Comeback  Player  ot  the  Year  for  1997, 
plays  with  an  artificial  hip  and  a  five-inch 
steel  rod  in  his  back.  And  Bobby  Nichols 
underwent  double-hip  surgery  in  1996. 

Do  the  old  players  suffer  more  than  the 
young  ones  when  they  shoot  a  bad  round? 

"I  don't  think  Don  ever  let  it  bother  him 
too  much,"  said  Pat  January,  Don's  wife  of 
42  years.  "He's  always  had  a  good  attitude 
about  that.  With  him,  it's  always  been  that 
tomorrow  is  another  day." 

Don  agrees,  reli\'ing  what  happened  to 
him  when  he  was  in  position  to  win  going 
into  the  final  round  of  the  third  event  of 
1998,  the  LG  Championship  in  Naples,  Fla. 

"The  guy  who  shot  those  first  twii  rounds 
(72-72)  is  the  same  guy  who  shot  78  on 
Sunday,"  he  said. 

But  January  laughed  when  he  said  it.  For 
the  60-and-over  bunch,  that's  what  makes 
the  MasterCard  Champions  so  sweet.  ■ 
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Introducing  the 
AT&T  One  Rate'  Calling  Card  Plan. 

One  low  rate.  No  hidden  charges. 


Which  card  would  you  rather  use? 


AT&T  One  Rate 
Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 

WORLDLINK 

Service  Charge  per  call 

99 

w  ■ 

Cost  per  minute 

Rates  in  effect  as  of  12/19/97 

AT&T  just  made  calling  card  calls  simple  with  the  AT&T  One  Rate^" 
Calling  Card  Plan.  You  get  one  low  rate  a  minute  anytime, 
anywhere  in  the  U.S.  on  all  your  long  distance  AT&T  Calling  Card 
calls  when  you  make  the  call  yourself  by  dialing  I  800  CALL  ATT.® 
No  gimmicks.  No  hidden  charges.  Just  a  $1.00  monthly  fee.  Call 
to  sign  up  and  find  out  how  you  can  start  saving  now. 


Call  I  800  878-3288 


It's    all    within    your  reach 


AT&T 
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At  the  rate  the  size 
(it  drivers  is  increas- 
\n^,  players  on  the 
SENIOR  PGA  TOUR 
might  need  to  hitch  trail- 
ers behind  their  golf  carts 
to  carry  them.  The  oversize 
driver  is  in  the  hag  ot  almost 
every  player  on  the  SENIOR 
TOUR.  Whether  it's  a  Taylor 
-"3^  Made  Ti  Bubble  2,  a  Ciibra  Ti, 
;i  Top  Elite  Intimidator,  a  Goldvvin 
AVDP  Callaway's  Big  Bertha,  Gary 
Player's  Black  Knight,  a  Ping  ISI  or 
whatever,  it's  big  and  bad. 

The  advent  ot  the  oversize  driver  has 
.sent  goiters  to  Acme  Tent  and  Awning 
tor  head  covers.  It's  hard  to  see  the 
all  in  the  shadows  cast  by  these  mon- 
ster-Mzed  clubs.  Is  there  no  end  to  this 
"ligger  is  better"  revolution? 

Twenty  years  ago,  persimmon  was 
the  wood  of  choice  and  heads  were 
about  1  50cc  in  size.  When  the  tirst 
metal  wt)ods  became  the  rage  almost 
two  decades  ago,  it  opened  up  a  new 
frontier  in  golt  equipment.  The  move 
to  big-200cc  range;  bigger-250cc 
range  and  biggest- 300cc  range  was 
a  natural  progression.  The  reason  tor 
their  popularity  is  simple:  they  work. 
"There  is  only  one  factor,  and  that 
i   has  to  i.io  with  performance, "  said 
hnny  Miller,  former  U.S.  Open 
cliampion,  television  analyst  and  sometime 
SENIOR  TOUR  player.  "Guys  who  play  on 
a  professional  level  will  use  anything  it  it  works 
better.  And  oversize  drivers  work  better.' 

The  oversize  driver  was  designed  tor 
the  average  player,  not  the  SENIOR 
TOUR  player.  It  didn't  take  companies 
long  to  realize,  after  talking  to  SENIOR 
TOUR  players,  that  these  ckibs  were 
tor  e\'erybody. 


SENIOR  TOUR  Sets  Trend 

"The  SENIOR  TOUR  made  the  big-head- 
ed driver  popular,"  said  Gary  Player,  who  was 
a  cluhmaker  when  he  tirst  turned  professional.? 
"Before,  we  never  had  the  opportunity  to  play 
with  square  grooves,  lightweight  shafts,  light 
grips  or  big  heads.  When  we  see  something  like 
the  big  driver,  we  say,  'Let's  try  it.'  Change  is 
the  price  of  success." 

With  the  bigger  clubhead  comes  a  bigger 
sweet  spot  and  a  bigger  margin  tor  error. 
There  is  an  increase  in  distance  and  an 
even  bigger  increa.se  in  accuracy.  Titanium 
is  strong  enough  and  light  enough  to  allow 
the  driver  heads  to  exceed  300cc,  dwarfing 
the  traditional  driver. 

"I  wasn't  shocked  when  I  saw  the  tirst 
big-headed  drivers,"  said  Player.  "Look  at 
tennis  with  the  big  race|uet.  It  makes  sense. 
Now  the  average  player  can  tee  the  ball  high 
and  have  confidence.  The  big  drivers  have 
made  it  easier  all  around." 

An  even  bigger  head  might  not  be  possible 
in  titanium,  and  other  metals  might  be  too 
heavy.  Also,  aerodynamics  will  come  into  play 
at  some  point.  While  current  materials  might 
dictate  the  end  ot  the  size  race,  there  are 
other  considerations.  With  the  original  over- 
size clubs,  there  was  a  period  ot  adjustment 
to  the  look  ot  the  club.  Now,  with  a  driver 
in  the  300cc  range,  the  gcilf  ball  look 
mighty  sm.all  when  tee 
.  Even  bigger 
miuht  n()t  be 
better.  ■ 
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quiet 

Please. 


Pro  at  the  tee. 

Whoooosh.  (325,  easy). 

Another  day  on  Senior  PGA  TOUR. 

Another  day  Lucent  Technologies  helps  Senior  PGA  TOUR  stay  on 
course  with  rapid  growth  (e.g.,  expanded  communications  system 
doubles  voice/data  capacity.  Staff  gets  info  faster  on  Net. 
Players  will  get  tee  times  and  pairings  24  hrs./day). 
Shhhhhh. 

Another  big  hitter  at  the  tee. 


—  -^■11. turn 
1-888-4-Lucem 


'  Communications 
IS  Company  of  the 
PGA  TOUR 


We  make  the  things  that  make  communications  work. 


SPECIAL        ADVERTISING  SECTION 


ITips  from  th^^^ 

^||||| 

i 

^  PGA  TOUF 

BY  BOB  HARIG  WITH  GEORGE  ARCHER 

There  have  been  so  many  injuries  over  the  years 
that  George  Archer  is  running  out  of  fingers  to 
count  them.  The  tally  for  major  surgeries  is  seven, 
and  the  latest  one  nearly  forced  him  to  retire. 

Archer's  right  hip  was  giving  him  so  much  pain  two 
years  ago  that  he  considered  leaving  a  game  he  has  played 
so  well  for  some  three  decades.  He  won  twice  on  the 
SENIOR  PGA  TOUR  in  1995  despite  the  degenerative  hip 
condition  that  finally  forced  him  into  surgery  in  April  1996, 
The  right  hip  was  replaced,  and  although  Archer  com- 
peted on  only  a  limited  basis  in  1996,  he  came  back  for  a 
full  schedule  last  year,  playing  in  26  tournaments  and  post- 
ing five  top-10  finishes.  He  saved  his  best  performance 
for  last,  shooting  a  64  in  the  final  round  of  the  Ralphs 
Senior  Classic  to  finish  one  stroke  behind  Gil  Morgan.  For 
his  inspired  play  in  1997,  Archer  was  voted  SENIOR  PGA 
TOUR  Comeback  Player  of  the  Year  by  his  fellow  players. 

Throughout  his  career,  Archer,  58,  has  always  been 
known  as  one  of  the  game's  best  putters.  That  helped  him 
win  12  times,  including  the  1969  Masters,  on  the 
PGA  TOUR.  He  has  added  another  17  SENIOR 
TOUR  titles.  At  one  time,  he  held  the  TOUR 
record  for  fewest  putts  over  four  rounds  when 
he  had  95  at  the  1980  Heritage  Classic. 

But  bunker  play  was  always  a  continuing 
study.  "You  have  to  work  hard,  practice  and 
get  confident,"  Archer  said.  "I  became  a 
good  bunker  player,  a  much  better  bunker 
player,  after  I  found  out  what  worked  for  me." 

"Many  players  fear  the  sand  because  they 
don't  understand  the  shot.  Fear  is  your  worst 
enemy  in  golf.  You  have  to  understand  and 
know  how  to  play  a  sand  shot.  So  many 
people  will  take  lessons  to  hit  a  golf  ball, 
but  never  take  lessons  on  how  to  get  out  of  the  sand." 

Archer  stresses  that  there  is  no  simple  solution  to 
hitting  good  bunker  shots. 

"There  are  a  lot  of  different  ways  to  do  it,"  said  Archer, 
who  isdthe  SENIOR  TOUR  in  sand  saves  in  1992  and  1993. 
"If  i'f's  a  iong  shot,  you  want  the  ball  to  carry  and 
roll.  Scr  -times  you  have  to  get  the  ball  to  stop  really 
quick. i.  e  are  the  hardest,  and  they  are  played 
completely  '•erent." 

"There  are  □  lot  of  different  styles.  Some  people 
cut  across  the  ball,  s  jme  people  use  more  of  a  shovel 
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style.  It's  hard  to  talk  about  touch  and 
feel  in  words.  You  have  to  develop  your 
own  touch  and  feel." 

With  that  said,  Archer  addressed 
several  aspects  of  bunker  play: 

STANCE:  "It's  all  determined  by 
the  lie.  But  if  it's  a  normal  shot,  you 
want  to  have  a  bit  of  an  open  stance. 
The  shorter  the  shot,  the  more  I  open 
my  stance." 

GRIP:  "The  shorter  the  shot,  the  weaker  I  make  my 
right  hand.  In  other  words,  I  turn  it  over  to  the  left.  If  I 
want  to  hit  a  real  short  shot,  I  turn  the  right  hand  way 
over.  The  right  hand  keeps  the  blade  from  going  shut. 
On  a  short  sand  shot,  you  don't  want  the  blade  to  shut. 
It  forces  the  blade  to  stay  open  the  whole  way." 

FORCE:  "When  I  wasn't  a  very  good  bunker  player,  if 
I  had  a  short  shot,  I  would  try  to  ease  it  out.  And  I  would 
hit  the  ball  too  far.  That's  when  I  learned  the  trick  with  the 
right  hand.  By  moving  the  right  hand  way  over  [to  the  left' 
I  could  hit  the  ball  harder,  but  stilt  hit  a  very  short,  very  up 
and  down  shot." 

CLUBFACE:  "The  shorter  the  shot,  the  more  I  want 
the  clubface  open.  And  I'm  not  hitting  the  ball  easy.  I'm 
swinging  harder.  When  you're  nervous,  you  never  want 
to  hit  it  easy.  You  want  to  hit  the  ball  firm." 

HiniNG  BEHIND  THE  BALL:  "This  depends  on  how 
far  the  shot  is.  You  have  to  really  know  what  you're 
doing,  what  you  can  do  and  what  you  can't.  A  good  rule 
of  thumb  is  the  longer  the  bunker  shot,  the  closer  you  hit 
behind  the  ball.  If  it's  a  long  bunker  shot,  I'll  hit  the  ball 
first.  That's  what  you  do  when  you  need  to  take  a  full 
swing  out  of  the  bunker." 

Archer  also  has  some  extra  advice  for 
those  players  who  are  new  to  the  game  and 
just  content  to  get  the  ball  out  of  the  sand 
and  somewhere  on  the  putting  surface. 

"You  need  to  learn  how  the  sand  club 
works, "Archer  said.  "What  the  principle 
behind  it  is.  Gene  Sarazen  invented 
the  sand  wedge  when  he  realized  that 
a  club  with  bounce  would  help  get  the 
ball  out  of  the  sand.  For  beginners, 
getting  a  club  with  bounce  will  give 
you  confidence  to  get  the  ball  out."  ■ 
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ything  that  can  go  wrong,  will." 

-  Murphy 

Never  has  this  been  more  true 
n  when  making  presentations  on 
■  road.  But  I'm  protected  from  practically 
/thing  Murphy  can  throw  at  me. 

I've  got  Notevision2.  The  no-hassle 
'table  projector,  from  Sharp,  the  world 
der  in  LCD  projector  technology 

Bright  room?  Bright  solution! 

iMotevision2's  700  ANSI  Lumens 
ige  can  project  eye-popping  multi-media 
phics  in  a  fully  lighted  room 
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Just  Plug  N  Play!  With  its  multiple 
computer  inputs,  and  International  Power 
Supply,  I'm  wired  for  the  world. 

Excess  baggage?  Lighten  upi 

Notevision  is  Light,  and   "  X  h  a  n  k  S 
Compact  enough  to  fit  in  a  carry-on  bag. 
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Notevision2  even  carries  a  3  Year  Warranty. 
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BY  BOB  HARIG  WITH  JOHN  JACOBS 


olfers  have  a  fascination  with  the  long  ball.  No 
matter  what  their  proficiency  level,  players 
always  seem  to  want  to  hit  the  ball  farther.  And 
that  helps  explain  their  infatuation  with  those  who  make 
smacking  the  ball  into  orbit  seem  so  effortless. 

John  Jacobs  is  one  of  those  players.  He  hits  ball  after 
ball  out  of  sight  on  SENIOR  PGA  TOUR  driving  ranges. 
And  he  does  so  with  stunning  ease.  In  fact,  winning  the 
driving  title  is  important  to  him.  "It  is  a  pride  thing," 
Jacobs  said.  "I'm  the  longest  hitter,  so  I  should  win  it." 

Jacobs  led  the  SENIOR  TOUR  in  driving  distance  in 
1997,  averaging  290.7  yards  per  tee  shot.  His  longest  mea- 
sured drive  of  the  year  was  378  yards.  And  his  ability  to 
hit  the  ball  far  has  translated  into  birdies.  He  converted 
more  par-five  birdie  opportunities  than  any  other  player 
(175  of  385,  or  45.5  percent). 

Some  might  say  that  Jacobs  has  a  few  built-in  advan- 
tages to  hitting  the  ball  far.  He  is  6-foot-3  and  225  pounds, 
which  gives  him  a  powerful  base  from  which  to  generate 
clubhead  speed.  But  Jacobs  also  was  blessed  with 
the  opportunity  to  watch  the  game's  best  when  he  was 
young;  He  once  caddied  on  the  PGA  TOUR. 

"When  I  was  15, 1  caddied  one 
summer  for  Tony  Lema,"  Jacobs, 
52,  recalled.  "I  got  to  see  guys  like 
Gene  Littler  play.  I  saw  how  the 
good  players  swing.  And  there  is 
one  thing  I  noticed:  anyone  who 
played  well  or  lasted  a  long  time 
had  a  big  shoulder  turn.  That  has 
always  stayed  in  my  mind." 

Jacobs,  who  had  12  top-10  finishes 
and  earned  $802,942  to  rank  12th  on 
the  SENIOR  TOUR  money  list  in  1997, 
sees  many  flaws  in  pro-am  players 
who  are  unable  to  hit  the  ball  a  long 
distance.  For  some,  their  body 
is  too  stiff  at  impact.  Others  get  no 
weight  on  their  left  side.  Or  they 
might  swing  entirely  with  their  arms. 

"That's  one  thing  about  a  lot  of  these  seniors: 
these  guys  can  still  play  because  they're  working 
out  and  keeping  their  flexibility,"  Jacobs  said.  "You 
just  cannot  function  without  a  shoulder  turn.  Look 
3t  some  of  the  guys  who  have  lasted  for  years,  guys 
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like  Al  Geiberger,  Gene  Littler,  Don  January.  They've  all 
got  the  big  shoulder  turn,  the  big,  lazy  swing." 
Jacobs  has  several  key  points  to  driving  the  ball  long. 

PLANT  YOUR  RIGHT  FOOT:  You  want  your  right  foot  to 
be  a  solid  base.  "Then  I  take  my  sternum,  the  center  of  my 
chest,  and  make  a  big  shoulder  turn,"  Jacobs  said.  "When 
I  come  down,  I  push  off  as  hard  as  I  can  from  my  right 
side  and  hit  against  a  firm  left  side.  It's  almost  like  a  boxer. 
When  he  throws  a  punch,  he  punches  against  his  left  side.| 
He  doesn't  fall  over  his  left  side.  It's  the  same  thing  with 
hitting  a  golf  ball." 

TAKE  A  LIGHT  GRIP:  "If  you  tense  up  your 
grip,  then  it  goes  right  up  your  arms,"  Jacobs 
said.  "Your  forearms  get  tight  and  so  do  your 
shoulders.  That  goes  right  through  your  mind. 
You  need  to  relax.  And  if  you're  into  the  wind, 
you  have  to  take  an  even  lighter  grip  and 
concentrate  more  on  that  big  shoulder  turn. 
If  you  grip  the  club  too  tight,  you  won't  have 
the  flexibility  to  turn.  You  almost  want  to 
swing  easier.  Most  people  tense  up  when 
they  don't  trust  their  swing.  If  you  trust  what 
you're  doing,  you  won't  tense  up." 

FLEX  YOUR  KNEES:  "Most  amateurs  hit  with  their  legs 
straight,"  Jacobs  said.  "At  impact,  they're  not  bent  at  all. 
They've  got  no  flex.  It's  actually  better  to  flex  down  far- 
ther and  come  back  up  than  to  be  so  straight  up." 

TOUCH  YOUR  SHOULDER:  "To  get  the  proper  turn,  I  try 
to  think  of  hitting  my  left  shoulder  to  my  chin.  Then  I  know 
I've  turned  enough,"  he  said. 


FINISHING  THE  SWING: 

side  looking  at  the  target, 
you  haven't  made  a  very 
good  swing,"  Jacobs  said. 

KEEP  IT  SIMPLE:  "Plant 
your  right  foot,  turn  your 
sternum,  swing  and  push 
off  with  the  right  foot.  Finish 
facing  the  target,"  Jacobs 
^     said.  "With  most  of 
the  guys  who  hit  it 
long,  you  don't  neces- 
sarily see  a  big,  long 
swing.  But  you  need 
a  big  shoulder  turn." 


'If  you're  not  up  on  your  left 
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Surfing  SoHo. 

THE  PLACE:  Rushing 
past  an  open  fire 
hydrant  on  a  steamy 
New  York  afternoon. 

THE  CAR:  The  quick, 
agile  DeViUe  Concours 
with  one  of  the  most 
advanced  traction 
control  systems  in 
the  world.  ^ 

THE  MORAL:  It's  fun  to 
make  waves. 


•  300-hp  Northstar  System 

•  StabiliTrak 

•  Road-Sensing  Suspension 

•  Variable  Speed-Sensitive 
Steering 

•  Driver  &  Front  Passenger 
Next  Generation  Air  Bags 

•  Side-Impact  Air  Bags 

•  Available  OnStar  System 

•  Call  1-800-333-4CAD  or 
go  to  www.cadillac.com 


For  The  Time  Of  Your  Life 
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TPUECOMMUNICATIONS 


The  New 


TRUUtUZER 


phone 
giants 


A  hand  of  upstart 
companies  armed 
with  digital  data 
networks  and 
Net  knowhow 
could 
the  old 


t ell-heads  beware.  In  the  high  altitudes  of  Denver, 
the  back  roads  of  Tulsa,  and  the  swamps  of  Missis- 
sippi, a  band  of  maverick  companies  is  popping 
up — and  neither  the  $600  billion  telecom  industry 
nor  your  phone  service  will  ever  be  the  same. 
Qwest  Communications  International  Inc.  is  now 
ig  long  distance  for  7.5(2  a  minute.  A  company  called  IDT 
will  charge  you  a  mere  5g  a  minute,  or  one-third  of 
;  popular  One  Rate  plan.  And  you 
end  an  international  fax  for  65% 
han  the  going  rate  if  you  go  to  lit- 
own  providers  such  as  uuNet  Tech- 
,es  Inc. 

ise  upstarts,  with  no  ties  to  the 
orld  of  Ma  Bell's  monopoly,  are 
ng  telecom  networks  from  scratch 
take  advantage  of  the  computer 
;iy's  whizzy  technology  and  potent 
mics.  Companies  such  as  Qwest, 
I  3  Communications,  and  the 
ms  Cos.  are  laying  fiber-optic  ca 


NACCHIO'S  REVENGE 

An  ex-AT&T  exec  turns  Qwest 
Communications  into  a  star 


Data  Coi"p.'s  gi'oup  vice-president  for  worldwide  telecom. 

To  be  sure,  the  upstarts  have  much  to  overcome  before 
they  reach  titan  status.  Traditional  phone  companies  still 
claim  nearly  all  the  customers — their  revenues  are  50  to 
100  times  greater  than  the  $400  million  average  of  the  new- 
comers. And  the  giants  have  plenty  of  cash  to  acquire  the 
troublemakers  if  need  be.  SBC  Communications  Inc.  Chief  Ex- 
ecutive Edwai'd  E.  Whitacre  Jr  has  floated  the  idea  that  the 
Bell  could  buy  a  company  with  a  con- 
verged network,  such  as  Denver-based 
ICG  Communications  or  Tampa-based  In- 
termedia Communications  Inc. 

Then  again,  the  old  guaixl  could  simply 
build  converged  networks  themselves. 
"They  haven't  created  the  foiTnula  for  cold 
fusion.  They  can't  buy  equipment  we  can't 
buy,"  snaps  Brian  A.  Brewer,  senior  vice- 
president  at  MCI  Communications  Coi"p. 

No,  but  they  can  shake  things  up.  Al- 
ready, Wall  Street  is  betting  on  the  new 
generation:  Today,  these  companies  are 
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TULSA  GUSHER 

How  telecom  is  energizing  gas- 
pipeline  operator  Williams  97 

BELL-BEATER? 

Level  3  is  using  the  Net  to  deliver 

,         J  ^     4.  i.  u   1      ^     dirt-cheap  communications     98       ,    ,  ^  -.a  ^-  ■ 
md  usmg  Internet  technology  to   _   valued  at  10  times  then-  revenues,  vs. 


faster,  cheaper  systems  than  old 
networks.  These  new  digital  lines 
vvap  information  seamlessly  with 
et.  And  by  converging  voice,  data, 
ideo  on  the  same  line,  they  can 
;r  snazzy  new  services — such  as 
voice  mail — not  currently  possi- 
sewhere.  "They're  scaling  the  heck 


PICTURE  PERFECT 

Ford  breaks  new  ground  with 
converged  networks  100 

AND  IN  THIS  CORNER... 

Telecom  and  data-equipment  mak- 
ers slug  it  out  102 


traditional  phone  companies  at  two 
times  revenues.  One  telling  example  of 
the  new  balance  of  power  came  on  Mar. 
9,  when  Qwest  agreed  to  acquire  LCI 
International  Inc.,  the  country's  fifth- 
largest  long-distance  company,  for  $4.4 
billion  in  stock.  LCI  CEO  H.  Brian 
Thompson  explained  why  he  sold  out  to 


the  big  companies,"  says  analyst    a  company  with  less  than  half  the  $1.6 


Adamik  of  market  researcher 
ie  Group  Inc. 

:h  good  reason.  This  could  be  the 
)f  the  next-generation  telephone 
mies.  Just  five  years  ago,  these  upstarts  were  little 
than  niche  players,  hawking  data  networks  to  trans- 
computer  and  Internet  traffic.  Now,  data  networks 
itching  on  as  the  best  way  to  handle  voice  calls,  too. 
■,  the  super-efficient  lines  cany  less  than  1%  of  the  to- 
)ice  traffic.  But  within  four  years,  experts  say,  that 
reach  13%.  "This  really  challenges  the  fundamental 
ation  of  the  industiy,"  says  Mark  Winther,  International 


Additional  stories 
and  other  features  are  available  on  America  On- 
line at  keyword:  BW  or  at  www.businessweek.com. 


billion  in  revenues  LCI  has,  saying: 
"That's  just  a  function  of  market  caps." 
Qwest's  market  capitalization  of  $8  bil- 
lion is  more  than  tvdce  LCl's. 
Even  if  the  new  Telecom  Turks  should  stumble  or  are 
snapped  up  by  the  majors,  the  looming  shadow  of  their  suc- 
cess will  force  the  giants  to  change  their  ways.  That  will  trig- 
ger deep,  structural  changes  thi'oughout  the  industiy — from 
pricing  and  new  services  to  throwing  up  for  gi'abs  which 
companies  will  be  the  dominant  phone  carriers  and  tele- 
com-equipment suppliers  into  the  21st  centuiy. 

The  initial  impact:  Buzzsaw  competition  that  could  bring 
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In  homes,  telephone 
calls,  faxes,  and  Internet 
connections  are  made  one 
at  a  time  over  a  circuit- 
switched  line. 
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In  businesses,  calls  are 
usually  handled  by  a  Pri- 
vate Branch  Exchange 
(PBX),  which  bundles 
and  sends  them  to  the 
local  phone  company  on 
pricey,  high-capacity 
trunk  lines.  These  lines 
typically  handle  24  voice 
circuits.  From  the  local 
company,  calls  are  sent 
to  local  and  long-dis- 
tance numbers.  Data, 
such  as  from  one  PC  to 
another,  are  lumped 
together  by  networking 
gear  and  sent  in 
^   packets  over  data 
lines  to  the  local 
phone  company. 


HOW  THE  NEW  NETWOI 

TRADITIONAL  NETWORKS  use  an  entire  telephone' 
channel  for  every  phone  call,  fax,  or  data  conn 
tion,  and  route  the  call  from  sender  to  receiver 
if  establishing  a  single  end-to-end  circuit.  That 
why  they're  called  "circuit-switched"  networks, 
the  equivalent  of  a  driver  reserving  a  whole  Ian 
a  highway  trip  between  New  York  and  Chicago. 
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TELECOMMUNICATIONS 


prices  tumbling  do\TO.  In  part  because  of  prei 
sui*e  fi'om  the  newcomers,  U.  S.  long-distam 
rates  ai-e  projected  to  fall  by  a  thii-d  over  tY 
next  two  yeai's.  International  and  fax  rates  ai 
likely  to  drop  even  fiuther — as  much  as  50'5 
That  will  leave  traditional  long-haul  earriei 
fighting  over  a  sin-inking  pie:  The  old  phone  ne 
works  will  cai-rv-  $77  billion  in  U.  S.  long  di 
tance  in  2002  because  of  cb-astic  price  cuts,  do 
fi'om  $83  billion  last  year,  according  to  IDC. 
CONVERGENCE.  But  lower  prices  will  seem 
significant  compared  with  what's  ahead:  T 
featm-es  that  come  with  telephone  service  ail 
set  to  fiouiish  as  traffic  shifts  to  converged  nejf 
works  and  the  abihty  to  develop  applications 
opened  up  beyond  a  handfid  of  former  monopU 
hes  to  a  whole  new  world  of  computer-industiy  inventors. 

Forget  Caller  ID.  In  the  next  tliree  years,  consixmers,  no| 
stuck  with  old  twisted  pan-  phone  lines,  could  start  to  ha' 
their-  connections  go  digital.  As  that  happens,  it  will  thi'ow  o] 
the  door  to  space-age  phone  options.  Consumers  might 
able  to  ask  their  telephone  who's  caUing,  and,  thanks  to  speec^i 
recognition  softwai-e  and  the  converged  networks,  it  will  ttjl 
them.  A  pricey  \ideo  screen  for  viewing  yoiu"  old  college  chu!* 
while  chatting  would  suddenly  be  affordable. 

But  it's  businesses,  which  ah-eady  have  high-speed  dai 
networks,  that  could  go  hog  wild.  Hotel  operator  could  talk 
potential  customers  while  simultaneously  showing  them  tlji" 
views  from  various  rooms.  United  Parcel  Sei-vice  of  Amerii  • 
Inc.,  for  example,  is  developing  a  way  for  customei-s  trying 
track  a  package  at  ups's  Web  si| 
to  speak  to  a  live  operator  over  ti 
same  line.  "Wliat  we  can  think  of 
only  the  tip  of  the  iceberg,"  sa; 
Thomas  Evslin,  a  fonner  AT&T  e 
ecutive  who  now  nms  IXTC  Coi-p.,  a  North  Branswick  (N.,' 
company  that  provides  services  for  the  new  networks. 

How  you  pay  for  sei-vice  will  change,  too.  If  yoiu-  teenages  Mci" 
ai"e  monopolizing  the  phone,  you  won't  have  to  go  thi'ough  t  W"- 
expense  of  getting  a  second  telephone  line.  Instead,  you'll  c- 
der  more  bandwidth  so  you  can  handle  multiple  calls  over  oit 
line.  You  will  even  stop  paying  for  calls  by  the  minute— t 
so-called  death  of  the  minute.  Instead,  perhaps  as  soon 
three  yeai-s  fi'om  now,  you  could  opt  for  a  flat  monthly  fee  f 
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ER  THE  GOODS 


GEO  NETWORKS  combine  voice  calls,  data,  and  even 
of  video  onto  a  single  line.  All  these  different 
re  chopped  into  chunks  of  data,  or  "packets" — the 
hey're  called  "packet-switched"  networks.  It's  the 
mt  of  letting  many  cars  travel  in  each  lane  of  a 
.  These  networks  also  make  more  efficient  use  of 
way:  While  traditional  voice  calls  use  a  channel  64 
wide,  the  most  common  packet-switched  network 
ises  voice  to  8  kilobits. 


LONG- 
DISTANCE 
TELEPHONE 
COMPANY 


LOCAL 
TELEPHONE 
COMPANY 
OR  CABLE 


DSL  OR 
CABLE 
MODEM 


In  homes,  new  devices 
such  as  cable  modems 
and  Digital  Subscriber 
Line  modems  will  allow 
voice  and  data  calls  to 
share  a  single  connec- 
tion to  the  local  carrier. 


)50  and  get  as  many  long-distance  phone 
as  you  want. 

w  is  it  that  these  still-tiny  upstarts  will 
such  a  big  impact?  Credit  techno-econom- 
'he  newcomers  are  bringing  the  low-cost, 
;ech  converged  networks  of  the  computer 
try  into  the  lumbering  world  of  telecom.  In 
cases,  these  companies  are  using  what's 
ig  up  to  be  the  communications  standaixi  of 
uture:  Internet  Protocol  (IP).  The  same 
ard  used  on  the  Internet,  IP  chops  data 
mall  bits  so  more  pieces  can  zip  along  the 
)rk  at  the  same  time.  That  enables  it  to 
voice,  data,  fax,  and  even  video  traffic  for 
iich  as  50%  to  75%  less  than  traditional 
)rks.  Analysts  estimate  that  i?  networks 
any  at  least  13%  of  the  total  voice  traffic 
Q'  years.  That  will  be  worth  some  $24  bil- 
ip  from  $700  million  last  year,  according  to 
ingham  (Mass.)-based  IDC. 
LEADER.  The  success  of  the  converged 
3rks  may  not  stop  there.  Several  industry  experts  pre- 
;hat  all  the  calls  that  now  run  over  the  U.  S.  phone 
m  will  switch  over  to  the  new  networks  in  as  little  as  10 
years.  "No  question  about  it,"  says  Eric  A.  Benhamou, 
if  network-equipment  maker  3Com  Corp.  Frank  lanna, 
r&T  executive  vice-president  responsible  for  keeping  its 
)rk  up  to  date,  also  sees  big  change  ahead.  "Certain  car- 
may  get  nailed,"  he  says.  "The  paradigm  switch  may 
them  sleeping." 

eT  doesn't  plan  to  be  one  of  the 

!rs.  The  giant  earner  is  probably 

lost  vulnerable  to  the  technology 

because  it  holds  the  lion's  share 

!  long-distance,  international,  and 

raffic.  It  also  has  the  highest 

ead  in  the  industry — 29%  of  rev- 

1.  AT&T  has  a  hai'd  time  matching 

trices  of  MCI  and  Sprint,  much 

hose  of  the  next  generation. 

t  new  CEO  C.  Michael  Annstrong 

:ermined  to  change  that.  To  be- 
more  competitive,  he's  cutting 
18,000  jobs  to  reduce  overhead 


In  businesses,  packet 
switching  lets  compa- 
nies use  networking 
gear  to  send  voice  calls 
mixed  in  with  data.  Up 
to  240  "packetized" 
voice  calls  can  go  over 
a  typical  trunk  line.  As 
converged  networks 
become  more  common- 
place, companies  will 
be  able  to  eliminate 
voice  trunks  entirely — 
and  someday  even  their 
PBXs.  That'll  save  big 
bucks  and  wipe  out  the 
need  to  manage  parallel 
systems. 
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NETWORKED  PCs 


to  22%  within  two  years.  At  the  same  time,  at&t  plans  to  of- 
fer a  version  of  IP  voice  through  its  WorldNet  Internet-access 
business  this  spring. 

And  it's  upgi'ading  its  network  to  prepare  for  the  Digital 
Age.  By  yearend,  the  long-distance  giant  plans  to  have  com- 
pleted a  new  network  of  55  fiber-optic  rings  thi'oughout  the 
countiy.  While  the  rings  cany  mostly  traditional  voice  traffic 
now,  they  wQl  be  able  to  cany  data  packets  with  the  installa- 
tion of  new  electronics  and  photonics. 
Advances  in  technology  vdll  expand  the 
capacity  of  those  rings  fivefold  by  next 
year,  the  company  says.  "I  don't  know 
about  the  other  carriers,  but  at&t  is 
sui'e  as  hell  getting  ready  for  this,"  says 
lanna. 

Count  MCI  among  the  believers,  too. 
The  long-distance  carrier  is  devoting 
50%  of  its  capital  expenditures  to  con- 
verged networks.  That  has  helped  it 
develop  a  proprietaiy  technology  called 
Vault  that  helps  old  networks  share 
traffic  with  the  new  ones.  "We  take 
Qwest  and  [the  others]  very  seriously," 
says  MCi's  Brewer. 

What  makes  all-in-one  networks  so 
important  strategically  is  that  the  tech- 
nology allows  carriers  to  cash  in  on  the 
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You're  totally  selfless, 
team-oriented  and  cooperative, 
ego  screams  for 

some  credit. 


From:  Microsoft  Office  97 
Sent:  Friday,  10:37  p.m. 
To:  Everyone  who  contributed 
Subject:  A  job  well  done. 


Microsoft  -  Office  97  encourages  cooperation  among  teams  by  giving  credit  where  credit  is  due.  As  everyone 
works  on  a  document  or  project,  they're  free  to  exchange  ideas  and  information,  all  electronically. 
Expressing  opinions,  revising  the  wording,  proofing  the  copy,  adding  sections,  mserting  hyperlinks— they're 
all  recorded  with  the  original  document,  and  everyone's  got  their  name  on  them.  If  you're  in  charge  of  the 
project,  you're  in  control.  Use  the  comments  you  like  and  toss  the  ones  you  don't,  knowing  who  contributed  what, 
when  and  why.  You  don't  have  to  retype  anything;  you  revise  as  you  go.  You  don't  have  to  save  a  new  version 
for  each  round  of  changes;  you  only  save  the  changes.  Then  you  just  say,  thanks  for  the  help.  guys.  For  more  help, 
and  to  find  out  about  the  free'  online  product  enhancements  and  assistance  available  through  Microsoft  Office 
Update,  visit  www.microsoft.com/office/. 
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Surging  Voice  Traffic 
Over  Converged  Networks... 


explosion  in  data 
ti'affic  at  the  same 
time  they're  cariy- 
ing  voice  calls.  Ti-a- 
ditional  phone  sys- 
tems simply  aren't 
very  good  at  trans- 
porting data.  They 
were  built  for 
three-  or  four- 
minute  j)hone  calls, 
and  MO-minute  con- 
nections to  the  Net 
clog  up  their  capac- 
ity. The  r-esult:  Voice  traffic  is  gTOwing  about  8%  per  year, 
while  data  ti-affic  is  soaiing  100%  annually.  "Five  years  ft-om 
now,  data  is  going  to  be  the  dog,  and  voice  is  going  to  be  the 

tail,"    says  Richard 
Christner,  vice-presi- 
dent at  New  York- 
based  Mercer  Manage- 
ment Consulting  Inc. 
That  presents  tremendous  challenges  for  the  traditional 
U.  S.  phone  companies.  The  infrastructure  the  titans  have 
spent  a  century  building  may  turn  from  assets  into  anchors 
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as  consumers  ai 
businesses  demai 
lower  costs  and  hi 
ter-integrated  vol 
and  data  service 
They  also  have 
step  up  the  pac 
Telecom  compani 
that  have  tak« 
years  to  roll  o 
services,  such 
voice  mail  or  Dij 
tal  Subscrib 
Lines,  will  find  hig 
to  market  every  fe 


tech  rivals  bringing  new  products 
months. 

Most  traditional  telecom  companies  ai'e  vulnerable.  Consid 
how  the  next-generation  phone  companies  are  poised 
wreak  havoc  in  several  of  the  old  phone  players'  most  luc: 
tive  markets,  especially  fax,  long  distance,  and  intematior 
calling.  ICG  Communications  Inc.,  for  instance,  expects  to 
fer  long-distance  service  for  .5.9^  a  m.inute  in  238  U.  S.  mj 
kets  by  the  end  of  the  yeai'.  AT&T  and  others  may  not  have 
match  that  rate,  but  experts  say  they  will  be  forced  to  c 
prices.  "Wliat  happens  to  them  when  they  can  only  charge 


The  Telecom  Giants 


Telecommunications  may  be  a  boomina  business  these  days,  but  a  look  at  the  largest  widely  traded  service  providen 
and  equipment  makers  shows  that  the  ooom  is  no  guarantee  of  big  profits 


COMPANY  (TICKER  SYMBOL) 

1997  SALES 

BILLIONS 

CHANGE  FROM 
1998  SALES 

1997  NET 
INCOME 

BILLIONS 

CHANGE 
FROM  1996 
NET  INCOME 

MARKET 
VALUE 

BILLIONS 

ONE  YEAR 
RETURN 

THREE  YEAR 
RETURN 

NIPPON  TEL  &  TEL.  (NH)  ■  * 

71.1 

-4.6 

2.0 

-21,5 

67.6 

28.4 

5.4 

AT&T  CORP.  (T)  ■ 

51.3 

-1.7 

4.6 

-21.5 

106.6 

85.9 

NA 

DEUTSCHE  TELEKOM  AG  (DT)  ■ 

40.6 

-11.9 

1.1 

-69.2 

62.8 

1.7 

NA 

BCEINC.  (BCE)B 

33.2 

17.8 

1.4 

22.7 

25.3 

66.5 

44,3 

ALCATEL  ALSTHOM  CGE  (ALA)  • 

31.2 

-2.6 

0.5 

110.3 

24.7 

40,3 

25,7 

BELL  ATLANTIC  CORP  (BEL)  ■ 

30.2 

130.8 

2.5 

41.2 

76.8 

58,3 

27,4 

MOTOROLA  INC.  (MOT)  • 

29.8 

6.5 

1.2 

2.3 

32.7 

1.6 

-0,2 

FRANCE  TELECOM  SA  (FTE)  ■ 

29.4 

-2.6 

1.9 

5.9 

57.1 

NA 

NA 

LUCENT  TECHNOLOGIES  INC.  (LU)  • -t- 

26.4 

13.2 

0.5 

NA 

77.9 

108.5 

NA 

SBC  COMMUNICATIONS  INC.  (SBC)  ■ 

24.9 

78.8 

1.5 

-29.8 

73.5 

51.8 

28,4 

TELECOM  ITALIA  SPA  (Tl)  ■ 

24.2 

2.4 

1.0 

-33.3 

10.7 

62,8 

NA 

BRITISH  TELECOMMUNICATIONS  (BTY)  ■  * 

24.1 

8.8 

3.3 

10,0 

66.9 

72,6 

32,2 

GTE  CORP  (GTE)  ■ 

23.3 

9.0 

2.8 

-0.1 

54,9 

29,3 

24.1 

ERICSSON  AB  (ERICY)  • 

21.2 

15.2 

1.5 

45.1 

41,4 

36,3 

48.2 

BELLSOUTH  CORP  (BLS)  ■ 

20.6 

8.0 

3.3 

14.2 

61,3 

48.8 

32,8 

MCI  COMMUNICATIONS  CORP.  (MClC)  ■ 

19.7 

6.3 

.002 

-99,8 

27,4 

29.9 

32.8 

AMERITECH  CORP  (AIT)  ■ 

15.9 

7.2 

2.3 

7.6 

51,4 

55.1 

33.4 

NORTHERN  TELECOM  LTD.  (NT)  • 

15.5 

20.3 

0.8 

33.1 

31,8 

79,8 

53.6 

TELEFONICA  DE  ESPANA  SA  (TEF)  ■ 

15.3 

7.2 

1.2 

11.9 

38,3 

73,7 

57.6 

SPRINT  CORP  (FON)B 

14.9 

5.9 

0,9 

-19,8 

24,0 

64,5 

NA 

TELECOMUN  BRASIL-TELEBRAS  (TBR)  ■ 

12.3 

38.7 

2.6 

217.0 

25,1 

24,9 

NA 

TELSTRA  CORP  (TLS  PP)  ■  t 

12.1 

0.8 

1.2 

-32.6 

33,3 

NA 

NA 

'■'<  S  WEST  COMMUNICATIONS  GROUP  (USW)  ■ 

10.3 

116.3 

1.2 

-2.9 

26,5 

70,7 

NA 

Ch   ::  i  WIRELESS  PLC  (CWPi  ■  * 

9.7 

15,6 

1.1 

17.6 

27.2 

55,7 

27.5 

NOKIA  ^  ?P.  (NOK.A)  • 

7.7 

-9.0 

0,6 

74,5 

31.5 

69.0 

41.6 

=  Telephone  .arrier;  •=  Equipment  maker;  *=  Fiscal  year  ended  March,  +=  Fiscal  year  ended  Sept.;  t=  Fiscal  year  ended  June 

For  a  listing  of  the  top  100  telecom  companies,  with  detailed  financial  information,  see  the  Business  Weel<  Web  site  www.businessweek.com 
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POSTAL  EMPLOYEES 
HAVE  TURNED  THIS  INTO 
THE  SYMBOL  FOR 
CUSTOMER  SERVICE. 


The  American  people  have  awarded  the  Postal  Service  an  unprecedented  honor. 
According  to  a  survey  by  the  Pew  Research  Center,  89%  of  Americans  view  the  Postal  Service 
favorably  -  the  highest  among  Federal  agencies.  The  men  and  women  of  the  Postal  Service  work 
hard  to  provide  quality  service  to  everyone,  everywhere,  everyday.  They  have  made  the  Postal 
Service  accountable,  credible,  competitive  -  a  compelling  choice  in  communications. 


UNITED  STATES 
POSTAL  SERVICE® 


We  deliver. 


There's  Life  After  AT&T-and  How 


It  got  really  nasty  two  years  ago  when 
Joseph  P.  Nacchio  left  at&t.  After  criti- 
cizing then-CEO  Robert  E.  Allen's  busi- 
ness strategy,  the  phone  company's  head  of 
consumer  operations  found  himself  muz- 
zled in  high-level  meetings  and  desperate 
to  make  a  getaway.  "You  don't  expect  a  cal- 
lous attitude  as  if  you're  in  grade  school, 
where  you  can  comment  only  in  a  limited 
way,"  the  hard-charging  New  York  native 
recalls.  Adding  injury  to  insult:  AT&T  tried 
to  deny  Nacchio  millions  of  dollars  in  bene- 
fits when  he  left. 

Now.  Nacchio  is  exacting  his  revenge. 
Allen  is  out  at  at&t.  The  company  is  sti-ug- 
gling  to  find  a  gi-ovi^h  strategy.  And  Nac- 
chio, 48,  is  getting  rich  i-unning  one  of  the 
hottest  upstarts  in  telecom,  Qwest  Commu- 
nications Intel-national.  He  joined  the  com- 
pany in  Januaiy,  1997,  after  meeting 
Qwest's  owner,  Philip  F.  Anschutz,  a  reclu- 
sive dealmakei'  who  had  amassed  billions  in 
oil  and  railroads  and  now  was  aiming  to 
build  a  broadband,  high-speed  communica- 
tions network. 


QWEST 

Nacchio  says  the 
company's  success 
surprises  even  him. 


a  minute?"  asks  ICG's  ceo,  J.  Shelby  Biyan.  "I  wouldn't  want 
to  be  in  that  position." 

The  business  that  will  move  most  quickly  to  the  con- 
verged networks  is  fax,  already  a  foi-m  of  data.  About  8%  of 
long-distance  calls  and  40%  of  international  calls  from  the 
U.  S.  are  fa.\es.  Losing  that  business  would  cost  AT&T  and  its 
rivals  up  to  $10  billion  a  year.  "Even  if  they  just  lose  fax, 
that  could  be  really  problematic  for  the  voice  networks," 
says  Merci'i-'s  Christnei-. 

Custome^^  are  starting  to  get  a  taste  of  what  converged 
networks  can  do.  Ford  Motor  Co.  is  using  integrated  net- 
works to  coordinate  the  efforts  of  120  desigTi  engineers  on 
five  continents  This  means  that  over  a  single  connection,  the 
workers  can  ciiscuss  designs  for  new  cars  and  share  sketch- 
es (page  57).  (  lothing  retailer  Burlington  Coat  Factory  fig- 


ures that  it  will  sh/el 
80%  off  its  long-distaeei 
bill  by  diverting  c;sls( 
made  between  its  :iO: 
stores  to  an  interall 
network  for  data  adi 
voice. 

PACKETS.  And  Interst* 
bookseller  ABC  Biichr-: 
dienst  is  giving  its  cs- 
tomers  better  serv?e 
because  of  its  converj^', 
networks.  Based  r 
Regensburg,  Germai^-, 
where  labor  laws  for  H 
employees  to  take  a- 
tomers'  calls  at  nightir 
on  Sundays,  the  coma- 
ny  has  found  data-vcie 
networks  critical.  Br- 
ing those  hours,  peo.(- 
who  visit  then-  Web 
can  click  on  a  button  o 
ask  questions  of  rejji-i 
sentatives  in  Floridj-i 
where  no  such  restn- 
tive  laws  exist.  "It  gt* 
us  the  ability  to  ansvu- 
the  calls  for  nothin," 
says  Michael  Gleissrr, 
president  of  ABC's  LH. 
operations.  | 

Indeed,  the  rise  i)f'*''f" 
the  next-generation  tl- 
cos  stems  from  a  fimn- 
mentally  new  technci)- 
gy.  Since  Alexano.r 
Graham  Bell  inventd 
the  telephone  in  18) 
the  U.  S.  telephone  s,v 
tem  has  been  based  n 
what's  called  "circt 
switching."  In  its  sii- 
plest  form,  this  mea? 
that  an  entu-e  telephce 
circuit  is  dedicated  t(ia 
phone  call  between  poit 
A  and  point  B.  ThisiS 
like  a  driver  reservig 
the  whole  lane  of  a  hiji- 
way  for  a  trip  frfti 
New  York  to  Boston. 

The  new  telcos  uso 
more  efficient  technc- 
gy,  called  packet  switching,  which  breaks  the  sounds  oia : 
voice  call  into  little  packets  foi-  transport.  The  packets  frm  jffi 
many  voice  calls  can  be  crammed  into  a  single  cii'cuit  at  tie 
same  time,  interspersed  with  data  packets.  It's  similar  o 
many  cars  traveling  in  the  same  lane  between  New  York  ad 
Chicago.  The  cars  also  are  more  compact:  Wliile  standfd 
voice  cii'cuits  ai'e  64  kilobits  wide,  the  typical  packet  is  onb8  >;Ef 
kilobits.  *  !• 

Once  the  sound  of  a  voice  is  broken  into  packets,  it  Iocs 
just  like  a  packet  cairying  data,  fax,  or  video  clip.  That  > 
suits  in  tremendous  efficiencies:  The  same  network  that  c»-|>? 
ries  voice  can  cany  eveiytliing  else.  And  because  the  kind  if- 
packet  switching  the  newcomers  are  using  is  IP,  the  n  - 
works  can  use  the  same  inft-astmcture  that  has  been  built  o 
access  the  Internet.  In  most  cases,  though,  the  calls  don't  ;■- 1 


Nacchio  is  off  to  a 
galloping  start.  Virtu- 
ally all  of  Qwest's 
26,208-km  network 
connecting  125  U.  S. 
cities  will  be  complet- 
ed by  the  end  of  this 
year.  The  company 
has  launched  7.5(2-a- 
minute  long-distance 
service  for  consumers 
and  is  targeting  busi- 
nesses as  well. 

Nacchio  has  got 
plenty  of  room  to  take 
on  more  customers. 
Each  of  Qwest's  48 
fibers  can  handle 
500,000  simultaneous 
telephone  conversa- 
tions— about  12  times 
more  than  a  tradition- 
al phone  network  is 
capable  of.  And  even 
though  the  company 
is  only  using  two 
fibers,  Nacchio  reck- 
ons that's  enough  to 
handle  all  400  billion  minutes  of  cuiTent 
U.  S.  telecom  traffic. 

All  this  has  made  Nacchio  the  poster  boy 
for  the  "next-generation  telcos"  and  Den- 
ver-based Qwest  a  rising  star  on  Wall 
Street.  Analysts  project  revenues  will  soar 
nearly  50%  this  year,  to  almost  $1  billion, 
but  constmction  costs  will  cause  a  loss  of 
some  $50  million  after  net  income  of  $14.5 
million  in  1997.  Qwest's  stock  has  nearly 
tripled,  to  $40,  since  its  initial  public  offer- 
ing last  June.  And  on  Mar.  9,  Qwest  agreed 
to  acquire  LCi  International  Inc.,  a  company 
with  twice  the  revenues  of  Qwest — for  $4.4 
billion  in  stock.  "I'm  the  most  surprised  guy 
of  anyone  at  how  well  we've  done,"  Nacchio 
says.  Sitting  on  stock  options  valued  at 
some  $200  million,  revenge  has  seldom  been 
sweeter. 

By  Steven  V.  Brull  in  Los  Angeles 
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go  over  the  Internet  because  private  networks  send 
ts  faster  and  more  reliably  than  the  clogged  public 
essential  for  a  conversation. 

I  new  telephone  companies  can  also  ride  the  boom  of  the 
let  and  get  ever-cheaper,  ever-more-efficient  equipment 
5uch  suppliers  as  Cisco  Systems  Inc.  and  3Com  (page 
ilready,  companies  such  as  Qwest  can  buy  network 
nent  that's  25%  to  33%  less  expensive  than  traditional 
according  to  analysts.  Even  bigger  savings  come  from 
Iditional  capacity  of  the  new  networks:  Analysts  say 
;an  carry  6  to  10  times  the  traffic  of  traditional  circuit- 
led  networks.  Overall,  Level  3's  James  Q.  Crowe  esti- 
that  his  network  will  cost  less  than  10%  of  the  price  of 
ional  lines.  "Being  an  incumbent  means  having  a  more 
It  time  than  a  new  entrant,"  says  Crowe, 
m  so,  the  telecom  giants  aren't  giving  up.  The  Baby 
think  the  technology  could  jump-start  their  push  into 
mg-distance  busi- 
,nd  several,  includ- 
S  West  Communi- 
s  Group  and  SBC 
lunications  Inc.,  ai'e 
•  the  Federal  Com- 
ations  Commission 
le  right  to  build 
rged  networks, 
e  not  going  to 
up  and  find  [our 
business]  is  gone," 
BC  Executive  Vice- 
lent  for  Corporate 
ing  Mike  Turner. 
:erned."  Most  of 
aby  Bells  snort  at 
ition  that  these  up- 
will  horn  in  on 
core  businesses, 
have  to  separate 
rpe  from  the  reaU- 
says  Ameritech 
CEO  Richard  C. 
)aert.  "We  have 
Tiers,  real  cus- 
s,  paying  hundreds 
Hons  of  dollars  to 
lay.  When  you  look 
vel  3  and  Qwest, 
nany  customers  do 
lave?" 

?  difference  is  or- 
3f  magnitude.  But 
lavericks  do  have 
vantage:  They  can 

paying  the  Bells 
s  charges.  These 
3es  that  long-dis- 
companies  pay 
cal  players  to  car- 
call  from  a  home 
ice  to  the  long-dis- 

network,  and  on 
its  destination, 
're  about  4(2  a 
:e.  Because  voice 

over  converged 
irks  ai"e  considered 

these  companies 
ttle  if  any  of  these 


Special  Report 


TELECOMMUNICATIONS 


Four  cents  a  minute  adds  up.  If  13%-  of  the  long-distance 
traffic  travels  over  converged  networks  in  2002,  as  consultant 
Frost  &  Sullivan  projects,  the  lost  access  charges  would  cost 
the  Bells  about  $4  billion  a  year.  The  Bells  are  not  happy 
about  the  prospect. 
They  argue  that 
it  is  fundamentally 
unfair  for  voice  calls 
over  converged  net- 
works  to  avoid  access  fees,  while  traditional  voice  calls  pay 
the  freight.  "Clearly,  it's  something  we're  concerned  about," 
says  Lawrence  T.  Babbio  Jr,  president  of  Bell  Atlantic  Coip.'s 
network  gi'oup. 

The  Bells  are  hardly  alone  in  their  complaints.  Legislators 
whose  states  use  the  access  charges  to  subsidize  telephone 
service  are  bristhng.  Senator  Ted  Stevens  (R- Alaska)  has 
asked  the  FCC  to  review  the  situation,  especially  since  he  feels 


A  Real  Gusher  in  the  Pipeline 


I 


n  1984,  Tulsa  gas-pipeline  operator 
Williams  Cos.  was  scouting  for  a  way  to 
squeeze  a  few  bucks  from  abandoned 
pipelines.  It  seized  on  the  idea  of  threading 
fiber-optic  cables  through  the  pipelines  and 
leasing  capacity  to  newcomers  then  chal- 
lenging AT&T  in  long-distance  phone  ser- 
vices. The  idea  spawned  WilTel  Network 
Services,  a  business  sold  to  what  is  now 
WorldCom  Inc.,  10  years  later  for  a  stag- 
gering $2.5  billion. 

For  a  time,  it  looked  as  though  the  tele- 
com foray  would  end  up  a  coloi"ful  chapter 
in  the  history  of  a  $4.4  billion  energy  em- 
pire. No  more.  Williams  is  i-eturning  to  the 
communications  business — and  this  time,  it 
will  sell  wholesale  capacity  for  cairying 
voice  and  data.  The  company  plans  to  dou- 
ble the  size  of  its  nationwide  network  to 
22,000  miles  by  late  1999.  It  has  already 
won  $1  billion  in  contracts  with  U  S  West 
Communications  Group  and  Intermedia 
Communications,  a  Tampa  telecom  company. 

Still,  Tulsa's  good  ol'  boys  will  face  tough 
competition  from  newcomers  such  as  Qwest 


WILLIAMS 

Bandwidth  demand 
is  through  the  roof, 
says  McGtiire 


mmm 

Communications  In- 
ternational. Williams' 
sti'ategy  is  to  strike 
alliances  with  utility 
giants  already  re- 

selling  Williams  natural  gas  and  electricity, 
such  as  Nevada  Electric  Co. 

WiUiams  has  another  ace  up  its  sleeve: 
Last  year,  the  company  struck  a  partner- 
ship vdth  Northern  Telecom  Ltd.  to  sell 
voice-  and  data-switching  equipment  to 
corporations.  The  venture,  managed  by  for- 
mer NorTel  exec  Garry  K.  McGuire,  al- 
ready boasts  such  customers  as  Bankers 
Ti'ust  New  York  Corp.  "The  good  news  is 
that  demand  for  bandwidth  is  growing  ex- 
ponentially," says  McGuire.  Last  year,  the 
communications  gi'oup  saw  a  loss  of  $55 
milHon  on  $1.4  billion  in  revenues,  but  Pru- 
dential Securities  Inc.'s  M.  Carol  Coale 
says  it  should  reach  $85  milKon  in  operat- 
ing profits  next  year.  Call  it  the  Tulsa  two- 
step:  You  move  full  circle  and  wind  up 
back  in  the  same  place. 

By  Gary  McWilliams  in  Houston 
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Taking  the  Net  to  a  Whole  Other  Level 


When  WorldCom 
swallowed  mfs 
Communications  for 
$14.0  billion  in  199(i,  MFS 
CEO  James  Crowe  pocket- 
ed about  $150  million  and 
nestled  in  as  WorldCom 
Inc.'s  chairman.  But  pre- 
siding over  meetings 
didn't  suit  the  entrepre- 
neurial Crowe.  When  Wal- 
ter Scott,  chairman  of 
Peter  Kiewit  Sons  Inc., 
offered  Crowe  the  chance 
to  build  a  new- age  tele- 
com company  with  $3  bil- 
lion in  startup  capital,  he 
jumped  at  the  chance. 
"Helping  people  communi- 
cate is  what  gets  me  up 
early  in  the  morning  and 
keeps  me  up  late  at 
night,"  Crowe  says. 

Crowe,  48,  laimched  Denver-baM.  il 
Level  3  Communications  Inc.  in  Jan- 
uai-y  with  an  ambitious  objective:  to 
triumph  in  the  telecom  wai-s  by 
building  a  $9  billion  network  based 
on  Internet  teclinolog\-  that  can 
transmit  voice,  data,  fax.  and  video. 
By  yeai'end,  Crowe  expects  to  sell 
data  and  fax  senices  to  big  business- 
es in  six  U.  S.  cities.  In  a  decade,  he 
plans  to  sen-e  more  than  60  U.  S. 
cities  and  others  ovei-seas.  Industiy 
experts  ai-e  betting  that  Ci-owe's  ex- 
perience at  MFS  Communications  Inc. 
will  help  him  hit  pay  dut  again.  "The 


Crowe  caught  Internet 
fever  while  at  mfs.  That's 
when  Microsoft  Coi-p. 
ChaiiTnan  William  H.  Gates 
III  told  Kie wit's  Scott  that 
the  Net  would  displace 
switched  networks.  Once 
Ci'owe  got  the  word,  he 
shelled  out  $2  billion  for  In- 
ternet pioneer  uunet  Tech- 
nologies Inc.,  whose  net- 
work ofi'ered  higher 
capacity  at  less  cost  than 
Bell  networks.  'The  light 
bulb  went  off  for  us,"  re- 
calls Crowe.  "We  recognized 
that  the  Internet  wasn't 
about  flashy  gi"aphics  and 

LEVEL  3 

Crowe  is  huilding  a  $9 
billion  netivork 


C'uy  .-aw  the  fiitiu'e  a  wliile  ago." 
says  Randy  Storch,  CEO  of  Open  Port 
Technology'  Inc.,  a  Chicago  software 
company. 

\Miile  an  executive  for  Kiewit 's 
electrical-utility  business  in  the  niid- 
'80s,  Crowe  saw  his  chance  when  a 
contractor  appealed  for  money  to 
laimch  a  fiber  network.  Instead, 
Crowe  persuaded  Kie\\it  to  float  him 
$500  million  to  start  Omaha-based 
MFS.  The  company  was  the  tu-st  to 
compete  with  regional  Bells  by  at- 
tracting business  chents — many  of 
them  Internet  senice  pro\idei's. 


cool  people,  it  was  about  the  econom- 
ics of  communications." 

Level  3  claims  it  can  deliver 
telecommunications  sendees  at  less 
than  one-tenth  the  cost  of  traditional 
telephone  networks.  WTule  analysts 
agi-ee  that  its  costs  ai-e  lower.  Level  3 
lacks  two  key  assets:  customers  and 
an  established  brand  name.  StiU,  Lev- 
el 3  and  other  rivals  have  the  Bell 
companies  "running  like  the  de\'il  to 
reinvent  themselves,"  says  telecom 
analyst  Jeffi'ey  Kagan.  Question  is, 
can  they  keep  up  with  Crowe? 

By  Roger  0.  Crockett  in  Chicago 


AT\-T  and  WorldCom  with  MCi  could  tiy  to  avoid  the  fees, 
too.  "You've  got  the  potential  for  by-pass  on  a  massive  scale, 
and  it's  not  too  far  oft"."  says  Mitch  Rose.  Stevens'  chief  of 
staft".  "It's  coming  at  us  hke  a  ft-eight  train."  Still,  it  looks  as 
il'  the  mavericks  won't  get  hit  with  full  access  charges  anytime 
soon.  There's  tremendous  pubhc  sentiment  to  leave  the  In- 
ternet untaxed. 

So  which  of  the  traditional  telecom  companies  ai*e  most  pi-e- 
piu'ed  for  the  impact  of  the  converged  netw  orks?  ^^'olidCom 

Inc.  stands  head  and 
shoulders  above  the 
rest.  With  the  pur- 
chase of  uuNet  Tech- 
nologies. WorldCom 
CFii  Benuu\i  J.  Ebbei"s  landed  the  lai-gest  canier  of  Internet 
traffic  in  the  world.  If  \\'orldCom  mei-ge?  ^^ith  Mci  as  planned, 
it  will  contixil  by  some  estimates  more  than  SO*"?  of  the  In- 
ternet backbone — enough  that  the  mistbustei-s  in  \^ashington 
;uv  voicing  concerns. 

So  fai-.  ^^'orldCom  has  kept  its  voice  traffic  on  traditional 
networks  ;itr1  is  using  l  l  Net  to  ptu^sue  new  gro%rth  oppor- 
timities.  suoh  as  fax.  over  IP.  But  as  voice,  data,  and  \ideo 
convei"ge.  \\  orldCom  will  have  the  expeitise  and  the  assets  to 
cash  in  on  tht  boom.  "Oiu-  \ision  is  to  hiuld  a  phone  company 
that  looks  m'  l-e  like  a  Silicon  Valley  startup."  says  John 
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Sidgmore.  president  and  CEO  of  Fairfax  (Va.Vbased  LXX 
GTE  Corp..  headquaitered  in  Stamford,  Conn.,  is  the  mt 
aggressive  old-line  phone  company.  Last  year,  it  boug 
BBX  Corp.,  a  company  that  helped  create  the  Internet  a 
has  extensive  Net  assets,  and  it  acquired  the  rights  to  or 
quaiter  of  the  capacity  of  the  high-tech  network  Qwest 
huilding.  It's  conducting  trials  with  voice  and  fax  over  t 
same  network  that  now  canies  its  data.  The  company  thin 
it's  inevitable  that  aU  the  traffic  eventually  will  flow  ovei 
con\"erged  network,  "'\^'e're  not  upgi-ading — we're  putting 
brand-new-  technology  from  the  get-go."  says  George 
Com-ades.  executive  \ice-president  at  gte. 

Looking  at  the  economics  of  the  new  netw-orks  and  th' 
potential  for  new-  senices.  analysts  say  the  message 
the  old  phone  companies  is  simple.  "You  can  either  can 
baHze  your  circuit-switched  network,  or  you  can  have  son 
one  else  do  it  for  you,"  says  James  H.  Henry,  an  analy 
with  Bear.  Steams  &  Co.  "That  should  be  a  wake-up  call 
By  Peter  Elstrom  in  Xew  York,  icith  Andy  Reinhardt 
San  Mateo.  Calif..  Susan  .Jackson  in  Stamford.  Conn.,  a 
Ca^kerii>e  Yang  in  Washington 
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historical  performance  within  us  category,  and  long-term  growth 
record  ff  appropriate,  we  even  provide  a  fist  of  afternati\'c  funds  m 
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Networks 
That  Do 
New  Tricks 

Systems  such  as  Ford's  go  miles 
beyond  videoconferencing 

Last  August,  designers  at  Ford  Motor  Corp.'s 
studios  in  Dearbom,  Mich.,  and  Merchanick, 
Germany,  were  trying  to  figure  out  where 
to  put  the  logo  on  the  new  Mercury  Cougar.  But  instead  of 
flying  back  and  forth,  they  peered  into  workstations  con- 
nected to  Ford's  data-voice-video  network  and  were  able  to 
view  3-D  images  of  the  car  while  videoconferencing  with 
each  other.  Their  decision:  Put  the  logo  front  and  centei', 
above  the  gi'ill.  "It's  refining  details  that  makes  a  design 
that  really  sings  with  the  customer,"  says  Barry  Caldwell,  a 
design  supei-visor  at  Ford. 

Plain-vanilla  videoconferencing  is  becoming  passe  at  Ford. 
Integrated  voice,  video,  and  data  networks  such  as  Ford's 
are  rare,  but  falling  transmission  costs  and  new  applica- 
tions are  bringing  them  into  the  mainstream.  In  the  next  12 
to  18  months,  converged  networks  will  be  found  every- 
where, from  giant 
call  centers  that  han- 
dle customer  phone 
queries  to  small  busi- 
nesses using  Internet- 
based  audio-videoconferencing  programs. 

Ford's  network  is  the  gold  standard.  About  120  designers 
on  five  continents  sign  on  daily  to  Silicon  Graphics  Inc.  work- 
stations linked  over  high-speed  phone  lines.  DesigTiers  can 
share  work  without  worry  over  location  or  time  zone. 
"AN  EXPLOSION."  The  most  obvious  savings  is  the  time  and 
money  spent  on  travel.  But  ¥ov(\  officials  say  the  ability  of 
designers  to  collaborate  around  the  globe  also  boosts  quality 
and  efficiency.  Still,  data  network  managers  at  many  compa- 
nies ai'e  waiT  of  adding  bandwidth-himgiy  video  and  data  ap- 
plications that  could  bog  down  their  intranets.  Their  opposi- 
tion is  softening,  though,  as  networking  geai-  becomes  cheaper 
and  more  reliable.  "Over  the  next  couple  of  years,  we'll  see  an 
explosion  in  applications  that  take  advantage  of  [multimedia] 
networks,"  says  PictureTel  Corp.  Chief  Executive  Bruce 
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Bond.  He  predicts  that  up  tu  GU'/t  of  CALDWELL:  Re- 
PictureTel's  10,000  customers  will  do  at  fining  detoAls 
least  some  videoconferencing  over  multi-  "makes  a  desig 
media  networks  in  three  years.  that  really  sing 

Call  centei's  will  be  among  the  fii'st  to  with"  customers 
adopt  multimedia  networks,  as  they  sliift 
to  the  World  Wide  Web.  In  Januaiy,  Creative  Computers  In 
in  ToiTance,  CaHf.,  set  up  a  ftinction  at  its  pcmall.com  Web  si 
that  allows  visitors  to  click  on  a  button  and  establish  a  voi 
connection  with  a  sales  agent.  The  function  has  boosted  sale 
ch'amatically,  says  Creative  Computer  Sales  Du'ector  Jonathai 
Bumba.  Agents  can  explain  Web  pages  on  the  caller's  screerii 
promote  products,  and  take  credit-card  infonnation. 

Call-center  productivity  also  gets  a  boost.  Integrated  net 
works  can  identify  each  incoming  call  and  match  it  instantl; 
with  the  caller's  account,  placing  pertinent  data  on  the  screei 
before  an  agent  answers.  Calls  can  even  be  outsoiu'ced  to  re 
mote  agents  at  home. 

Individuals  ai-e  getting  into  the  act  as  well.  Although  voic( 
and  video  calls  over  the  Web  ai-e  subject  to  delays  of  two  sec 
onds  or  more,  progi'ams  such  as  Microsoft  Coip's  NetMeetinj 
ai"e  smootliing  the  process.  NetMeeting  lets  customers  v\m  au 
dio  or  videoconferences  while  sharing  applications.  Microsof 
estimates  there  are  some  5  million  regular  users. 

And  researchers  keep  developing  even  more  sophisticatec 
applications.  A  consortium  including  Ford,  Silicon  Graphics 
Sharp  Electronics,  and  others  is  one  of  several  groups  de 
veloping  "replacement  reality."  The  goal  is  to  go  beyond  vir^ 
tual  reality  with  remote  technologies  that  allow  more  realis. 
tic  visual,  audio,  and  tactile  sensations.  Such  networks  could 
allow  surgeons  to  guide  operations  in  distant  hospitals.  Thai 
makes  designing  a  logo  look  like  child's  play. 

By  Steven  V.  Brnll  in  Los  Angele. 


COMPANIES  Ford,  Concentric  Net- 
work, and  a  few  other  companies  are 
integrating  voice,  data,  and  video  on 
a  single  network  to  collaborate  and 
share  documents  in  real  time.  With 
120  engineers  using  the  technology, 
Ford  estimates  it  has  helped  shorten 
the  average  car  design  time  from  36 
months  to  24  months. 


How  Users  Benefit 


CALL  CENTERS  Call  centers  have 
been  quick  to  adopt  new  technolo- 
gies that  make  them  more  efficient. 
L.  L.  Bean  takes  advantage  of  inte- 
grated networks  by  allowing  visitors 
at  Its  Web  site  to  click  on  a  button 
and  talk  live  to  a  service  agent.  They 
can  browse  the  Web  and  talk  to  the 
rep  over  the  same  line. 


CONSUMERS  So  far,  individuals 
benefit  from  the  new  networks  pri- 
marily through  inexpensive  phone 
rates,  such  as  the  7.5s:-a-minute 
offered  by  Qwest.  A  key  reason:  The 
new  networks  avoid  access  charges 
that  average  about  40  a  minute. 
Individuals  will  start  seeing  more 
advantages  of  integration  soon. 


100  BUSINESS  WEEK  /  APRIL  6,  1998 


an's  leading  telecom  provider  —  NTT  —  has  been  connecting  people  and  businesses  with  cutting- 
3  services  for  over  1 00  years.  Today,  our  Global  Systems  Integration  Services  provide  failsafe  solutions 
snd-to-end  corporate  connections  around  the  planet.  And  our  Arcstar  Global  Communications 
ices  unite  major  cities  across  the  U.S.,  Europe  and  Asia  with  high-speed  infocommunication 
highwoys.  As  we  continue  to  branch  into  new  areas,  one  principle  is  certain  to 
rCSt^l         endure:  we're  here  to  bring  people  together,  now  and  for  generations  to  come. 


ore  information  on  how  f  ITT 


meet  you,  coll  1  -800  4  Nn  USA,  or  visit  our  website  tittp  //v 


nttinfo  ntt  co  jp 


® 

NTT 
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'The  Bell-heads 
vs.  the  Net-heads' 

Converged  networks  are  the  next  gold  rush. 
Who  will  lead  the  charge  to  build  them? 

Jolin  A.  Roth  is  serious  about  the  Internet.  So  serious 
that  the  chief  executive  of  telecommunications  equip- 
ment giant  Northern  Telecom  Ltd.  sent  a  memo  to  his 
To.flUO  employees  last  Dec.  3  hinting  that  then*  jobs  could  be 
on  the  line  if  they  didn't  get  Net-savvy — fast.  True.  Nortel 
was  already  working  to  bridge  the  gap  between  the  rival 
wo)'lds  of  telephones  and 


The  Interlopers 


data  networks.  But,  he 
said,  "it's  critical  that  we 

accelei-ate."   revenues  in  billions 

That's  a  rallying  ciy  cisCO  SYSTEMS  $6.4 

heard   thi-oughout   the   VrV^" 

$175     billion     telecom  .^^^^T^O^^  A¥... 

equipment  industry.  Ti-  BAYNETWORKS  $2.1 

tans    such    as    Lucent  NEWBRIDGE 

Technologies.   Siemens,  networks  $14 

and  Alcatel  have  reason   

to  worry:  Although  the  ASCEND 

Net  is  used  today  mostly  communications  $1.2 

for  sending  data,  it's  vocaltec  WfsY 
quickly  becoming  a  vehi- 


CISCO'S  cle  for  voice  calls.  Customers  lov 

CHAMBERS:  His  the  combo:  Shifting  voice  traffi 
company  "is  in  a  onto  data  networks  saves  the: 
position  to  lead  big  bucks  on  long-distance  bilk 
this  industry"  By  2002,  predicts  researcher  Fros 
&  Sullivan,  some  13%  of  th 
world's  phone  calls  could  be  canied  over  Intemet-typ 
networks,  instead  of  tlrrough  old-style  voice  switches 
Sensing  the  threat,  phone  equipment  makers  wan 
a  piece  of  the  market  for  voice-over-Internet  geai 
It  won't  come  easy:  Fast-moving  Cisco  Systems  ani 
3Com  Corp.,  which  dominate  the  data  networkini 
business,  ai'e  gunning  for  the  same  big  game.  "Call 
the  Bell-heads  vs.  the  Net-heads,"  says  Jayslu-ee  Ul 
lal,  marketing  vice-president  of  Cisco's  enterpris 
unit.  By  2002,  sales  of  such  gear  could  hit  $13  billio 
up  fi'om  $680  million  this  yeai;  according  to  reseai'che 
I\illen  &  Associates.  If  data  networking  fimis  gi-ab  thi 
market,  their  gi-owth  rates  could  climb  by  10  per 
rentage  points,  predicts  3Com  ceo  Eric  A.  Benliamoi 
Says  analyst  Paul  Johnson  of  Banf  America  Robertsoi 
Stephens:  "Tliis  will  be  a  battle  of  the  giants." 
NOW  HIRING.  It's  too  early  to  call  a  winner,  but  ana 
lysts  give  the  edge  to  telco  equipment  makers.  Thei 
sheer  size — Lucent  has  thi-ee  times  Cisco's  revenues- 
and  long  relationships  with  phone  customers  give 
them  an  inside  track.  "Lucent  has  sometliing  Cisc 
lacks:  credibility  in  the  telco  market,"  says  analys 
Amar  Senan  of  Volpe  Brown  Whelan  &  Co.  Evei 
Cisco  CEO  Jolm  T.  Chambers  concedes  that  he  and  hi 
rivals  must  make  data  gear  as  reliable  as  voice 
task  he's  confident  he  can  accomplish.  "Cisco  is  in  a 
sition  to  lead  this  industiy,"  he  says. 

The  Net-heads  are  certainly  trying.  On  Feb.  4\ 
Bay  Networks  Inc.  sank  $38  million  into  startup  Netj 
Speak  Corp.,  which  makes  a  telephone  gateway  fo:f 
connecting  voice  switches  to  the  Intei-net.  Ascend  Communi^ 
cations  Inc.  is  set  to  roll  out  its  voice  products  on  Mar.  30i 
while  "Cisco  is  hiring  telecom  people  like  mad."  says  Johil 
Coons,  an  analyst  for  reseai'cher  Dataquest  Inc.  Data  comij 
panies  ai'gue  that  they  imdei-stand  networldng  better  than  th(| 
voice  crowd.  "It'll  be  a  long,  slow  march  for  them  to  get  int( 
this  world,"  crows  Bay  Networks  Executive  Vice-Presiden' 
Steve  G.  Pearse. 

Maybe  not.  Telecom  equipment  companies  are  rushing  U 
add  data  capabilities.  On  Mai-.  18,  Nortel  spent  $290  million  t( 
buy  Aptis  Communications,  a  maker  of  speedy  devices  tha 
connect  users  to  the  Net.  And  Lucent,  .\t&t's  former  equip 
ment  business,  has  devoured  a  string  of  small  networking 
fuTns,  including  Lixingston  Enteiprises  Inc.  "We  ai-e  going  af 
ter  the  data  business,"  vows  William  T.  O'Shea,  president  o:  I'l 
Lucent's  business  communications  systems  unit. 

Startup  voice-over-Internet  phone  companies,  such  as  ICC 
Communications  Inc.,  certainly  aren't  dismissing  the  ok 

giiaixl.  ice's  network  uses 
a  mix  of  Cisco  and  Lu 
cent  geai\  That  impresses 
analyst  Senan,  who  say.' 
the  deciding  factor  ii 
gi'abbing  market  shan 
will  be  whether  compa 
nies  operate  "in  Internet 
time  or  telco  time."  Yoi 
don't  need  to  tell  Nor- 
tel's Roth.  He's  got  his 
troops  marching  to  { 
cybei-beat. 

By  Andy  Reinltardt  in 
San  Jose,  Calif. 


Look  Who's  Talking 


DEMAND  FOR 
CONVERGED 
NETWORK  GEAR 
TAKES  OFF 
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Before  we  could  build 
Harley- Davidson's 
Extranet,  we  needed 
to  get  a  better  feel  for 
their  business. 


How  do  you  cut  a 
ity  claims  process  from 
■ee  weeks  to  three  clays? 
'  Microsoft's  techuolcjgy 
with  USWeb's  expertise. 


Harley-Davidson"  had  600  dealers  and  a 
huge  paperwork  headache  to  deal  with.  Wanaiity 
claims  were  taking  too  long  and  their  dealers 
were  paying  the  price. 

They  could  have  chosen  any  number  of 
companies  to  help  them,  but  they  came  to  USWeb. 
Why?  Because  of  our  strategic  expertise,  tech- 
nical knowledge  and  proven  track  record.  And 
our  partnership  with  Microsoft,  a  leader  in 
Internet  technology. 

Together,  we  developed  an  Extranet  that 
cut  Harley-Davidson's  warranty  claims  process 
from  three  weeks  to  three  days.  Now  dealer 
satisfaction  is  up  because  Harley  has  given 
them  another  tool  to  improve  the  way  they  do 
business  with  the  factory. 


Harley-Davidson,  Chevron,  Polk  Audio — 
these  ai  e  just  a  few  of  the  varied  companies 
who've  turned  to  USWeb  to  gain  a  competitive 
edge.  And  we  can  do  the  same  for  you.  We 
provide  custom  business  solutions — from 
strategic  consulting  to  architecture  planning 
through  complete  implementation.  Whether  it's 
for  an  Internet,  Intranet  or  Extranet. 

Leam  how  USWeb  can  be  your  strategic 
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As  deaths  from 
infections  surge, 
medicine  is  racing 
to  regain  control 
over  superbugs 

One  of  the  greatest  triumphs 
of  human  ingenuity  has 
been  our  progress  against 
infectious  disease.  Today, 
we  have  only  the  mute 
testimony  of  millions  of  gravestones 
to  remind  us  of  the  lives  tragically 
cut  short  by  scarlet  fever,  polio, 
smallpox,  or  rampant  infections  of  ^ 
childbirth.  But  these  mighty  con-  | 
quests  are  of  small  comfort  to  | 
Christy  and  Chad  Gimmestad  of  | 
Evans,  Colo.  Their  16-month-old  | 
daughter,  Anna  Grace,  died  in  late  | 
1996  during  a  worrisome  outbreak  | 
of  E.  coll  0157:H7,  a  vicious  mi-  t 
crobe  unknown  until  1980.  E.  coli's,  | 
rampage  continues:  It  sickened  16  f 
people  in  Colorado  last  year.  | 
Nor  is  the  miracle  of  penicillin  ^ 
and  other  antibiotics  much  conso-  | 
lation  to  the  families  of  the  33  peo-  | 
pie  who  have  died  of  rampaging  s 

mimmmmi 

Doctors  and  staff  at  Bellevue  Hospital 
in  New  York  take  precautions  against 
airborne  bacteria  during  diagnostic 
procedures  to  detect  tuberculosis 
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T^ll  P  W/jPI  T*T*1  OT*^      searching  for 
JL  X  L\y    f  V  CMjL  JL  X  V/i.  O  ways  to  cripple 
deadly  viruses  and  solve  the  mysteries  of  lethal  bacteria 


DR.  DAVID  SHLAES 

DiMg  companies  "forgot  a 
few  minor  things.  Namely, 
resistance,  "says  the  Wyeth- 
Ayerst  vice-president 


strep  A  infections  since  December  in 
Texas.  And  our  successes  treating  the 
ten-ible  lung  disease  tuberculosis  may 
not  have  much  meaning  for  Califomia 
teenager  Debi  French.  In  1993,  French 
came  down  with  a  TB  infection  potent 
enough  to  fight  off  even  today's  miracle 
drags.  Only  after  a  two-year  straggle — 
and  the  surgical  removal  of  nearly  half 
of  her  right  lung — did  the  high-schooler 
come  out  on  top  in  this  battle  of  hu- 
manity vs.  the  microbes.  On  Mar.  18, 
the  World  Health  Organization  waraed 
that  TB  could  infect  1  billion  more  people 
in  the  next  20  years. 

The  sobering  trath  is  that  while  we 
have  won  many  such  battles,  the  war  is 
still  raging.  But  now,  researchers  are 
reanning.  After  a  decade  of  relative  in- 


Cover  Story 


action,  pharmaceutical  companies  have 
stepped  up  their  efforts  to  find  new 
drags,  vaccines,  and  other  treatments 
to  knock  back  the  microbial  hordes. 
"We're  seeing  the  tide  sliift  dramatical- 
ly," says  James  F.  Young,  senior  vice- 
president  of  research  and  development 
at  Medlmmune  Inc.  in  Gaithersburg, 
Md.  "Industry  is  jumping  into  antibi- 
otics and  vaccine  development  with 
everything  we've  got." 
GRUESOME  DEATHS.  That  may  be  a  bit 
overstated.  Research  on  infectious  dis- 
eases still  lags  efforts  on,  say,  heart  dis- 
ease. But  any  progi'ess  is  ui'gently  need- 
ed. Scarcely  a  week  goes  by  without  a 
report  of  some  dire  and  gi'owing  tlu-eat. 
Mysterious  hantaviruses  are  causing 
gTuesome  deaths  in  the  West.  Potent 
new  foiTns  of  TB  are  emerging  in  Ten- 
nessee and  Kentucky.  Staph  germs  that 
don't  respond  to  the  most  commonly 
used  antibiotics  are  spreading  from 


DR.  USADEVER 

In  the  front  lines  treatiyig 
infected  patients  at  the 
East  Orange  (N.J.) 
veterans' medical  center 
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yo  hospitals  to  the  surrounding 
unity. 

"act,  more  than  30  dangerous  new 
ous  agents  have  been  discovered 
past  two  decades.  The  death  rate 
;  U.  S.  from  infections  jumped 
r  58%  between  1980  and  1992, 
f  because  of  aids  and  an  aging 
ition,  which  is  more  susceptible 
™s.  Researchers  estimate  that 
al-acquired  infections  alone  are  re- 
ble  for  a  staggering  $4.5  billion 
ual  U.  S.  health-care  costs. 
:  situation  is  far  gi'immer  else- 
With  malaria,  tb,  and  dengue 
on  the  rise,  microbes  are  now 
g  one-third  of  the  world's  50  mil- 
us  deaths  each  yeai'.  "We  are  see- 
^lobal  resurgence  of  infectious  dis- 
"  U.S.  Surgeon  General  David 
?r  warned  Congress  on  Mar.  3. 
MG  POINT.  Experts  say  humanity 
I  at  a  ciucial  turning  point  in  the 
nia-old  war  against  microbes.  One 
1  is  the  explosion  in  world  popula- 
^other  is  air  travel — the  dead- 
ifectious  diseases  are  only  a  plane 
way  from  New  York,  London,  or 

st  ominously,  though,  microbes 
been  hard  at  work  in  a  deadly 
nutating  to  create  potent  new  de- 
!  far  beyond  the  reach  of  many 
ng  treatments.  "We  have  never 
nore  vulnerable,"  says  microbiolo- 
nd  Nobel  laui'eate  Joshua  Leder- 
"Wlien  I  go  thi'ough  all  the  adap- 
s  [made  by]  the  microbial  world  to 
a  living  at  our  expense,  I  some- 
wonder  how  we're  still  here." 
:  microbes  aren't  the  planet's  only 
;pecies — and  humanity  is  fighting 
One  part  of  the  solution  is  to  beef 
lobal  surveillance  and  respond 
to  diseases,  squelching  outbreaks 
i  they  explode  into  epidemics.  A 


second  is  boosting  prevention  (page  112). 
On  Mar.  19,  for  instance.  Agriculture 
Secretary  Daniel  R.  Glickman  unveUed  a 
plan  for  dousing  chickens  with  harm- 
less bacteria  so  the  "good"  bugs  will 
prevent  disease-causing  salmonella  from 
contaminating  poultiy  flocks. 

The  final  piece  of  the  puzzle  is  the  de- 
velopment of  new  drags  and  vaccines. 
Dragmakers  around  the  globe  sharply 
cmlailed  efforts  to  develop  new  antibi- 
otics in  the  1980s,  deciding  the  market 
was  crowded  and  satisfied.  "They  forgot 
a  few  minor  things,"  says  Dr.  David  M. 
Shlaes,  vice-president  of  infectious  dis- 
ease research  at  American  Home  Prod- 
ucts' Wyeth-Ayerst  Research  unit. 
"Namely,  resistance."  Now  top  re- 
searchers at  Wyeth-Ayerst,  Pfizer;  Ab- 


DR.  FRANCIS  TALLY 

.4/  Cubist  Pharmaceuticals 
in  Cambridge,  Mass.,  he 
uses  new  genomic  weapons 

bott  Laboratories,  Merck,  SmithKline 
Beecham,  Glaxo  Wellcome,  Schering- 
Plough,  and  a  host  of  biotech  compa- 
nies ar-e  launching  an  assault  against 
infectious  disease. 

The  counterattack  is  by  no  means 
comprehensive — efforts  directed  against 
the  world's  biggest  killers,  such  as  TB 
and  malaria,  are  disappointingly  small. 
But  ther-e  is  hope  for  a  slew  of  new 
and  better  drags  and  vaccines  against 
everything  from  pneumonia  and  staph  to 
flu  and  hepatitis.  Accoi-ding  to  the  Phar-- 
maceutical  Research  &  Manufacturers 
of  America,  125  dr-ugs  aimed  at  infec- 
tious disease  were  in  the  pipeline  in 
1996,  up  from  just  79  two  years  earher. 

Fueling  the  hope  for  better  treat- 
ments ar-e  r-apid  advances  in  technology 
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N  THE  HEADLINES:  The  Revenge  of  the  Microbes 


PREVENTION:  Inoctilating  kids  in  Rhode  Island 


•  Out  of  134  total 
cases,  33  Texan s 
die  from  STREP  A 
between  Dec.  1 
and  Mar.  20 

•  HEPATITIS  A  strikes 
147  residents  of 


Spokane  County, 
Wasli.,  so  far 
this  year 

•  SYPHILIS  cases  in 
Baltimore  have 
more  than  tripled 
since  1993,  and 


other  sexually  trans- 
mitted diseases  are 
on  the  rise  there 

•  The  World  Health 
Organization  warns 
on  Mar.  18  that 

a  TUBERCULOSIS 

epidemic  could 
infect  more  than 
1  billion  people, 
killing  70  million  of 
them,  in  the  next 
20  years 

•  Hamburger  meat 
contaminated  with 
£  COLIOm.Wl 

sickens  16  people 
in  Colorado  in  June 
last  year 
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WE  HAVE  MET  THE  ENEMY... 

.Researchers  around  the  globe  are  scrambling  to  develop  new 
drugs  to  combat  these  increasingly  dangerous  organisms: 

I       >   ■■i.  1 —   1  1)  STREPTOCOCCI 

r  i^- .  •  jMjjjjj^  (bacteria) 

fJ^^^^^^K.  A  leading  cause 
^^^^^^^^m-  3>^d  death  among 

^^^^^^^^H.  both  children  and  the 

^^^^^^^Bjt-"'  elderly  is  Streptococcus 

^^^^^^^Kk'  pneumoniae.  Increasing 

Wt^^K^Bm  '  numbers  in  the 

^^^^^^^^  U;S.  are  resistant  to 

^  penicillin,  and  some  are 

^Bjl/ll^'-   •  resistant  to  other  classes 
of  antibiotics  as  well. 


that  speed  up  dnig  discoveiy.  Robotics 
and  high-speed  equipment  allow  re- 
searchers to  test  thousands  of  com- 
pounds against  a  disease  target  in  one 
day.  And  the  gene-sleuthing  revolution 
has  made  it  possible  to  finally  under- 
stand what  makes  bugs  tick — and  how 
to  attack  them  at  their  most  vulnerable 
points.  "We  are  stripping  these  beasts 
bai'e,  exposing  their  genetic  secrets,  and 
tmming  that  information  against  them," 
says  Alan  R.  Proctor,  an  executive  di- 
rector of  research  at  Pfizer  Inc. 

Advances  are  already  saving  lives. 


Cover  Story 


On  a  spring  day  in  1993,  Dr.  -James  J. 
Rahal  at  The  New  York  Hospital  Med- 
ical Center  of  Queens  was  in  a  panic. 
His  patient,  a  46-year-old  woman,  had 
developed  a  life-threatening  infection 
in  a  major  artery  after  vascular 
surgery.  Doctors  tried  six  different  an- 
tibiotics. None  worked — not  even  Van- 
comycin, usually  the  superding  of  last 
resort.  "Chances  are  that  she  would 
have  died,"  says  Rahal.  Fortunately,  a 
colleague  had  read  about  an  experi- 
mental di-ug,  Synercid,  being  developed 
by  Rhone-Poulenc  Rorer  Inc.  in  Vitry- 
sur-Seine,  France.  Rahal  got  on  the 
phone:  Could  Rhone  send  him  the  drug 
immediately? 

JUST  IN  TIME.  In  France,  Rhone  scientist 
Fran^'ois  Bompart  swung  into  action, 
wresting  permission  li-om  the  U.  S.  Food 
&  Drag  Administration  to  ship  the  drag 
to  New  York.  Ftahal  rashed  to  inject  it 
into  the  patient — ^just  in  time.  Synercid 
completely  wiped  out  the  Eiderococcus 
faecium  in  her  system.  Since  then,  the 
drag  has  been  given  to  moi-e  than  3,000 
patients  on  an  emergency  basis,  and  an 
FDA  committee  recently  recommended 
that  the  drag  be  approved  quickly.  "This 
is  one  victoiy  in  the  war  igainst  bacte- 


ria," says  Rhone's  Gary  T.  Shearman, 
who  oversees  drag  development.  "But 
we  need  all  the  weapons  we  can  get." 

The  search  for  new  weapons  has  led 
some  companies  to  reconsider  candi- 
dates once  rejected.  At  Schei-ing-Plough 
Coi-ji.,  an  antibacterial  chemical  called 
Ziracin  had  been  kicking  around  for 
more  than  a  decade.  But  Schering  set  it 
aside  because  it  proved  too  toxic  in 
many  patients.  Remembering  how  po- 
tent the  drag  was.  Schering  began  to 
give  it  another  look  three  years  ago. 
Tests  showed  that  a  new,  less  toxic  in- 
travenous form  wiped  out  more  than 
5,000  different  strains  of  bugs.  Now, 
company  scientists  are  racing  to  do  lai"g- 
er  tests  of  its  safety  and  effectiveness  in 
people.  Dn  Lisa  Dever,  head  of  the  in- 
fectious diseases  clinic  at  the  East  Or- 
ange (N.J.)  Veterans  Affairs  Medical 
Center,  has  done  some  tests  of  Ziracin 
and  describes  the  results  so  far  as 
"nothing  short  of  amazing." 

Other  companies  are  employing  clever 
strategies  to  outwit  drag-resistant  bac- 
teria, thus  prolonging  the  usefulness  of 
existing  weapons.  Killer  microbes  such 
as  staph  have  evolved  the  ability  to  dice 
up  penicillin  and  pump  out  tetracycline 
before  either  antibiotic  has  a  chance  to 


work.  But  what  if  doctor's  could  add  ai 
other  drug  that  attacks  the  defense  sy 
tem?  That  would  enable  the  original  aij 
tibiotic  to  still  fight  the  infectioj 
Microcide  Pharmaceuticals  Inc.,  in  Mou| 
tain  View,  Calif.,  is  developing  a  con 
pound  with  Daiichi  Pharmaceutica 
U.  K.  Ltd.  to  do  just  that.  Their  dru 
cripples  the  antibiotic  pump  used  by  tl 
bug,  Pseudontonas  aemginosa,  whic 
causes  lung  infections.  Wyeth-Ayerst 
working  on  a  new  fomi  of  tetracyclir 
that  can  get  around  the  defense  mech; 
nisms  of  bugs  like  enterococci. 

But  shoring  up  old  drags  may  onl 
buy  a  httle  time.  What's  urgently  neec 
ed  are  new  classes  of  compounds  tht 
attack  bugs  in  new  ways.  First  on  th 
scene  are  likely  to  be  antibiotics  calle 
oxazoUdinones.  These  were  discovere 
by  DuPont  Co.  in  1987  the  old-fashione 
way — researchers  dumped  chemical 
onto  bacteria  and  waited  to  see  if  th 
bugs  died.  Scientists  subsequentl 
learned  that  the  oxazoUdinones  kill  ba( 
teria  in  a  way  that's  completely  differer 
from  any  existing  drug.  These  con. 
pounds  seem  to  gum  up  the  work  of 
cell's  protein-making  factories  at  a  dh 
ferent  location  than  do  othei'  drags.  Re 
searchers  at  Pharmacia  &  Upjohn  Inc 
which  has  such  a  drug  in  final  tests 
hope  that  because  the  bacteria  haven' 
seen  this  avenue  of  attack  before,  the; 
will  be  slow  to  develop  a  defense. 

The  company  plans  to  file  a  new  dru, 
application  on  the  oxazolidinone  antibi 
otic  as  eai-ly  as  1999.  Bayer  AG  Group  1 
also  working  on  such  a  drag,  and  D] 
Stefan  Wohlfeil,  head  of  anti-infective 
reseai'ch  at  Bayer,  says  he's  keeping  hi 
fingers  crossed  that  unexpected  proh 
lems  don't  crop  up.  "If  anything  hap 
pens  to  this  class,"  he  warns,  "theri 
isn't  much  on  the  near  horizon." 

The  more  distant  horizon,  howevei 
is  bursting  with  pi'omise — thanks  to  : 
revolution  in  molecular  biology.  Re 
searchers  have  learned  to  decode  th< 
entire  dna  sequences  of  lethal  microbes 
That  makes  it  possible  for  scientist 
such  as  Dr.  Francis  P.  Tally  at  Cubis 


2)  STAPHYLOCOCCI 

(bacteria) 

One  kind,  Staptiylococ- 
cus  aureus,  is  !<; 
commonly  acquired  in 
hospitals.  A  few  recent 
cases  of  the  bug    .  \  . 
developing  resistance  to 
Vancomycin,  which  is 
the  antibiotic  of  last  ,  ■ 
resort,  set  off  alarms  in 
the  medical  community 
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Lx>oking  For  An  Edge  In 
Small  Stock  Investing? 

Introducing  the  Prudential  Small-Cap  Quantum  Fund 

Improving  fundamentals  and  attractive  valuations  could  make  a  small-cap  fund  a  smart 
choice  for  today's  investor  Now,  Prudential  introduces  a  new  fund  that  uses  sophisticated 
quantitative  analysis  to  find  some  of  today's  most  attractive  small  stocks. 


The  Quantum  Edge 

A  disciplined  approach  based  on  a  model  developed  by 
Prudential  Securities,  a  recognized  leader  in  quantitative 
equity  research  for  more  than  a  decade. , 


Universe  of  1,400 
qualified  companies 


Prudential's  rigorous 
quantitative  model 


Fine-tune  stock 
selections  and  portfolio 
management 


1.  Sharpening  our 
small-cap  focus.  We  start  by 
screening  smaller  companies  (those 
with  market  capitalizations  of  less 
than  $1.5  billion)  for  a  set  of  basic 
qualifications.  The  result  is  a 
"small-cap  universe"  of  roughly  1,400 
stocks.  Each  initially  represents  a 
"seasoned"  company  with  positive 
earnings  and  a  substantial  body  of 
third-party  research. 

2.  Pinpointing  strong 
fundamentals.  Prudential's 
cutting-edge  computer  analysis  ranks 
each  stock  according  to  eight  criteria 
including  relative  price/earnings 
ratios,  profitability  momentum  and 
earnings  surprise. 

3.  Crafting  a  well-balanced 
portfolio.  Using  the  results  of  our 
quantitative  process,  the  fund  manager 
applies  additional  analysis  to  create 

a  diversified  portfolio  that  includes 
up  to  200  of  the  most  attractively 
ranked  small-cap  stocks! 


With  just  $1 ,000,  you  can  tap 
into  the  dynamic  opportunities 
of  the  small-cap  market. 

A  Prudential  Securities  Financial  Advisor 
can  help  you  decide  if  the  Prudential 
Small-Cap  Quantum  Fund  is  right  for  you. 
Small  stock  investing  involves  special 
risks,  which  may  result  in  greater 
share  price  volatility. 

Call  today  and 
see  how  Prudential 
can  help  you. 

Here's  your  chance  to 
capitalize  on  the  small 
companies  striving  to 
become  the  market 
leaders  of  the  future. 

For  more  complete 
information  including 
charges  and  expenses,  call  for  a 
prospectus.  Read  it  carefully  before  you 
invest  or  send  money 

1-800-THE-ROCK 

extension  4566 
www.prudential.com 

(S  Prudential 

Investments 


*The  Fund  may  invest  up  to  20%  of  its  assets  in  other  types  of  investments.  Shares  of  the  Fund  are  offered  through  Prudential  Securities 
incorporated,  199  Water  Street,  New  York,  NY,  a  subsidiary  of  The  Prudential  Insurance  Company  of  America.  Prudential  Investments  is  a 
unit  of  The  Prudential  Insurance  Company  of  America. 


Pharmaceuticals  Inc.  to  uncover  the  bi- 
ological pathways  that  pathogens  need 
;o  survive.  "Bacteria  are  no  longer  black 
30xes,"  says  J.  Craig  Venter,  president 
)f  the  Institute  for  Genomic  Research 
TIGR),  the  Rockville  (Md.)  laboratory 
.hat  has  led  the  way  in  microbial  gene 
sequencing.  "It's  like  going  into  a  dark 
•oom  and  turning  on  the  light  switch." 

That  light,  however,  can  be  bUnding. 
rhe  first  microbe  whose  entire  genetic 
sequence  was  decoded  by  tigr  re- 
searchers was  Haemophilus  influenzae. 


i  cause  of  eai'  infections  and  meningitis, 
[t  contains  1,740  genes;  others  have 
iven  more.  It's  a  huge  amount  of  in- 
formation— the  trick  is  figuring  out 
ivhich  pieces  are  important.  "It's  Hke 
^oing  into  a  Russian  library  when  you 
lon't  speak  Russian,"  says  Kelvin  Coop- 
er, a  director  of  medicinal  chemistry  at 
Pfizer  Inc.  In  labs  of  both  big  dr-ug- 
nakers  and  small  biotech  operators, 
PhDs  hover  over  computer's,  ciunching 
;he  mounds  of  data  generated  by  the 
genetic  sleuthing.  Comparing  well-un- 


! 

-  i 

3)  HEPATiTIS  B  AND  G  ! 

(viruses) '  i 

These  infect  360 
million  people  world- 
wide. While  a  vaccine  • 
exists  for  hepatitis  B, 
resistance  to  treat- 
ment often  develops  . 
in  those  already  i 
infected.  No  widely  ,  ' 
effective  antivirals  . 
exist  for  hepatitis  C. 

scientists  figur-ed  out  that  an  existing 
drug,  Bactroban,  kills  Staphylococcus 
aureus  bacteria  by  gumming  up  one  of 
those  enzymes.  In  1994,  genetic 
sleuthing  helped  the  company  identify 
the  other  18  tRNA  synthetases  in  staph 
aureus  and  19  pr-eviously  unknown 
genes  and  enzymes  in  Streptococcus 
pneumoniae.  "All  of  a  sudden,  we  had 
19  new  tar-gets  for-  drugs,"  marvels  Mar*- 
tin  Rosenberg,  head  of  anti-infectives 
resear-ch  at  SmithKline.  The  company 
has  launched  a  major  screening  pro- 


kill  it,"  says  ceo  James  E.  RurkaJ 

Researchers  ar-e  also  looking  for  ne\ 
drugs  to  attack  viruses.  There,  the  hard-] 
won  lessons  of  Hiv  may  pay  off  against 
scourges  such  as  hepatitis  B  and  C,| 
which,  combined,  infect  360  million  peo-c 
pie  worldwide.  Drug  companies  ah-eady 
know  that  by  blocking  Hiv's  reverse 
transcriptase  enzyme  they  can  stop  the 
virus  from  copying  itself,  and  they  ai'e 
going  after  the  same  tar-get  in  hepatitis. 
Glaxo  Wellcome  PLC  is  expected  to 
launch  its  aids  drug  lamivudine  for  he- 


The  battle  against  HIV  has  taught  some  critical  lessons: 
"Hit  hard,  and  hit  early,"  says  one  drug  company  executive 


ierstood  gene  sequences  fi-om  other  or- 
ganisms to  those  of  the  bugs,  they  look 
for  similarities.  That  gives  a  clue 
to  what  certain  genes  do — and  where 
the  microbe's  defenses  are  weakest. 
DISARMING.  Consider  the  tale  of  tRNA 
synthetase,  one  in  a  long  hst  of  possible 
:lr-ug  targets.  It  is  an  enzyme  used  to 
shuttle  around  amino  acids,  the  building 
blocks  of  pr-oteins.  Ther-e  is  a  different 
tRNA  synthetase  for  each  of  the  19 
amino  acids.  Prevent  any  one  of  them 
fi'om  doing  its  job,  and  wham! — the 
whole  cell  shuts  down. 

Back  in  the  late  1970s,  SmithKline 


gr-am  to  find  dr-ugs  capable  of  blocking 
all  the  new  tar-gets. 

A  completely  different  tack  is  to 
search  out  microbial  genes  r-esponsible 
for  disease.  When  they're  just  drifting 
through  the  air,  lethal  bugs  activate 
only  the  genes  they  need  to  live.  But 
when  they  find  a  juicy  human  to  infect, 
they  turn  on  genes  that  make  toxins, 
ward  off  the  immune  system,  and  oth- 
erwise wreak  havoc.  Some  of  Micro- 
cide's  scientists  are  sear-ching  for  these 
"vir-ulence"  genes — and  for  drugs  to 
block  them.  "We  are  looking  for  ways 
to  disar-m  the  bacterium  r-athei-  than 


patitis  next  year-,  and  Bristol-Myer 
Squibb  Co.  is  beginning  the  final  phas 
of  clinical  trials  on  a  drug  called  lobu 
cavir  for  use  against  hepatitis  B  and 
cytomegalovirus,  a  common  infection 
striking  HIV  patients.  James  R.  Merson 
who,  along  vdth  Timothy  R.  Rolph,  is 
leading  Pfizer-'s  char-ge  against  virases 
notes:  "The  success  we've  had  with  HIV 
bodes  well  for  what  we  should  be  able 
to  do  against  other  vir-uses." 

Perhaps  the  best  way  to  conquer 
viruses,  however-,  is  by  preventing  in 
fection  with  vaccines.  Companies  are 
still  more  than  a  decade  away  from  an 
AIDS  vaccine.  But  for  other  diseases 
the  new  genetic  information  is  leading 
to  r-apid  progress.  The  old-fashioned 
way  of  making  a  vaccine  is  to  grow  a 
virus  and  then  kill  or  weaken  it.  \^/lien 
administer-ed,  the  dead  or  impotent 
vir-us  pr-ods  the  immune  system  into 
making  pr-otective  antibodies.  But  the 
appr-oach  can  be  too  slow  or  costly  to 
counter-  a  sudden  epidemic.  Protein  Sci 
ences  Corp.,  based  in  Meriden,  Conn, 
is  using  a  mor-e  sophisticated  approach 
Its  researchers  have  isolated  an  in 
fluenza  virus  protein  that  plays  a  key 
r-ole  in  helping  the  vir-us  attach  to  oth 
er  cells.  Injecting  the  protein  into  the 
body  prompts  the  for-mation  of  anti 
bodies  that  keep  the  virus  from  at 


4)  INFLUENZA 

(virus) 

Vaccines  exist  for  the 
flu,  but  many  people 
do  not  get  vaccinated. 
There  are  few  good 
treatments  available 
once  someone  is 
infected.  Identifying 
the  flu  virus  is  also 
difficult  because  of  the 
lack  of  easy-to-use 
diagnostic  tools. 
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tacking  cells.  Tests  at  the  Agricultural 
Research  Service  lab  in  Athens,  Ga., 
show  that  the  vaccine  can  protect 
chickens  against  the  avian  flu  strain 
that  paralyzed  Hong  Kong  last  year. 

It  will  be  years  before  many  of  these 
research  efforts  produce  vaccines  and 
drugs  in  the  never-ending  war  on  mi- 
crobes. It  doesn't  help  that  the  re- 


Cover  Story 


search  effort  in  industry,  while  impres- 
sive, falls  far  short  of  what  most 
public-health  experts  would  like.  The 
problem  is  economics.  The  antibiotics 
and  vaccines  developed  in  the  1950s, 
'60s,  and  '70s  are  so  cheap  and  still  so 
effective  in  most  cases  that  the  mar- 
kets for  new  treatments  are  uncertain. 


Moreover,  there  are  troubling  holes  in 
drugmakers'  counterattack.  The  devel- 
oping world  can't  afford  most  drugs. 
That  means  the  greatest  scourges  are 
largely  ignored  by  industry.  One  of 
these,  malaria,  infects  500  million  people 
and  cripples  economies  fi'om  sub-Saha- 
ran  Africa  to  Southeast  Asia.  Another, 
TB,  kills  3  million  people  per  year. 

Some  progress  has  been  made  against 
tuberculosis.  An  improved  anti-TB  drug 
from  Hoechst  Marion  Roussel  Inc.  is 
being  reviewed  by  the  fda.  And  Glaxo 
Wellcome  has  signed  an  agreement  with 
researchers  at  Albert  Einstein  College 
of  Medicine  to  develop  a  drug  that  is  ef- 
fective against  TB  strains  resistant  to 
other  antibiotics.  Still,  TB,  like  malaria, 
attracts  fewer  resources  than  other  in- 
fectious diseases.  And  it's  not  hard  to 
figure  out  why,  says  Gail  H.  Cassell, 


who  oversees  Eli  Lilly  &  Co.'s  infe 
tious  disease  research:  "There's  be'; 
the  least  effort  to  develop  new  anti-ii  j 
fectives  [against  these  diseases]  becaut  ■ 
of  the  inability  of  the  population  in  tl 
most  affected  areas  to  pay." 

That's  just  one  reason  the  war  wit 
microbes  may  never  be  fully  won.  Con 
panies  and  nations  need  to  launch- 
and  maintain — effective  campaigns  ni 
only  against  strep  and  flu  but  ah 
against  the  scourges  that  ravage  ft 
too  many  of  the  world's  people.  On! 
then  would  we  have  a  chance  of  rek 
gating  these  killers  to  the  pages  of  oi 
history  books. 

By  Amy  Barrett  in  Philadelphia  an 
John  Carey  in  Washington,  urith  Ric 
Melcher  in  Chicago,  Larry  Armstron 
in  Mountain  View,  Calif.,  and  Juli 
Flynn  in  London 


SOMETIMES  THE  ANSWERS  ARE  SIMPLE 


The  prospect  of  a  microbial  resur- 
gence is  chilling  not  only  in  terms 
of  human  suffering  but  in  its  cost 
to  the  economy.  As  late  as  1938,  one 
study  estimated  malaria  was  robbing 
the  South  of  one-third  of  its  industrial 
output.  Today,  an  epidemic  of  staphy- 
lococcus resistant  to  Vancomycin — of- 
ten considered  the  antibiotic  of  last 
resort — would  disrupt  the  most  com- 
mon medical  practices. 
"Sui'gery  as  we  know 
it  would  have  to 
change,"  warns  Barry 
R.  Bloom,  an  infec- 
tious disease  expert  at 
Albert  Einstein  Col- 
lege of  Medicine. 

PubUc-health  ex- 
perts already  know 
how  to  prevent  such 
disasters.  The  fii'st 
step  is  global  vigilance. 
It's  far  better  to  snuff 
out  or  prevent  a  small 
outbreak  than  fight  an 
epidemic.  With  last 
year's  Hong  Kong  flu,  once  the  avian 
strain  was  spotted  in  himians,  microbe 
hunters  around  the  world  speedily  un- 
locked its  genetic  secrets.  Local  offi- 
cials ordered  millions  of  chickens 
slaughtered.  A  potential  nightmare 
was  averted — demonstrating  the  pow- 
er of  a  svnft  response. 

But  the  public-health  defenses  are 
not  impregnable.  The  Centers  for  Dis- 
ease Control,  says  the  Institute  of 
Medicine's  Dr.  Polly  F.  Harrison, 
"wouldn't  be  able  to  simultaneously 
deal  with  cholera  i;  India,  ebola  in 


Africa,  and  avian  flu  in  Hong  Kong." 

And  prevention  efforts  are  riddled 
vWth  holes.  Controversial  needle-ex- 
change programs,  which  slow  the 
spread  of  Hiv,  aren't  being  funded. 
Syphilis  cases  in  Baltimore  have 
tripled  since  1993,  in  part  because 
agencies  don't  have  the  resources  to 
track  down  and  treat  patients'  sexual 
contacts.  Then  there's  sloppy  hygiene. 


HONG  KONG  SCARE 

After  an  outbreak  of  avian  flu 
killed  six,  quick  action  prevented 
what  could  have  been  a  pandemic 

In  the  Mar.  12  issue  of  the  New  En- 
gland Jowmal  of  Medicine,  re- 
seai'chers  reported  the  cause  of  a  po- 
tentially fatal  yeast  infection  striking 
newborns  at  a  Lebanon  (N.  H.)  hospi- 
tal: workers  who  didn't  wash  their 
hands  after  playing  with  their  dogs. 
Medical  authorities  must  also  ad- 


dress the  misuse  of  drugs.  In  1954, 
the  U.  S.  produced  2  miUion  pounds  of 
antibiotics;  today  the  total  is  more 
than  50  milUon.  Almost  half  is  used  to 
boost  livestock  growth — a  practice 
that  horrifies  many  disease  experts. 
"It  is  the  perfect  formula  for  selecting 
increasing  numbers  of  antibiotic-resis- 
tant bacteria,"  says  TufLs  University 
microbiologist  Stuart  B.  Levy. 

Doctors  and  patients 
ai'e  at  fault,  too.  Levy 
figures  half  of  all  an- 
tibiotic prescriptions 
are  unnecessary:  "It's  a 
major  public-health  cri- 
sis." Antibiotics  are 
powerless  against 
viruses  yet  are  given 
routinely  to  patients 
with  viral  infections — 
spurring  resistance. 
Plus,  many  patients 
don't  take  the  full  an- 
tibiotic course,  also 
spurring  resistance.  "If 
we  released  10  new 
life-saving  antibiotics  tomorrow,  in  10 
years  we'd  have  resistance  problems 
with  them,  too,  unless  we  change  our 
practices,"  says  Dr.  John  D.  Siegftied 
of  Pharmaceutical  Research  &  Manu- 
facturers of  America. 

The  CDC  has  kicked  off  a  campaign 
to  convince  doctors  and  patients  to 
rein  in  antibiotic  prescriptions  and 
use  drugs  properly.  So  we  know  how 
to  beat  back  the  microbial  hordes. 
But  do  we  have  the  wiU? 

By  John  Carey  in  Washington, 
with  Amy  Barrett  in  Philadelphia 
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MUTUAL  FUNDS 


THIS  PARTY 

IS  STILL  JUMPING 

Fund  returns  are  impressive,  and  the  money  is  pouring  in  at  a  torrid  pace 


After  a  torrid  three  years  in  which 
the  average  U.  S.  diversified  mu- 
tual fund  doubled  its  sharehold- 
ers' investment,  you  would  think 
the  stock  market  and  the  funds  would 
take  a  breather  this  year.  Think  again. 
After  a  rocky  beginning,  the  stock  mar- 
ket is  once  again  zooming  ahead  at  warp 
speed. 

And  just  as  in  each  of  the  past  four 


years,  the  Standard  &  Poor's  500-stock 
index,  up  13.17%  for  the  quarter 
(thi'ough  Mar.  23),  is  trouncing  the  av- 
erage mutual-fund  manager.  Still,  the 
average  equity  fund  has  posted  10%  to- 
tal returns  since  New  Year's  (apprecia- 
tion plus  reinvested  dividends  and  cap- 
ital gains).  U.  S.  diversified  funds  are 
up  nearly  11%  for  the  first  quarter  So 
who's  going  to  complain? 


The  Best  Performers 

Telecom  and  European  funds  lead  the  pack 


TOTAL  RETURN* 

TOTAL  RETURN* 

lUnHEWS  KOREA  1                            62  50% 
ULTRAOTC  PROFUND  INV.  38.76 
MONTGOMERY  GLOBAL  COMMUNICATIONS  R     36  42 
TOCQUEVILLE  INTERNATIONAL  VALUE            29  76 
FIDELITY  SELECT  TELECOMMUNICATIONS       27  21 

PHOENIX  INTERNATIONAL  A                     20  80% 
TEXAS  CAPITAL  VALUE  S  GROWTH               20  71 
MARSICO  FOCUS  20.60 
FIDELITY  NORDIC  20.60 
ALLIANCE  NEW  EUROPE  A  20.57 

ULTRABULL  PROFUND  INV.  25.17 
BARTLEH  EUROPE  A  23.93 
LORD  ABBETT  INTERNATIONAL  A  23.87 
TMNSAMERICA  PREMIER  AGGRESSIVE  GRTH.  INV.  23  73 
SMITH  BARNEY  EUROPEAN  B  23.72 

FIDELITY  EUROPE  CAPITAL  APPRECIATION       20  44 
IVY  GLOBAL  A                                    19  95 
MONTGOMERY  INTERNATIONAL  GROWTH  R       19  92 
CONCERT  INVESTMENT  INTL  EQUITY  A          1 9  88 
BJB  INTERNATIONAL  EQUITY  A  19.75 

INVESCO  WORLDWIDE  COMMUNICATIONS        23  47 
PIONEER  EUROPE  A                             22  87 
FLAG  INVESTORS  HLEPHONE  INCOME  A          22  82 
SCUDDER  GREATER  EUROPE  GROWTH            22  74 
6T  GLOBAL  EUROPE  GROWTH  A  22.63 

FIRST  EAGLE  INHRNATIONALY                 19  74 
TRANSAMERICA  PREMIER  SMAU  CO.  INV.  19.70 
MONTGOMERY  INTERNATIONAL  SMAU  CAP  R    1 9.64 
T.  ROWE  PRICE  MEDIA  S  TELECOM.              1 9  60 
PBHG  LARGE  CAP  20                            19  51 

INVESCO  EUROPEAN  22.54 
MONTGOMERY  GLOBAL  OPPORTUNITIES  R        22  42 
OAK  HALL  EQUITY                                22  41 
FEDERATED  INTERNATIONAL  EQUITY  A            22  24 
WEITZ  HICKORY  21.73 

RVDEX  OTG  19.36 
INVESCO  EUROPEAN  SMALL  COMPANY           19  35 
VANGUARD  INTL.  EQUITY  INDEX  EUROPEAN       19  27 
FEDERATED  INTERNATIONAL  SMALL  CO.  B  19.26 
ICON  SOUTH  EUROPE  REGION  1916 

PRUDENTIAL  EUROPE  GROWTH  8  21.23 
WAODEU  S  REED  GROWTH  B  2121 
NICHOLAS-APPIEGATE  INTL.  SMALL  CAP  GR.  A  21.11 
i^ASGSLL  S  REED  INTERNATIONAL  GROVYTH  B    2 1.00 
ST  USm.  TELECOMMUNICATIONS  A            20  85 

AMERICAN  CENT-20TH  CENT  INTL.  DISC.  INV.  1914 
Rl  INTERNATIONAL  EQUITY                      19  10 
RYDEX  NOVA  19.05 
DEAN  WITTER  GLOBAL  UTILITIES  B              19  01 
DEAN  WITTER  EUROPEAN  GROWTH  B             19  00 

'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.  1  through  Mar.  23, 1998 

DATA  MORNINGSTAR  INC 
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Certainly  not  fimd  investors.  They': 
voting  with  their  dollars — ^to  the  tune 
$1  billion  a  day  in  recent  weeks,  saj  | 
Chai'les  Biderman  of  Trim  Tabs  Final  ; 
cial  Services,  a  Santa  Rosa  (Calif.)  fir 
that  tracks  mutual-fund  inflows.  At  thi 
rate,  he  says,  the  funds  will  take  in  %. 
billion  this  month  and  some  $54  billio 
for  the  quarter  Index  funds — low-coi 
portfolios  designed  to  track  a  mark( 
index  rather  than  beat  it — comman  1 
around  10%  of  the  inflows. 
CLOSED  WINDOWS.  The  overwhelmin 
majority  of  fund  buyers  still  put  the 
money  in  the  hands  of  stock-picker 
But  they're  favoring  big  funds  that  ii 
vest  in  blue  chips,  which  is  another  re 
son  small-cap  and  mid-cap  funds  cor 
tinue  to  lag.  Indeed,  on  Mar.  19,  fun 
giant  Fidelity  Investments  announce 
it  would  close  three  behemoths  to  ne^ 
investors — including  the  $40.9  billion  F 
delity  Growth  &  Income  and  $32.2  bi 
lion  Fidelity  Contrafumd — lest  the  port 
folio  managers  get  swamped  by  th 
torrents  of  cash.  Fidelity  did  the  sam 
to  its  Fidelity  Magellan  Fund  last  fall- 
and  its  performance  vs.  the  s&p  500  ha 
improved  (table). 

Cash  is  coming  back  to  bond  fiinds  a 
well,  and  1998's  first  quarter  shoul 
show  the  strongest  inflows  in  four  yean 
Still,  the  money  is  going  mainly  int 
higher-return  funds,  such  as  high-yiel 
bond  funds,  leaving  the  meat-and-pots 
toes  government  and  municipal  ftind 
all  but  ignored.  Taxable  bond  fund 
earned  an  average  1.76%  return  so  fa 
this  year,  tax-free  ftinds  just  0.76%.  Th 
quarter's  best-performing  bond  func 
Phoenix  Emerging  Markets  Bond  A,  u] 
9.65%  (table,  page  116). 

Fund  investors  are  also  sending  thei 
dollars  abroad  once  again.  Emboldenei 
by  their  surprise  success  at  home — th 
U.  S.  market  has  already  gained  fa 
more  than  most  soothsayers  had  fore 


Cash  is  coming  back  to  bond  funds  as  well,  and  1998's  f 
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"or  the  entire  year  just  a  few 
hs  ago — they  are  confident 
fh  to  go  shopping  in  the  bat- 
markets.  Look  at  Matthews 
1  I  Fund,  which  between 
ing  prices  and  a  depreciating 
ticy  lost  65%  of  its  net  asset 
in  1997.  It's  1998's  best  per- 
:r,  up  62.5%  (table).  And  its 
i  under  management  are  up 
ifold  this  year,  as  bargain 
rs  pour  in.  At  $108  million, 
md  is  far  larger  now  than  it 
lefore  the  crisis. 
1,  the  pain  of  last  yeai-'s  Asian 
3t  meltdown  has  not  entirely 
iway.  Biderman  estimates  that 
le  end  of  the  quarter,  cash 
to  international  funds  will  be 
M  billion,  down  from  $14  bil-  i 
n  the  first  quarter  of  1997.  ' — 
flows  follow  performance,  and  if 
temational  fimds  continue  to  make 
,  the  cash  will  follow.  Foreign 
,  which  can  put  then-  money  any- 
!  except  the  U.  S.,  are  up  a  mar- 
;ating  average  13.93%  so  far  this 
according  to  Morningstar  Inc., 
prepares  the  data  for  business 
(table,  page  116).  Even  with  the 
lews  Korea  rebound,  the  Asian 
on  average  are  making  only  mod- 
ins.  The  average  Pacific/ Asia  funds 
xclude  Japan  are  up  5.26%  for  the 
and  those  including  Japan  just 
.  Japanese  funds  themselves  are 
ly  1.87%. 

BOOST.  The  Asian  economies,  says 
manager  G.  Paul  Matthews,  who 
hree  other  Asian  funds  in  addition 
i  Korea  portfolio,  are  in  vaiying 
5  of  recovery.  The  big  picture  in 

is  encouraging,  he  says:  "We  have 
reement  with  the  International 
:ary  Fund,  a  new  president,  some 
Illation.  From  here,  it's  a  company- 
npany  restructuring  story."  He's 
ncoui'aged  by  the  improvements  in 
;onomic  and  business  environment 
iiland  and  discouraged  by  the  lack 
m  in  Indonesia.  As  for  Cliina,  says 
lews,  "it's  been  remarkably  stable 
^h  the  whole  crisis." 
at's  fueling  the  foreign  funds'  per- 
,nce  is  their  European  holdings, 
iinds  investing  only  in  Eui'ope  ai"e 

even  better.  They're  up  an  im- 
:ve  17.56%  this  year,  atop  17.8% 
3ar  and  24.7%  in  1996.  The  reasons 
e  rise  in  Europe  resemble  those  in 
.  S.:  falling  interest  rates  and  cor- 
i  restructurings.  Also  helping  are 
uropean  Monetaiy  Union  and  the 
the  common  cmrency  whose  debut 
eduled  for  next  year 


The  Big  Funds'  Scorecard 


ASSETS 

BILLIONS 

TOTAL  RETURN* 

FIDELITY  MAGELUM 

$68.7 

13.23% 

VANGUARD  INDEX  500 

55.3 

13.26 

INVESTMENT  COMPANY  OF  AMERICA 

42.3 

11.57 

WASHINGTON  MUTUAL  INVESTORS 

41.8 

12.53 

FIDELITY  GROWTTH  &  INCOME 

40.9 

12.24 

FIDELITY  CONTRAFUND 

32.2 

11.72 

VANGUARD/WINDSOR  II 

26.6 

13.00 

FIDELin  PURITAN 

23.9 

8.38 

VANGUARD/WELLINGTON 

23.3 

8.08 

FIDELITY  EQUITY-INCOME 

23.2 

11.74 

FIDELITY  ADVISOR  GROWTH  OPP.  T 

22.8 

10.20 

*Appreciatlon  plus  reinvestment  of  dividends  and 
capital  gains  before  taxes,  Jan.  1  through  Mar.  23,  1998 

DATA:  MORNINGSTAR  INC. 

"The  EMU  can  be  a  catalyst  for  a  lot 
of  positive  changes  that  are  needed  in 
Europe,  like  reform  of  the  welfare  sys- 
tem and  the  development  of  an  equity 
investment  culture,"  says  Carol 
Franklin,  who  i-uns  the  Scudder  Greatei' 
Europe  Grow^th  Fund.  "Companies  in 


Eui'ope  are  beginning  to  talk  about 
shareholder  value."  Laws  in  sev- 
eral countries  have  been  changed 
to  allow  companies  to  buy  back 
shares,  a  tactic  that  has  proven 
powerful  in  boosting  shareholder 
value  in  the  U.  S. 
TELECOM  TRIUMPH.  And  just  as  in 
the  U.  S.,  Europeans  are  acquir- 
ing an  appetite  for  equity  invest- 
ment. "Germans  used  to  invest  in 
bonds,  but  now  they're  also  buying 
stocks,"  says  Patrick  M.  Smith, 
who  manages  Pioneer  Europe  A 
Fund.  "And  in  Spain,  the  amount 
of  household  financial  assets  in 
stocks  has  gone  from  6%  to  14%  in 
J  just  a  couple  of  years."  Smith  has 
I  been  playing  the  investment  trend 
by  buying  shares  in  Eui"opean  as- 

 i  set-management  companies.  One 

of  his  favorites  is  Banca  Fideuram,  an 
Italian  bank  that  makes  most  of  its 
money  by  managing  mutual  funds.  It's 
up  77%)  in  the  past  three  months  and 
200%  in  the  past  yeai'. 

Among  the  specialty  funds,  the  best 
shovrings  came  from  those  that  hone  in 


The  Worst  Performers 

The  once  hot  REIT  funds  cool  down,  and  the  bear  funds  bomb 


TOTAL  RETURN* 


AMERICAN  HERITAGE 

-22.45% 

FIDELITY  REAL  ESTATE  INVESTMENT 

-3.76% 

ULTRABEAR  PROFUND  INV. 

-18.63 

PIONEER  REAL  ESTATE  A 

-3.76 

PRUDENT  BEAR 

-17.13 

U.S.  GLOBAL  INVESTORS  REAL  ESTATE 

-3.67 

COMSTOCK  PARTNERS  CAPITAL  VALUE  A 

-11.78 

AMERICAN  CENTURY  REAL  ESTATE  INV. 

-3.63 

U.S.  GLOBAL  INVESTORS  GOLD  SHARES 

-10.53 

GRANDVIEW  S&P  REIT  INDEX 

-3.53 

RYDEX  URSA 

-10.47 

SENECA  REAL  ESTATE  SECURITIES  ADMIN. 

-3.48 

BEAR  PROFUND  INV. 

-10.40 

VAN  KAMPEN  AMER.  CAP.  REAL  ESTATE  SECS.  B 

-3.46 

U.S.  GLOBAL  INVESTORS  GLOBAL  RESOURCES 

-9.70 

MORGAN  STANLEY  U.S.  REAL  ESTATE  A 

-3.25 

LEXINGTON  STRATEGIC  INVESTMENTS 

-9.02 

VAN  ECK  GLOBAL  HARD  ASSETS  A 

-3.23 

CAPSTONE  NEW  ZEAUND 

-8.47 

STAR  SELECT  REIT-PLUS 

-3.22 

LEXINGTON  TROIKA  DIALOG  RUSSIA 

-7.83 

INVESCO  REALTY 

-3.19 

FRONTIER  EQUITY 

-7.69 

AIM  ADVISOR  REAL  ESTATE  C 

-3.12 

OPPENHEIMER  REAL  ASSET  A 

-7.59 

VANGUARD  SPECIALIZED  REIT  INDEX 

-3.11 

WRIGHT  EQUIFUND-MEXICO 

-7.18 

ALLIANCE  REAL  ESTATE  INVESTMENT  B 

-3.06 

GT  GLOBAL  NATURAL  RESOURCES  B 

-6.69 

MIDAS 

-2.84 

WRIGHT  EQUIFUND-JAPAN 

-5.99 

FEDERATED  ASIA  PACIFIC  GROWTH  A 

-2.59 

ROBERTSON  STEPHENS  GLOBAL  LOW-PRICED  A 

-5.73 

FIRST  AMERICAN  REAL  ESTATE  SECS.  B 

-2.45 

CGM  REALTY 

-5.38 

DEUWARE  REIT  A 

-2.37 

COHEN  &  STEERS  SPECIAL  EQUITY 

-4.96 

FONTAINE  GLOBAL  GROWTH 

-2.03 

WRIGHT  EQUIFUND-HONG  KONG 

-4.75 

DAVIS  REAL  ESTATE  A 

-1.89 

COMSTOCK  PARTNERS  STRATEGY  0 

-4.40 

UNITED  GOLD  &  GOVERNMENT  A 

-1.89 

PHOENIX  REAL  ESTATE  SECURITIES  A 

-4.35 

SOGEN  GOLD 

-1.83 

COHEN  S  STEERS  REALTY 

-4.32 

FONTAINE  CAPITAL  APPRECIATION 

-1.79 

FLAG  INVESTORS  REAL  ESTATE  SECS.  A 

-4.26 

COLUMBIA  REAL  ESTATE  EQUIH 

-1.76 

MUNDER  REAL  ESTATE  EQUITY  INVEST.  B 

-3.86 

FRANKLIN  REAL  ESTATE  SECURITIES  1 

-1.71 

TOTAL  RETURN* 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan, 

DATA:  MORNINGSTAR  INC. 


through  Mar  23, 1998 


;er  should  show  the  strongest  inflows  in  four  years 
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on  telecommunications  stocks.  These 
funds  are  up  an  average  19.79%  this 
year.  After  several  years  of  just  mid- 
dlinjg-  returns,  telecom  stock  prices 
soared,  thanks  to  mergers  and 
takeovers,  deregulation  in  local  markets, 
and  an  explosion  in  data-transmission 
traffic.  "All  tkree  of  those  factors  drive 
equipment  spending,"  says  Brian  B. 
Hayward,  who  inns  the  Invesco  World- 
wide Commimications  Fund  and  is  a  fan 
of  such  telecom  ec(uipment  makers  as 
Lucent  Technologies,  Northern  Telecom, 
and  CIENA.  The  best  telecom  fund  so 
far:  Montgomery  Global  Communica- 
tions R,  up  86.42%,  which  is  taking 
strength  from  both  the  industry  boom 
and  the  foreign  play. 

Telecom  stocks  also  played  a  big  pait 
in  some  of  the  more  diversified  funds 
that  made  it  to  the  tpp  of  the  list.  Jim 
McCall,  managei-  of  the  pbhg  Lai'ge  Cap 
20  Fund,  says  his  Lucent  shares  are  up 
50%  this  year  alone.  That  pays  off  in  a 
concentrated  fund  with  only  20  hold- 
ings. Northern  Telecom  is  in  the  port- 
folio of  the  Marsico  Focus  Fund,  the 
new  venture  of  former  Janus  Twenty 
Fund  superstar  Tom  Marsico.  Marsico 's 
largest  holding,  though,  is  Ford  Motor 
Co.,  making  up  11%  of  the  $130  million 
fund.  It's  no  gi'eat  grov\^h  company,  but 
the  core  auto  business  sells  for  four 
times  earnings. 

TIGHT  FOCUS.  Many  fimd  companies  are 

increasingly  offering  concen-  j  

trated  or  "focused"  funds — and  ' 
the  quarter's  results,  at  least,  ^ 
show  that  when  they  work 
well,  they  do  stand  out.  While 
many  fimds  have  a  relatively 
short  hst  of  investments  when 
they  are  small,  only  the  fo- 
cused funds  remain  concen- 
trated as  they  get  larger.  Not 
all  these  fimds  have  "focus"  in 
their  name.  Transamerica  Pre- 


only  24  stocks.  "There  are  so 
few  really  good  businesses  at 
any  one  point  in  time,  and 
when  I  have  one,  I  make  a  big 
bet  on  it,"  says  Philip  Treick, 
the  portfolio  manager.  Among 
liis  top  holdings  are  Dell  Com- 
puter Cor'p.  and  Pixar. 

The  extreme  opposite  of  the 
focused  fund  is  the  index  fund, 
and  managers  ai'e  finding  new 
variations  on  a  popular  prod- 


The  Bond-Fund  Leaders 


TAXABLE  FUNDS 

TAX-FREE  FUNDS 

TOTAL  RETURN* 

TOTAL  RETURN* 

PHOENIX  EMERGING  MAMETS  BOND  & 

9.65% 

UTON  VANCE  HIGH-YIELD  MBNICinU^  8 

2.62% 

SCUGDER  EMERGING  MARKETS  IKCOME 

7.19 

ALLIANCE  MUNI  INCOME  II  VA  B 

2.41 

FioELiry  c&pim  i  income 

6.88 

EATON  VANCE  AZ  MUNICIPALS  B 

2.05 

METFtlS  HIM-YIELfi  SECmiTIES 

6.19 

EATON  VANCE  NATIONAL  MVNICIF«LS  B 

1.82 

BEM  STEARNS  EMERGING  MARKETS  KIT  A 

6.17 

EATON  VANCE  FL  MUNICIPALS  B 

1.70 

FIDELITY  NEW  MMKHS  INCOME 

6.15 

FRANKLIN  HIGH  YIELD  TAX-FREE  INC  i 

1.64 

JOHN  HANCOCK  HIGK-YIELB  BONB  B 

6.02 

FEDERATED  MUNICIPAL  OPPORTUNITIES  F 

1.61 

FIDELin  ADV.  EMRG.  MKTS.  INC.  T 

5.99 

EATON  VANCE  MUNICIPAL  BOND  1 

1.61 

MERRILL  LYNCH  AMERICAS  INCOME  B 

5.93 

EV  MARATHON  NATL  LTD,  MAT.  MUNIS 

1.58 

6T  GLOBAL  NIGH-INCOME  B 

5.78 

FRANKLIN  NY  TAX-FREE  INCOME  1 

1.55 

AVERAGE  OF  1169  FUNDS 

1.82 

AVERAGE  OF  1348  FUNDS 

0.76 

*Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan.  1  ttirougti  Mar  23,  1998 

DATA.  MORNINGSTAR  INC. 


uct.  One  new  company,  ProFunds,  based 
in  Bethesda,  Md.,  managed  to  make  both 
the  best  and  woi-st  peifoiTnei"s'  lists  with 
index-like  portfolios.  UltraoTC  ProFunds 
uses  futui'es  and  options  to  double  the 
retiu-n  of  the  NASDAQ  100  Index,  NAS- 
DAQ's 100  largest  stocks.  The  fund  is  up 
38.76%'  yeai"  to  date.  UltraBuU,  designed 
to  double  the  retiu"n  of  the  s&P  500,  is 
up  25.17%.  Bear  Pro  Fund,  designed  to 
perfonn  exactly  opposite  to  the  s&p  500, 
is  down  10.4%.  UltraBear  ProFund, 
which  aims  to  deliver  twice  the  inverse 
of  the  s&P,  is  down  18.63%. 


The  Fund  Categories 


TOTAL  RETURN* 


COMiraHieATIONS 

19.79% 

UTILITIES 

9.16% 

EUROPE 

17.56 

SMALL-CAP  VALUE 

8.36 

FOREIGN 

13.93 

DOMESTIC  HYBRID 

7.22 

LARGE-CAP  GROWTH 

13.61 

INTERNATIONAL  HYBRID 

5.97 

WMLB 

12.59 

DIVERSIFIED  EIKRGIIK  WIKTS. 

5.76 

TECHNOLOGY 

12.32 

PACIFIC/ASIA  EX-JAPAN 

5.26 

LARGE-CAP  BLEND 

11.86 

NATURAL  RESOURCES 

3.55 

UNALIGNED 

11.74 

PRECIOUS  METALS 

2.78 

MID-CAP  GROWTH 

11.42 

DIVERSIFIED  PACIRC/ASU 

2.01 

HEALTH 

11.00 

JAPAN 

1.87 

LARGE-CAP  VALUE 

10.79 

LATIN  AMERICA 

1.33 

MID-CAP  BLEND 

10.20 

REAL  ESTATE 

-2.44 

MID-CAP  VALUE 

10.04 

O.S.  DIVERS.  EQUITY  FUNDS 

10.93 

FINANCIAL 

9.64 

AU  EQUITY  FUNDS 

10.05 

SMALL-CAP  BLEND 

9.36 

SSP  SOD  INDEX 

13.17 

SMAU-CAP  GROWTH 

9.26 

In  addition  to  a  few  other  bear  fund 
the  loser  hst  is  dominated  by  funds  sp( 
cializing  in  real  estate  investment  trus 
(REITS).  The  sector  is  down  -2.44% 
the  quarter,  the  only  fund  categoiy 
the  red.  In  pait,  reit  prices  ai-e  sagi 
because  the  Clinton  Administration 
gunning  for  a  treasured  tax  loopho 
that  benefits  a  handful  of  REITs.  But 
Kenneth  Heebner,  who  nans  CGM  Real 
Fund,  says  most  likely  reits  fell 
managers  of  conservative  equity  fun 
traded  them  in  for  higher  octane  stoc 
when  the  mai-ket  took  off.  "There  has: 

~  -—;  been  any  fimdamental  disa] 

pointment  in  reits,"  sa; 
Heebner.  "7\nd  there's  been 
gi-eat  change  in  the  outloo' 
either."  Heebner  argues  th 
relative  to  the  S&P,  REITs  ha' 
never  been  cheaper:  "Doub' 
the  growth  rate  at  half  t 
price." 

Sure,   the  cheapness 
REITS  makes  real  estate  fum 
attractive.  But  what's  ev 


TOTAL  RETURN 
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funds  bring  diversification 
an  investor's  portfolio.  ReJ 
fimds  have  an  even  lower  col 
relation  vrith  the  s&P  500  ths 
foreign  equity  funds  or  ev^ 
many  bond  funds.  That's 
undervalued  attribute  whe 
the  stock  market's  on  a  wij 
ning  streak.  It  will  be  high 
valued  when  that  streak  end 
By  Jeffrey  M.  Lader 

in  New  Foil 


Scaring  telecom  stocks  boosted  the  performances  of 
both  specialty  and  diversified  funds 
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You  have  the  right  to  remain  calm. 


You  have  the  right  to  know  that  when  information  technology  maices  a  left 
turn,  you're  free  to  go  with  it. 

We  can  give  you  that  freedom.  Because  as  an  integrated  services  provider, 
we  can  help  you  take  care  of  the  design,  acquisition,  management  and 
protection  of  your  corporation's  technology  infrastructure. 

Centralized  or  decentralized.  Enterprise  Server  or  PC.  Every  manufacturer. 
We'll  make  sure  the  systems  and  networks  that  get  you  where  you  need 
to  be  today  won't  hold  you  back  tomorrow,  technically  or  financially. 

With  no  inflexible  commitments.  No  chains  around  your  ankles.  No  cause 
to  panic.  No  sweat.  Now  doesn't  that  sound  nice  for  a  change? 


C#MDISCO* 


A  TECHNOLOGY  SEIVICES  COMrANY 


To  learn  more,  visif  www.comdisco.com  or  call  1  -800-272-9792 . 


\    N    A    G    I    N  G 


TECHNOLOGY 


I  N 


SET  MANAGEMENT 
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•     NETWORK    SERVICES     •  LEASING 


Finance 


MICRO-CAPS 


WERE  THE  SHORT  SELLERS 
RIPPED  OFF? 

A  California  brokerage  is  accused  of  manipulating  prices 


For  short  sellers  of  micro- 
cap  stocks,  the  riches  can 
be  substantial — and  the 
risks  can  be  dowairight  scary. 
These  little  known  market  play- 
ers face  a  potent  weapon:  the 
dread  "buy-in,"  in  which  bro- 
kerages replace  shares  sold  by 
the  shorts,  often  forcing  them 
to  incur  painful  losses.  The 
long-short  warfare  is  usually 
waged  in  secret,  and  that  is 
what  makes  the  recent  tussle 
between  shorts  and  a  Califor- 
nia brokerage,  Waldron  &  Co., 
so  remarkable.  This  time  the 
shorts  have  gone  public — and 
the  result  is  a  rare  picture  of 
how  even  savvy  traders  can  be 
slaughtered  in  micro-cap  stocks. 

For  regulators,  who  halted 
trading  in  the  stock  at  issue, 
Shopping.com,  on  Mar.  24,  the 
Battle  of  Waldron  poses  a  fun- 
damental question.  Are  short 
sellers  positive  forces  in  the 
fraud-prone  micro-cap  market, 
bringing  those  stocks  down 
to  their  true  value?  Or,  as 


Shopping 

.com 


Commercial 


GHt  CerfUicartes 


NO  BARGAIN: 

Losses  reached 
$24  million  on 

claimed  by  Waldron,  do  they  sales  of  $377,000  Coi-vette's  going  to  appreciate 


di'on's  president,  Cery  B.  Perle, 
what  happened  was  simple: 
The  short  sellers  failed  to  de- 
liver the  stock  they  had  sold 
short.  He  first  gave  them  no- 
tice to  deliver — insufficient 
notice,  the  shorts  say.  Then, 
Perle  says,  Waldron's  clearing 
firm,  Wedbush  Morgan  Securi- 
ties, went  "to  the  Street"  to  re- 
place the  stock.  They  didn't 
have  to  look  far — there  was 
plenty  at  Waldron  &  Co.  Perle 
delivered  the  stock  to  Wedbush 
at  prices  that  he  concedes  were 
far  higher  than  they  had  been 
selling  foi-  only  minutes  earliei-. 
In  one  instance,  the  buy-in  price 
charged  Fiero  was  $39  a  share 
on  Mar.  19,  when  the  shares 
never  traded  much  higher  than 
$26.  The  price  for  the  shorts 
was  $36  on  Mar.  11,  when 
eveiyone  else  paid  $29  (chart). 

Why  so  high?  Well,  Perie 
hkens  Shopping.com  stock  to  "a 
1952  Coi-vette,  pink  and  white 
and  in  perfect  condition ....  You 
believe  in  the  next  year  that 


hurt  investors  and  brokers 
by  driving  down  share  prices? 

The  battle  began  not  long  after  Shop- 
ping.com  was  taken  public  by  Waldron 
last  November,  at  $9  a  share.  The  com- 
pany operates  an  Internet  Web 
site  that  is  a  kind  of  online 
warehouse  retailer.  The  shares, 
trading  in  the  (nc  Bulletin 
Board,  climbed  instantly  to  a 
premium.  By  early  March,  the 
stock  was  $32 — a  market  capi- 
talization of  more  than  $120 
million  for  a  company  that  sus- 
tained a  $2.4  million  loss  on 
sales  of  $377,000  in  the  nine 
months  that  ended  last  Oct.  31. 
The  company  says  sales  are 
soaring,  but  short  sellers  are 
unconvinced.  "That  stock  is  way 
overvalued,"  says  New  York 
short  seller  John  Fiero. 

Once  the  shorts  piled  on,  the 
buy-ins  began.  As  tokl  by  Wal- 


35 


30 


more.  But  he  denies  Waldron 
made  a  killing  on  the  "Corvette."  He 
says  the  shares  came  not  from  Waldron's 
inventoiy  but  from  "customei'  accounts." 
Asked  if  he  knew  the  customers,  Perle 


SLAUGHTER  OF  THE  SHORTS 
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STOCK  PRICE 
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became  agitated,  saying:  "I'm  not  goii 
in  that  direction.  I'm  going  to  be  ve 
stem  vrith  you  there." 

But  Fiero  and  other  shorts  say  Sho 
ping.com  stock  was  manipulated  u 
ward.  Fiero  asserts  that  he  lo 
$977,000  as  a  result  of  the  buy-ins,  ai 
he  feels  Wedbush  bears  much  of  tl 
blame.  "They  let  Waldron  ran  rampa 
and  rip  off  other  brokerage  firms  ai 
its  customers,"  says  Fiero.  Howevt 
Wedbush's  head  of  dealing,  Wendy  Re 
asserts  that  the  firm  merely  acted  ( 
Waldron's  instractions  and  committ( 
no  wrongdoing.  Fiero  makes  one  pa 
ticulai'ly  grave  accusation.  He  maintai 
that  Perle,  through  an  intermediary,  r 
cently  threatened  to  buy  him  in  ; 
$50 — double  the  market  price — if  1 
didn't  close  out  his  short  position.  Th 
is  denied  by  Perle. 
"BRAZEN  SCHEME."  Another  group 
shorts  raises  serious  allegations  in  a  su 
filed  in  U.  S.  District  Court  in  Manha 
tan.  Florida  short  sellers  Richard  ar 
Lauri  Gladstone  charge  that  Waldro 
Wedbush,  and  Shopping.com  engaged 
a  "brazen  criminal  scheme"  to  manipi 
late  Shopping.com  prices  by  such  tim 
tested  methods  as  failing  to  execute  cu 
tomer  sell  orders.  The  defendants  der 
wi'ongdoing. 

All  the  heat  has  brought  forth  swi 
regulatory  attention.  The  National  A 
sociation  of  Securities  Dealers  hj 
launched  an  investigation  of  tradin 
in  Shopping.com  stock,  according  t 
sources  familiar  with  the  inquiry.  An 
on  Mar  24,  the  Securities  &  Exchanj 
Commission  halted  trading  until  Apr. 
citing  "recent  market  activity  in  th 
stock  that  may  have  been  the  result  ( 
manipulative  conduct."  In  a  statemen 
Shopping.com  said  it  is  cooperating  vrit 
the  SEC"'s  inquiry. 

The  NASD  and  sec  won't  comment  0 
the  trading  halt.  But  as  far  as  thos 
high-price  buy-ins  are  cor 
cemed,  Wakh'on  may  have  som 
explaining  to  do.  NASD  Reguk 
tion's  general  counsel.  Aide 
—  Adkins,  says  there  are  no  har 
and  fast  rules  dictating  th 
prices  at  which  buy-ins  can  tak 
place.  But  he  says  th 
prices  must  be  "fair" — an 
that  the  person  who  set 
the  pi-ice  must  be  prepare 
to  defend  it.  This  is  one  bat 
tie,  it  seems,  that  the  short 
ai"e  likely  to  vdn.  But  whc 
ever  prevails,  there  will  sti 
sure  losers — the  small  in 
vestors  who  get  caught  in  th 
middle. 

By  Gary  Weiss  in  New  Yon 
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Better. 


American  Century  5-Star  Performance 


Average  Animal  Total  Riiiirns 
As  Of  Deeember  M  m? 

1  Year 

3  Years 

5  Years 

Life  of  Fund 

Income  & 
Growth  Fund 

34.5" 

31.7" 

20.4" 

21.1" 

iHuvih;  i;  I'I'OI 

Equtty 

Growth  ¥\jm 

36.1" 

32.6" 

21.0" 

19.0" 

Mornnigstar  liiilnigs  As  Of  Febni 

in/  2S,  199S.  Funds  Rated  For  The  Overall  Period  Among  2JS3  Dome 

Stic  Sloek  Funds. 

Better  Yet. 

Put  These  American  Century  5-Star  Funds  In 
Your  Roth  IRA,  Totally  Free  Of  Federal  Taxes.' 

How  could  you  possibly  improve  on  5-Star  funds  that  have  beaten  the  S&P 
so  consistently?  Put  them  in  a  Roth  IRA,  where  you'U  pay  no  taxes  on  the 
gains.  Ever.  To  find  out  more,  calT  American  Century  at  1-800-345-2021.  After 
ali,  5-Star  performance  feels  even  better  when  you  can  keep  every  penny  of  it. 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you 
invest.  Nahirnlly,  past  pcrfoniiaiice  can't  guarantee  future  results.  These  figures  are  for  investor  class  shares  and  assume  all  dividends 
were  reinvested.  Please  consult  a  prospectus  for  information  about  other  share  classes,  hwestment  return  and  the  value  of  your  principal 
will  fluctuate,  and  the  final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  Tlte  S&P  500  is  an  index  created 
by  Standards  &  Poor's  Corporation  that  is  considered  to  represent  the  performance  of  the  stock  market  generally.  It  is  not  an  investment 
product  available  for  purchase.  'Must  hold  Roth  IRA  for  5  years  for  earnings  to  be  tax-free.  Rath  IRAs  are  not  available  for  tlie  1997 
tax  year.  Please  consult  your  tax  advisor  for  details  regarding  the  Roth  IRA  and  recent  tiix  legislation. 

Moniingstar  propnetanj  ratings  reflect  risk-adjusted  peifbnimnce  as  of 2/28/98.  These  ratings  may  change  monthly,  and  are  cakukled  from 
the  funds'  three-  ami  five-year  average  annual  total  rehims  in  excess  of  90-day  Treasim/  bill  returns,  with  the  appropriate  fee  adjustments  ami 
a  risk  factor  that  reflects  fund  performance  beknv  90-day  Treasury  bill  returns.  Income  '&  Croivth  and  Equiti/  Growth  liave  five  stars  for  three- 
and  five-years  ami  overall  out  of 2,383;  1,344  and  2,383  domestic  stock  funds.  Tlie  top  10%  of  tlie  funds  m  a  class  received  five  stars;  the  next 
22.5%  received  four  stars.  ©1998  American  Cenhin/  Seivices  Corporation,  Fumis  Distributor,  Inc.  bsw 


American 
Century. 


www.americancentury.com 


1-80  0-345-21021 


Finance 


COMMENTARY 


By  Amey  Stone 


BAD  QUARTER?  DON'T  KEEP  SHAREHOLDERS  GUESSING 


Investors  used  to  just  have  earn- 
ings season  to  worry  about.  Now 
there's  also  pre-earnings  season 
to  sweat  over.  The  number  of  com- 
panies pubHcly  announcing  that 
first-quarter  earnings  won't  meet 
Wall  Street's  expectations  has  been 
steadily  increasing  over  the  past 
few  years.  Investors  benefit  from 
these  "pre-announcements,"  since 
they  are  getting  new  information 
earlier.  But  the  way  in  which  some 
companies  handle  the  announce- 
ments leaves  much  to  be  desired. 

As  of  Mar.  25,  Fii-st  Call  Corp.,  a 
Boston  fiiTTi  that  tracks  earnings  es- 
timates, tallied  203  pre-announce- 
ments for  this  quarter,  with  about 
54%  reflecting  lower  expectations. 
March  brought  bad  news,  fii-st  from 


such  tech  leaders  as  Intel,  Motorola, 
and  Compaq  Computer  and  then 
from  Kimberly-Clark,  Sunbeam,  and 
Cummins  Engine.  Despite  the  posi- 
tive news  from  Microsoft  on  March 
24,  "what  really  stands  out  about 
this  quarter  is  that  there  have  been 
so  many  sigTiificantly  negative  an- 
nouncements from  major  compa- 
nies." says  Charles  L.  Hill,  First 
Call's  director  of  research. 
SHOCK  ABSORBERS.  The  public  re- 
leases are  a  vast  im- 
pi'ovement  over  the 
days  when  companies 
might  just  tip  off  a  few 
favored  analysts  to  low- 
er their  numbers.  That 
allowed  some  well  con- 
nected investors  to 
bail  out  of  a  stock 
before  most  others 
realized  anything  had 
gone  awiy.  To  be 
sure,  the  warnings 
can  cause  siiai-]) 
sell-offs,  but  they 
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seem  to  help  smooth  things  over  by 
the  time  the  actual  earnings  number 
is  released. 

To  disseminate  disappointing  earn- 
ings forecasts  this  quarter,  compa- 
nies have  used  a  range  of  methods 
that  in  some  cases  can  be  improved 
upon.  Some,  such  as  Intel  and  Cum- 
mins Engine,  issued  press  releases. 
Others,  including  Compaq  Computer 
Coi-p.,  followed  the  press  release 
with  a  conference  call  but  restricted 
it  to  analysts  and  big  investors.  Walt 
Disney  Co.  didn't  issue  a  release  at 
all  but  guided  a  few  analysts  to  low- 
er their  expectations  for  the  fiscal 
second  quarter,  prompting  a  2.8% 
slide  in  the  share  price  on  Mar.  4. 
The  company  says  that 
it  just  responded  to 
analysts'  questions  and 
did  not  consider  it  had 
"material"  news  to  re- 
port, which  would 
have  necessitated  a 
public  release. 

Disney  may  be 
right,  according  to  the 
letter  of  the  law.  Learning  that  the 
box-office  take  was  weaker  than  ex- 
pected did  not  prompt  ana- 
lysts to  lower  their  earnings 
forecasts  by  much.  However, 
the  spirit  of  the  law  would 
call  for  Disney  to  have  issued 
a  press  release,  giving  all  ana- 
lysts and  investors  the 

same  information  at  the 
"  same  time. 

This  gap  between  spirit 
and  letter  is  something  the 
Securities  &  Exchange 
Commission  has  taken  note 
of  recently.  "Legally,  you 


can  split  hairs  all  you  want,"  said 
SEC  Chairman  Arthur  Levitt  Jr.  in  a 
Feb.  27  speech  warning  analysts  not 
to  trade  on  material  information  pri- 
or to  its  public  release.  "But  ethical- 
ly, it's  very  clear."  Levitt  noted  "a 
great  deal  of  unusual  trading"  can 
occur  before  announcements. 

Leaving  legal  gi'ay  areas  aside, 
there  are  some  simple  things  compa- 
nies should  do  to  improve  the  flow 
of  information.  For  openers,  compa- 
nies should  pre-announce  earnings 
only  after  the  market  closes,  grant- 
ing the  public  ample  opportunity  to 
learn  the  news  before  trading  re- 
sumes the  next  day.  This  is  increas- 
ingly the  practice,  but  it  should  be 
the  nile. 

ALL  EARS.  If  companies  are  going  to 
hold  a  conference  call  to  provide 
more  detail  about  the  news  release, 
they  should  open  it  up  so  the  pubUc 
can  listen  in.  This  can  be  done  by 
broadcasting  q&a  sessions  hve  over 
the  Internet.  Microsoft  recently 
started  doing  this  with  its  quarterly 
earnings  announcements,  and  Intel 
will  do  so  with  its  next  announce- 
ment. For  those  companies  with 
Web  sites  in  place,  this  is  neither  an 
expensive  nor  compli- 
cated proposition.  Com- 
panies can  also  open 
up  their  confer- 
ence call  to  the 
J^~^'    public  by  an- 
nouncing  the 
number  in  their 
press  release. 
Teclmology 
now  allows  thousands  of  lis- 
teners in  on  a  single  call. 

Pre-announcements  may 
only  smooth  the  overall  ef- 
fect of  a  company  failing 
to  meet  eaiTiings  expecta- 
tions. Ultimately,  the  stock 
price  will  settle  at  its  real  economic 
value.  Still,  with  many  investors 
looking  for  signs  it  may  be  time  to 
take  profits,  companies  should  pro- 
vide Wall  Street  and  the  general 
public  with  the  same  information  at 
the  same  time. 


Sitone  urrites  about  Wall  Street  for 
Business  Week  Onlme. 
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ACME  ' 
INDUSTRIES 

^"-1-    — DIRECTORY- 
EXECUTIVE  OFFICES  Hthfuxk 
SALES  &  MARKETING  l3niFiooR 
ITDEPT  IZiHHiwR 

IT  MPT  lllHflOOR 
ITDEPT  IOtH  FLOOR 

ITDEPT  9lH  FLOOR 


Things  they  never  tell  you  when  you  buy  enterprise  software. 

It  will  grow  your  business 
in  more  ways  than  one. 


Get  ready  to  staff  up.  Most  enterprise  software 
is  so  complex,  even  small  business  changes  require 
big  help  from  the  IT  department.  Say  you  open 
a  new  office.  Got  to  call  in  the  programmers. 
Move  into  a  new  market,  call  in  the  programmers. 
Acquire  another  company,  call  in  the  programmers. 
You  even  need  programmers  just  to  rearrange 
your  users'  screens. 

Thankfully,  there's  one  way  to  avoid  being 
overrun  by  technology.  J. D.  Edwards  enterprise 


software.  The  solution  that's  so  much  simpler, 
business  managers  can  very  often  make  changes 
all  by  themselves.  Only  J.D.  Edwards  neatly  separates 
your  business  appUcations  from  your  technology.  So 
adapting  to  change  is  easier.  Modifications  are 
easier.  Your  IT  people  get  back  to  doing  what 
they  do  best.  And  you  can  use  those  extra  offices  for 
staff  that  will  really  grow  your  business.  That's  how 
enterprise  software  ought  to  be.  To  find  out  more, 
call  1-800-727-5333  or  visit  www.jdedwards.com. 


IPEdwards 

Enterprise  Software 

How  it  ought  to  he- 

Copyright  ^  J.D.  Edwards  World  Source  Gimpany.  1998  |  1"^  f  iK\.ini'  1 .  1  n-^r.trn  J  ir     n>  iri-  -  -I  |  f )        ml.  f-  '  -  iiiiru;i>. 
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IS  CITICORP  EYEING 
PAYMENTECH?  

The  rising  tide  hasn't  lifted  all  stocks. 
Some  have  gone  south,  like  Pay- 
mentech  (Kri),  the  nation's  third-largest 
I)rocessor  of  merchant  credit^card  trans- 
actions. Its  shares  have  been  on  the 
rop(!S  since  it  disappointed  the  Street 
last  year  with  lower-than-expected  fiscal 
fourth-quarter 
AFTER  THE         earnings.  Up  as 
FALL  high  as  'M  in  mid- 

June,  the  stock 
fell  as  low  as  12 
in  late  December. 
But  it's  now  re- 
bounding, snap- 
ping back  to  more 
than  17  a  share 
on  Mar.  24. 

Most  analysts 
are  still  skeptical, 
but  at  least  one — 
Gregory  Gould  of 
Goldman  Sachs, 
has  raised  his  rat- 
ing from  "mai'ket 
perform"  to  "market  outperform." 

That  doesn't  seem  like  a  significant 
upgrade,  but  some  big  investors  ai-gue 
thei'e's  anothei-  i-eason  to  be  upbeat  on 
the  stock:  wliisi)ei-s  that  the  compsiny  is 
being  shopped. 

These  pros  say  Banc  One,  which 
owns  a  57%  .stake  in  Paymentech,  plans 
to  sell  its  holdings.  The  bank  ended 
up  with  a  big  slice  of  the  stock  when  it 
acquired  Paymentech's  parent,  First 
USA,  in  June,  1997.  Banc  One  officials, 
say  some  analysts,  have  said  they  plan 
to  unload  the  Paymentech  shares  at 
some  [)oint.  A  spokesman  says  in  order 
to  maintain  the  pooling-of-interest  na- 
ture of  tlie  ac(|uisilion,  Himc  One  has  to 
keep  its  slake  for  two  years  after  the 
closing  of  the  deal.  But  that  does  not 
preclude  a  sale  prior  to  June,  1999. 

Whispers  are  that  Bimc  One  is  talk- 
ing with  Citicoq)  and  at  least  one  oth- 
er tinancial  institution  to  unload  the 
block.  One  New  York  money  adviser 
recalls  that  Cilict)!-})  officials  had  pi'i- 
vately  expj-essed  interest  in  buying 
Paymentecli  when  it  was  still  p;u-l  of 
First  us.\.  Paymentech,  calleil  First 
I  SA  Paymentech  then,  changed  its 
name  after  the  ac(|uisition. 

"Paymentech  continues  to  face  pric- 
ing pressure  and  is  having  a  tough 


time  making  acquisitions — which  had 
been  a  big  source  of  growth  in  the 
past,"  says  analyst  Jennifer  Scutti  at 
Prudential  Securities.  A  shareholder 
class  action  also  has  been  filed  against 
Paymentech  in  Texas,  claiming  it  failed 
to  disclose  the  slowdowm  resulting  from 
its  acquisition  by  Banc  One.  Pay- 
mentech denies  the  allegation.  A  Pay- 
mentech spokesman  declined  comment 
on  the  Citicorp  rumor.  Citicorj:)  didn't 
return  calls. 


RECOTON'S  GOOD 
VIBRATIONS 

Investment  manager  Douglas  Raborn, 
who  manages  some  $120  million  for 
wealthy  clients,  has  bagged  some  huge 
winners,  such  as  Great  Western  Fi- 
nancial, which  he  bought  last  year  at 
2()  and  sold  at  48  after  six  months,  and 
Maytag,  which  ran  from  22  to  49.  Now 
he  says  he  has  found  another:  Recoton 
(itcoT),  a  major  supplier  to  Circuit  City 
Stores  and  Best  Buy,  retailers  of  elec- 
tronic products. 

Recoton,  a  leading  developer  and 
maker  of  consumer-electronics  acces- 
sories, sports  fundamentals  that 
Raborn  goes  for:  Strong  earnings 
growth  and  a  low  price-earnings  ra- 
tio. Recoton  currently  trades  at  28,  or 
at  a  p-e  of  only  10  based  on  Rabom's 
1999  earnings  estimate  of  $2.25  a 
shju'e.  This  year,  Raborn  expects  earn- 
ings of  $1.85,  vs.  1997's  $1.18. 

Raborn  says 
that  in  spite  of 
the  shakeout  now 
among  retailers  of 
tk'ctronic  prod- 
iK'ts  and  video 
games,  Recoton 
will  prevail  as  a 
major  supplier  to 
the  industiys  siu- 
vivors.  Mean- 
while, the  compa- 
ny is  pursuing 
some  new  busi- 
nesses  with  its 
big  customers,  such  as  Sem-s  Roebuck, 
to  market  its  line  of  loudspeakers — in- 
cluding Advent,  AR/Acoustic  lieseiu'ch, 
and  Jensen  products.  This  line  alone, 
says  analyst  William  Jelin  of  Pauli  & 
Co.,  should  add  at  least  $15  million  in 
sales  volume  per  year.  Recoton  also 
has  sigiied  recent  agTeements  with  oth- 
er big  retailers,  including  Wal-Mart. 
Kmart,  OfficeMax,  and  Musicland 
(Jroup. 


WINNING  STREAK: 

Raborn  likes  the 
lotv  Recoton  p-e 


A  LAB  PREGNANT 
WITH  POSSIBILITY 


Insiders  at 
( 


Columbia  Laboratories 
I  (cob)  think  its  one  "blockbuster'! 
product — Crinone,  a  natural  progesj 
terone  gel  approved  in  1997  by  thd 
Food  &  Drug  Administration  for  inl 
fertihty  treatment — is  finally  ready  t<l 
take  off.  Its  marketing  by  Americaif 
Home  Products'  Wyeth-Ayerst  unit  ij 
now  being  launched  "in  full  force  iJ 
the  U.  S.,"  says  Columbia  Labs  Chs 
man  William  Bologna.  He's  convince^ 
Crinone  will  highlight  Columbia's  fo 
cus  on  women's  health  care,  a  marke 
valued  by  analysts  at  $6  billion  and 
expected  to  exceed  $10  billion  by  20 

Crinone  comes  in  two  forms:  CrinonJ 
8%,  a  prescription  product  approve^ 
for  assisted  reproduction,  launched 
September  in  23  fertility  clinics,  whicll 
analysts  say,  has  had  solid  acceptanc^ 
and  Crinone  4%,  launched  in  mic 
March,  said  to  be  a  breakthrough 
hormone-replacement  therapy. 

Columbia  uses  a  patented  bioadh6| 
sive  applicator  that  delivers  Crinor 
dir-ectly  to  the  uterus.  The  gel  adhere 
for  at  least  72 
hours  and  pro-        READY  FOR 
tects  against  in-        A  REBIRTH 
fection,  minimizes 
leakage,  and  is 
hypoallergenic. 
Ajialyst  Elizabeth 
McCreery  of 
Lazard  Freres 
expects  Crinone 
A%  to  become  an 
"important  op- 
tion" for  hoiTnone 
replacement,  of- 
feiing  advantages 
to  progestin-intol- 
erant  women  and 
women  in  early 
and  midstages  of  menopause. 

McCreery  expects  earnings  to  iij 
crease  from  3?  a  shai'e  in  1997  to  Si 
in  1998,  $1.07  in  1999,  and  $1.68 
2000.  Columbia's  stock,  trading  at  II 
could  hit  21^  in  12  months,  she  saj 
based  on  a  p-e  of  20  times  her  195| 
eiu-nings  estimate. 

Bologna  puts  the  Ciinone  A'7c  markJ 
at  $1.5  billion.  "We  expect  to  take  sonj 
2%  of  the  Ci-inone  4%  market  this  ye 
and  then  ramp  it  up  next  yeai','' 
adds.  AHP  doesn't  own  shai'es  in  C| 
liunbia.  "We  haven't  discussed  that 
pect,"  insists  Bologna. 
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arketing 


LYWOOD 


E'S  BIG.  HE'S  UPSET 
E'S  INVISIBLE 

chandisers  are  antsy  about  Godzilla's  marketing 


was  the  end  of  a  long  day  of 
looting  on  the  north  shore  of 
ahu.  Matthew  Broderick,  star  of 
e  Sony  Pictures  Entertainment 
Jodzilla,  stepped  off  a  seaplane 
leaded  into  the  brush  in  search 
i  giant  lizard.  But  for  Dean  Dev- 
le  film's  35-year-old  producer,  one 

task  awaited.  As  shooting  fln- 
,  he  headed  across  the  island  to 
Lvish  Ihi  Lani  resort  to  brief  ner- 
Taco  Bell  executives  on  Godzilla's 
lally  secretive  marketing  plans, 
hey  needed  was  someone  to  hold 
hand  a  little,"  says  Devlin. 
1  not  the  movie  they're  worried 
.  If  Hollywood  buzz  is  to  be  be- 
1,  Godzilla  is  going  to  be  a  mon- 
lit  this  summer.  But  pardon  the 
irtners  and  licensees  who,  like 
Bell,  have  signed 

create  mcvie  tie- 
ir  getting  a  little 
.  Until  the  film 

on  May  20,  none 
!m  will  be  able  to 
he  image  of  the 
)ry  lizard  to  pro- 

their  products, 
ds,  no  toys,  not 
plastic  soft-drink 
:an  appear  if  they 
Godzilla.  Says  W. 
lyne  Booker,  se- 
vice-president  of 
eting  for  Ti-end- 
3rs  Inc.,  a  St. 
-based  toymaker 

the    rights  to 

more  than  40 
ilia-based  toys: 
me  was  0.  K.  with 

at  least  not  at 


at's  understand- 
since  the  tactic  is 
as  far  from  stan- 
Hollywood  mar- 
y  as  a  movie  can 
Normally,  movie- 
rs  try  to  build  ex- 
ent  and  merchan- 


dise sales  for  a  film  by  trotting  out  its 
stars  well  in  advance  of  opening  day. 
Walt  Disney  Co.  has  made  a  science 
of  the  practice  and  has  been  rewarded 
with  successes  such  as  The  Lion  King's 
$100  milhon  in  toy  sales. 

So  why  keep  the  big  guy  under 
wraps?  The  mystery  marketing  is  the 
brainchild  of  Devlin  and  director 
Roland  Emmerich,  the  team  that  cre- 
ated the  1996  Twentieth  Century  Fox 
Film  Corp.  blockbuster  Independence 
Day  using  a  similar  no-see-um  tactic. 
The  two  have  redesigned  Godzilla,  the 
star  of  more  than  20  B-movies — and 
have  mandated  that  no  one  outside  the 
production  team  can  spot  him  in  his 
full  gloiy  till  opening  night.  Devlin  and 
Emmerich  hope  to  create  a  mood  sim- 
ilar to  the  opening  weekend  of  hide- 


WHAT  PRICE  SECRECY? 

Movie  tie-ins  typically  tally  30%  of  their  sales  before  open- 
ing day,  leaving  many  marketers  nervous  about  Sony's 
efforts  to  keep  its  neiv  Godzilla  under  wraps: 

TACO  BELL  Filmed  two  separate  ads.  Early  ads  show 
only  Godzilla's  feet  stomping  New  York  City;  the  beast 
himself  won't  appear  till  opening  day. 

TOYS  'R'  US  Can't  put  Godzilla  merchandise  on  its  ' 
shelves  until  the  film  debuts. 

KODAK  To  preserve  secrecy,  Sony  insisted  on  using  its  owii 
film  crew  to  shoot  Kodak's  ad  promoting  a  camera  tie-in. 

TRENDMASTERS  Allowed  only  a  handful  of  retailers  to 
view  toymakers'  prototypes,  limiting  industry  buzz  and 
early  demand. 


pendence  Day,  when  moviegoers 
flocked  to  get  a  look  at  the  much-her- 
alded bad  guys.  That  success  persuad- 
ed Sony  to  go  along  with  the  unortho- 
dox approach  for  Godzilla.  "With 
filmmakers  of  this  quality,  you'll  take 
a  chance,"  says  Sony  Chairman  John 
Calley. 

Still,  it's  a  pretty  big  roll  of  the  dice. 
Licensing  experts  estimate  that  as 
much  as  30%  of  a  movie's  tie-in  prod- 
ucts are  sold  before  a  film's  opening 
weekend  via  fast-food  restaurants,  toy 
stores,  and  the  like.  That  makes  hiding 
Godzilla  from  the  public  eye  a  22-story 
headache  for  the  retailers.  Despite  com- 
plaints from  Toys  'R'  Us  Inc.,  for  ex- 
ample, stores  won't  be  allowed  to  stock 
Godzilla  toys  until  the  night  before  the 
movie  debuts.  Bob  Weinberg,  the 
chain's  senior  vice-president  and  gen- 
eral merchandising  manager,  complains 
that  stores  could  easily  be  selling 
Godzilla  merchandise  over  the  next 
several  weeks.  'We  think  it's  all  kind  of 
silly,"  he  says.  "You  don't  have  much  of 
a  Godzilla  display  without  Godzilla." 
BODY  PARTS.  But  having  struck  this 
deal  with  the  filmmakers,  the  movie's 
marketers  and  licensing  partners  are 
making  the  best  of  it.  Taco  Bell,  which 
will  spend  $20  million  to  promote  the 
film,  made  two  separate  TV  commer- 
cials— one  for  April  that  shows  only 
the  lizard's  giant  foot 
smashing  New  York, 
and  a  later  version 
with  a  full  view  of  the 
rampaging  beast.  East- 
man Kodak  Co.,  which 
has  a  product  appear- 
ing in  the  flick,  had  to 
let  a  Sony  production 
crew  film  its  commer- 
cial. And  Trendmasters 
played  up  the  secrecy 
by  posting  guards  out- 
side its  display  space 
at  trade  shows,  issuing 
card  keys  to  a  select 
few  retail  buyers. 

Sony,  too,  is  looking 
to  make  a  viitue  of  this 
necessity.  Although  the- 
ater trailers  have  been 
running  since  Januaiy, 
they  have  built  curiosi- 
ty by  never  showing 
more  than  the  tail,  foot, 
or  eye  of  the  beast. 
Sony  has  also  coughed 
up  roughly  $20  million 
for  a  high-profile  TV  ad 
campaign — including  an 
estimated  $2  million  for 
a  spot  on  the  upcoming 
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Marketing 


finale  of  Semfeld.  And  at  150  movie 
theaters,  Sony  will  put  up  10/^-foot-tall 
computerized  displays  recreating  a 
stormy  weather  scene  in  the  movie  in 
which  New  York  is  trashed — with  no 
monster  in  sight.  Says  Sony  marketing 
chief  Robert  Levin:  "We  were  forced 
to  get  creative." 

Foi'  some,  however,  the  extra  effort 
wasn't  worth  it.  Sony  says  Galoob  Toys 
Inc.,  which  makes  toys  for  movies  such 
as  Star  Wars,  backed  out  of  an  oppor- 


solid  reputation — and  it  already  has 
rights  to  make  classic  Godzilla  toys — li- 
censing heavyweights  like  Mattel  and 
Hasbro  didn't  sign  up.  Burger  King 
Corp.  chose  to  stick  with  its  summer 
movie  tie-in.  Small  Soldiers,  rather 
than  add  Godzilla.  Altogether,  Godzil- 
la's marketers  have  signed  tie-ins  with 
80  licensees.  While  certainly  good,  the 
numbers  trail  the  partnership  deals 
typically  signed  up  by  movies  with 
more  traditional  marketing;  The  Flint- 


restrial  generated  interest  by  hidi 
the  face  of  then-  alien  stai*  until  oper 
night.  And  Godzilla  may  have  a  way 
make  up  for  lost  face  time,  says  Jo 
Ki'ier,  president  of  Exhibitor  Relati 
Co.,  which  advises  theaters  on  upco 
ing  films.  With  the  field  to  itself, 
should  enjoy  a  blockbuster  openi 
weekend.  "Everyone  else  is  afraid 
Godzilla  and  has  moved  their  films 
other  weekends  to  stay  clear  of  i 
Ki'ier  says. 


"We  think  it's  all  kind  of  silly.  You  don't  have  much  of 
a  Godzilla  display  without  Godzilla" 


tunity  to  be  Godzilla's  toymaker.  Ga- 
loob declined  comment.  And  already, 
some  Godzilla  licensees  are  suffering 
for  the  silence.  The  line  of  Godzilla  toys 
isn't  creating  nearly  the  same  buzz 
with  retailers  as  the  Hasbro  line  based 
on  Dreamworks  skg's  Small  Soldiers, 
says  Martin  Brochstein,  executive  edi- 
tor of  The  Licensing  Letter.  That's  a 
problem,  since  many  sellers  finalize 
their  Christmas  orders  in  spring  and 
summer. 

Moreover,  while  Ti'endmasters  has  a 


stoites,  for  example,  signed  more  than 
100  partners.  And  although  overall 
merchandise  sales  are  hard  to  estimate 
before  a  picture  opens,  industry  ex- 
perts predict  that  on  toys  alone,  Godzil- 
la will  take  in  between  $50  million  and 
$75  million — well  short  of  The  Lion 
King's  record. 

Can  secrecy  help  Godzilla  beat  those 
ho-hum  predictions?  Mystery  has  made 
stars  out  of  other  monsters.  In  addition 
to  the  evil  aliens  of  hidepeiidence  Day, 
the  producers  of  E.  T:  The  Extrater- 


Walt  Disney  Co.  studio  chairman 
Roth  scheduled  his  summer  acti 
movie  Armageddon  for  July,  in  part 
stay  out  of  Godzilla's  way.  "[Godzil 
has  a  chance  to  do  $100  million  t 
opening  weekend,"  he  says. 

Sony  is  already  planning  to  turn 
giant  lizard  into  a  franchise,  with  m 
films  down  the  road  and  an  anima 
TV  series.  Of  course,  that  assumes  h 
a  hit  when  he  finally  shows  his  face 
By  Ronald  Gro 
in  Los  Ange 
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SUPERCOMM  '98.  It's  the  only  event  that 
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sionals will  benefit  from  SUPERCOMM's 
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educational  conferences*  and  a  colossal, 
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NYMOX 
PHARMACEUTICAL 
STOCK  PRICE 


SCIENTIFIC  JOURNAL-OR 
VANITY  PRESS?  

ON  MAR.  16,  NYMOX  PHARMACEUTICAL  CORP., 

a  small  company  in  Montreal  specializing 
in  Alzheimer's  disease  research,  claimed  it 
had  discovered  a  possible  cause  of  the  dis- 
ease. It  published  its  findings  in  the  March 
issue  of  the  Journal  of  Alzheimer's  Dis- 
ease. Publication  usually  confers  legitima- 
cy on  scientific  research — 
but  maybe  not  tliis  time. 

The  brand  new  Jour- 
nal of  Alzhemiers  Dis- 
ease was  started  in  part 
with  a  gi-ant  from  Nymox 
to  the  journal's  publisher, 
ICS  Press.  The  joumal's 
editor,  Dr.  Carl  R.  Meiril 
of  the  National  Institutes 
of  Health,  is  a  consultant 
to  Nymox.  The  journal's 
23-member  editorial 
board  includes  six  people 
who  either  consult  for  Nymox  or  have 
published  with  its  scientists,  according  to 
Nymox  scientist  Hossein  Ghanbari. 

Ghanbari  and  Nymox  CEO  Dr.  Paul 
Averback  both  insist  that  they  don't  con- 
trol the  journal  or  its  editorial  boai'd  mem 
bers.  The  publication  is  "absolutely  inde- 
pendent," says  Ghanbari. 


NEWS  HITS  NYMOX 


MAR.  2 


DATA  BLOOMBERG  FINANCIAL  MARKETS 


Nymox  says  it  has  discovered  tiny  pro- 
tein balls  called  "spherons"  that  swell  and 
eventually  explode  in  the  brains  of 
Alzheimer's  sufferers.  Before  the  article 
appeared  in  the  Joumal  of  Alzheimer's 
Disease,  Nymox  submitted  it  to  the  presti- 
gious scientific  journals  Science  and  Na- 
ture, says  Ghanbari.  Both  turned  it  down, 
and  some  scientists  say  there  was  good 
reason  to  do  so.  "That  data  is  extremely 
weak,"  says  Peter  T. 
Lansbury  Jr.,  a  Harvard 
Medical  School  neurolo- 
gist. "Any  less  data  and 
there  would  be  no  data." 

Scientists  inay  have 
been  skeptical,  but  not  in- 
vestors. Nymox'  stock 
doubled,  to  $12.75,  follow- 
ing the  Mar.  16  release  of 
the  findings.  But  by  Mar. 
24,  the  stock  was  back  to 
QrV:^  on  NASDAQ. 

This  isn't  the  fii-st  time 
Nymox  has  been  accused  of  questionable 
practices.  In  1996,  it  was  criticized  for  run- 
ning ads  for  a  test  it  developed  for  Alz- 
heimer's before  publishing  data  to  show 
whether  the  test  worked.  Nymox  now  says 
it  is  testing  drugs  to  combat  the  problems 
"spherons"  cause.  Lab  tests  ai-e  under  way, 
and  human  trials  could  follow.  Joseph  Weber 
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MAR.  24 


THESE  MOLECULES 
ARE  REAL 
SELF-STARTERS 

FOR  ENGINEERS,  IT'S  CLOSE  TO 

playing  God.  They  are  devis- 
ing so-called  self-assembly 
techniques  aimed  at  getting 
molecules  to  arrange  them- 
selves into  larger  functioning 
systems,  much  as  eggs  and 
sperm  self-assemble  into 
human  beings.  Until  now, 
only  nature  has  been  able  to 
get  more  than  a  few  mole- 
cules to  join  together,  into 
very  small  nanostructures. 
But  on  Mar.  20,  two  Univer- 
sity of  Rochester  researchers 
said  they  had  developed  the 
largest  synthetic  structures 
evci-  made  by  self-assembly. 

Though  each  stnicture  con- 
tain^--.  millions  of  molecules, 


the  lai'gest  is  only  50 
microns  long,  less 
than  the  width  of  a 
human  hair.  Still, 
that's  1,000  times 
larger  than  the  pre- 
vious record  for  syn- 
thetic self-assembled 
structures,  the  re- 
searchers report  in 
the  journal  Science. 
"In  the  world  of  self- 
assembly,  these 
structui'es  ai"e  giant," 
says  X.  Linda  Chen,  one  of 
the  researchers  and  a  gradu- 
ate engineering  student  at 
Rochester.  Chen  and  engi- 
neering professor  Samson  A. 
Jenekhe  started  with  a  large 
polymer  macromolecule  long 
thought  too  unstable  for  self- 
assembly.  They  tamed  the 
polymer  by  inserting  hydro- 
gen bonds  into  the  structures, 
the  same  stabilizers  found  in 


'GIANT' 

self -as: 


STRUCTURES:  A  photo  of 
enibU'd,  holloiv  spheres 


DNA  and  other  natural  self- 
assembled  proteins. 

The  molecules  fomi  a  vari- 
ety of  shapes,  including 
spheres,  cylinders,  rings,  and 
disks — all  of  wliich  have  a  flu- 
orescent glow.  The  re- 
searchers say  the  stmctui-es 
could  be  utilized  as  diug-de- 
livery  vehicles,  adhesives, 
lasers,  sensors,  and  for  other 
industrial  applications.  □ 


FOR  THE  SMALLEST 
VALVE,  THE  SECRET' 
IS  BALANCE 

A  MIGHTY  MICROVALVE  Tl 

controls  the  flow  of  gas 
could  open  a  flood  of  ni 
products,  from  a  higher-te 
version  of  pump  sneakers! 
airline  seats  that  adjust  [ 
the  contours  of  your  bodyj 

Invented  by  BCAM  Inter 
tional  Inc.  of  Melville,  N.  1 
the  patent-pending  valve 
part  machine,  part  comput] 
chip.  It  is  about  one  centir 
ter  wide  and  is  made  of  s| 
con.  Production  versions 
have  sensing  and  control  c| 
cuitiy  etched  into  the  surfaf 
Its  mechanism  is  a  minuscu 
flexible  silicon  plank  tl 
bends  up  to  close  off  air  flcj 
and  bends  down  to  open 
The  tiick  is  that  the  air  pr^ 
sures  pushing  on  the  t'V 
sides  of  the  plank  are  b: 
anced,  so  it  takes  very  htt 
power — about  15  milKwatts- 
to  keep  the  valve  either  opi  \  51 
or  closed.  The  main  valve 
nudged  in  either  direction  1  !iiO 
opening  or  closing  a  flap  th 
controls  the  pressure  of 
against  the  bottom  of  tl 
plank.  That  flap  is  just  100 
crons  across — about  the  wid 
of  a  human  hair. 

BC'AM  says  its  microvah 
is  smaller,  consimies  less  po^ 
er,  and  is  potentially  cheapi 
to  manufacture  than  its  ma 
competitor,  the  Fluistor  vah 
fi"om  Redwood  MicroSysten 
Inc.  of  Menlo  Park,  Cal 
Redwood,  though,  says 
microvalves  permit  great(|l*iii 
accuracy  and  can  handle 
wider  range  of  pressures. 

BCAM  says  the  valve  wi 
probably  be  used  first 
footwear,  including  cusliione 
shoes  for  diabetics,  who  ai 
prone  to  pressm'e  sores.  F( 
the  medical-equipment  indu; 
try,  a  smart  microvalve  coul 
be  embedded  in  a  disposab 
drug-inhalation  device  to  ei 
sure  that  patients  receive  tl 
proper  dose.  Peter  Co 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwapr@businessweek.com 


EEK  /  APRIL  6,  1998 


ONLY 
THE  BLUEST 
OF 

BLUE  CHIPS. 


AIM  Blue  Chip  Fund 


5  Year 


10  Year 


BLUE  CHIP  FUND  A  company's  admission  into  the  AIM  Blue  Chip  Fund 
not  come  easy.  Only  those  ranked  at  the  top  of  their  industries  are  wel- 
come. And  being  an  industry 
leader  is  no  guarantee  that  a 
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Dale  Carnegie  Training 

www.daie-carnegie.com 

Dana  Commercial  Credit 

www.dana.coni/dcc 

Delta  Air  Lines 

www.delta-air.com 

Digital  PC 

www.windows.digital.com 

Diners  Club  International 

www.dinersclub.com 

EMC 

www.emc.coni 
Ericsson 

www.ericsson.se 

E'TRADE 

www.etrade.com 

Federal  Express 

www.fedex.com 

Fidelity  Investments 

www.hdclitv.com 

FileNET 

www.hlenet.com 

Flexilnternational  Software 

www.tlexi.coni 

Ford 

www.ford.com/ 
France  Telecom 
www.trancetelecom.tr 
Fujitsu 

www.tujitsu.coni 

Fujitsu  PC  Corporation 

www.tujitsu-pc.com 


Gateway  2000 

www.gateway.coni 

GE  Information  Services 

www.geis.com 

General  Motors 

www.gm.com 

General  Motors-OnStar 

www.onstar.com 

GTE 

www.gte.coni 
Hammermill 

www.haniniermillpaper.coni 

Hewlett-Packard 

www.hp.com 

Hitachi 

www.hitachi.com 
Honda 

www.honda.com 
Hyatt  Hotels  Corporation 
www.hyatt.com 
Hyperion  Software 

www.hysoft.coni 
IBM 

www.ibiii.com 
Iomega 

www.ioniega.com 
International  Paper 
www.ipaper.coni 
JBA  International 
www.jbaintl.com 
Lawson  Software 
www.Lawson.com 
Lexus 

www.lexususa.com 
Lincoln-Mercury 
www.lincolnmercury.com 
Lotus 

www.lotus.coni 
Lucent  Technologies 

www.kicent.coni 
MCI 

www.nici.com 
Mercedes-Benz 
www.usa.mercedes-benz.com 
Merrill  Lynch 
www.nil.coni/ 
Microsoft 

www.microsoft.coni/ 
Mississippi  Power 

www.mspower.com/ecodev 


MITA 

www.mita.coni 
Mitsubishi  Motor  Sales 
of  America 

www.niitsucars.com 
NCR 

www.ncr.com 
Norfolk  Southern 
www.nscorp.com 
Nortel 

www.nortel.com 
Northwest  Airlines 
www.nwa.com 
Novartis 

www.novartis.com 
Okidata 

www.okidata.com 
OPEL 

www.opcl.com 

The  Panasonic  Personal 

Computer  Company 

www.panasonic.com/ruggedpc 
PeopleSoft 
www.peopk'soft.com 
Praxair 

www.praxair.com 

PSINet 

www.psi.net/ 

Republic  National  Bank 

www.rnb  com 

Ricoh  Corporation 

www.ricoh.com 

Roberts  Express,  Inc. 

wv/w.  roberts.com 

Royal  Insurance 

www.royal-usa.com 

SAP 

www.sap.com 
SAS  Institute 

www.sas.coni/ 
Savin 


I 


Charles  Schwab 

www.schwab.com 
Sharp 

www.sharp-usa.com/ 
Siemens  Corporation 
www.siemens.com 
Siemens  Microelectroi 
www.smi.siemens.com 
Sprint 

www.sprint.com 

Sun  Microsystems 

www.sun.com 

Symbios  Logic 

www.symbios.com/bw.l 
TIBCO 
www.tibco.com 
Tivoli 

www.tivoii.com 
Toshiba  America 
Information  Systems 

coniputers.toshiba.com 
Toyota  in  America 
www.toyota.com/usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 

United  Technologies 

www.utc.com 
UPS 

www.ups.com 
US  Airways 

www.  usairways.com 

UUNET  Technologies 

www.uu.net 

Visio 

www.visio.comp 
Vizio 

www.vizio.com 
Xerox 

www.xerox.com 
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WE  TAX  MAN 
fES  THE  NET 

luse  bill  could  sort  out  who  will  owe  what  to  whom 


ming  a  recent  visit  to  California, 
Utah  Governor  Michael  Leavitt 
went  online  to  order  some  food 
for  dehvery  to  his  home.  His  In- 

account  was  set  up  in  Utah,  the 
was  based  in  New  York,  and  the 

were  shipped  from  New  Jersey. 

he  have  to  pay  sales  tax  to  one  of 
states?  All  of  them?  Or  none? 
h  Internet  sales  expected  to  sm-ge 
he  next  decade,  the  answer  will 
ically  important  to  both  states  and 
who  do  business  on  the  Web.  To 
here  ai'e  no  clear  niles  setting  out 
if  anyone — should  get  those  bucks, 
d,  a  crazy  quilt  of  ad  hoc  taxes  is 
ling  to  plague  E-commerce. 

a  new  congressional  initiative  may 

set  some  gi'ound  mles  for  both 


BERTAX  SOLUTION? 


Internet  and  mail-order  sales  and  re- 
solve what  could  easily  gi-ow  to  a  $20  bil- 
lion controvei'sy.  The  deal,  proposed  on 
Mar  19  by  Representative  Chinstopher 
Cox  (R-Calif.)  and  backed  in  principle 
by  House  gop  leadersWp  and  the  White 
House,  would  require  major  trade-offs 
by  both  Net  sellers  and  states.  Wliile 
Cox's  plan  will  undergo  alterations,  it 
seems  likely  that  Congress  will  act  this 
year-.  And  the  proposal  dramaticaDy  shifts 
the  tone  of  the  debate.  "TMs  tiling  has  a 
pretty  good  chance  of  passing,"  says 
Frank  Kelly,  a  vice-pi'esident  at  Chai'les 
Schwab  &  Co.,  which  does  much  of  its 
business  on  the  Internet. 

Under  Cox's  plan,  industry,  wliich  now 
happily  avoids  most  levies  on  Net  sales, 
would  agree  to  participate  in  a  process 


that  could  lead  to  widespread  taxes  on 
E-commerce  within  three  years.  In  i-e- 
tiHTi,  it  would  get  a  consistent,  .50-state 
regime  of  taxation.  Net  sales  would  be 
taxed  at  the  same  rate  as  mail  order  or 
Main  Street  transactions.  And  while 
states  could  set  their  own  rates,  each 
sale  could  be  taxed  only  once.  That 
would  prevent  a  seller-'s  state  and  a  buy- 
er''s  state  from  trying  to  tax  the  same 
sale.  The  details  of  Net  taxation  would 
be  settled  by  a  panel  of  industry  and 
government  officials  that  would  send  its 
recommendations  to  Congress  by  2000. 
r^^sFuf-i^  For  their*  part,  states 
would  accept  a  three- 
year  freeze  on  new  tax- 
es on  Net  sales,  as  well 
as  a  permanent  ban  on 
I  axing  the  monthly  fees 
ehar'ged  by  Inter-net  ser- 
xice  pi'ovider's.  What's  in 
it  for  the  states?  An  end 
to  the  imcertainties  that 
have  dogged  their  ef- 
forts to  tax  both  Inter- 
net and  mail-or'der  sales. 
FAIR  DEAL.  In  recent 
years,  the  battle  over 
cybertaxes  has  sowed 
widespr'ead  confusion. 
Texas  wants  to  tax  In- 
ternet access  fees  for 
tr'avelers  who  log  on 
(Iming  brief  stays  in  the 
state.  California  revenue  officials  ar-gue 
that  a  company  that  has  a  Web  page  on 
a  ser"ver'  located  in  then*  state  would  be 
r'equir-ed  to  collect  California  sales  tax 
for  purchases  made  on  the  site.  Such 
r-evenue  grabs  have  per-suaded  much  of 
industry  to  accept  the  certainty  of  taxa- 
tion in  return  for  simplicity  and  equal 
treatment.  "We  want  to  make  sur-e  there 
is  a  fair,  nondiscriminatory  system,"  says 
Jill  Lesser;  deputy  dir-ector-  for-  law  and 
public  policy  at  America  Online  Inc. 

The  Cox  bill  has  widespr-ead  j^olitical 
support,  though  disagreements  r-emain 
over-  details.  But  the  plan  has  deej)ly  di- 
vided business.  Catalog  seller's — who  gen- 
erally don't  have  to  char-ge  a  tax  on  their 
products — see  it  as  a  backdoor-  way  to  hit 
them  with  new  levies.  "This  seems  some- 


Representative  Christopher  Cox  (R-Calif.)  has  offered  one  answer  to  the 
Internet  tax  question.  His  approach  would: 


ermanently  ban 
ral taxes  on 
<et  and  Net 
merce,  and 
ibit  state  taxes 
iternet  access 


►  Place  a  three-year     ►  Give  a  commission    ►  Require  that  any      ►  Ban  tariffs  or 
freeze  on  any  new        two  years  to  propose     tax  be  paid  only  once,    other  international 


state  taxes  on  Net 
purchases,  thus 
avoiding  a  crazy  quilt 
of  taxes 


ground  rules  for 
future  state  taxes 
on  Net  commerce 
and  on  catalog  sales 


with  no  distinction 
between  Net  sales 
and  traditional 
retail  sales 


levies  on  cross- 
border  E-commerce 

DATA,  REPRESENTATIVE  COX 
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Alaska 


l§  fishing  at  Waterfall  Re§ort,  Alaska 

Business  or  Pleasure? 

>WATERFAL 


S    <iog«r  Porter  -  Newport  Beach,  CA 
^    Guide:  Devin  Rowe 

mil.  King  of  Kings  Tournament  Winner  -  6S.7  lb.  King  Salmon 


The  decision  is  good  for  business 
and  a  pleasure  to  make. 


Ford  Dealers  Association  of  Southern  California  For  the  last  1 4 
years.  Waterfall  Resort  has  been  our  incentive  destination  of  choice. 
Our  benefits  include  not  only  improved  sales  results,  but  the 
Waterfall  experience  itself  helps  build  a  camaraderie  unlike  any 
other  travel  destination  we  have  used. "  -  Rich  Defrank,  Manager 


Waugh  Family  of  Las  Vegas  "Since  July  of  1985.  we  ha\/e  been 
banging  groups  of  various  sizes  to  Waterfall  Resort.  I  believe  we  are 
somewhat  like  the  salmon.  We  return  because  of  instinct.  Our 
instincts  have  been  nurtured  and  rewarded  by  the  wonderful  staff  of 
Waterfall  and  the  beauty  that  is  southeast  Alaska. "  ■  David  Waugh 


Fax  this  page  to  Waterfall  (907)  225-8530  and  receive  our  brochure  and  video. 


e-mail:  waterfal@alaska.ktn.net 
internet;  http://www.waterfallresort.com 


Name  (Pnnti 
Company  - 
Address  


^  Title 


ATERFALI 

RESORT  U 
ALASKA 


irA,7V  S/,m-,/h/„„«  n  fm-  Ki 


Ci:y   

Area  &  Phone 
Interested  □ 


State 


Zip 


Fax 


Very  Interested   □  Saltwater  U  Freshwater  □ 

Business  Entertainment  □         Pleasure  □         Number  of  Guests  

Best  Season  1998  □  1999  □  2000  □  May  June  July  Aug.  Sept. 
Date  of  Business  Week  issue  


RMATION  /  RESERVATIONS    800-544-5 f  2S 
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devious,"  gripes  Robert  Edmund, 
f  Edmund  Scientific  Co.,  a  Bar- 
n  (N.J.)  dii'ect  seller  of  scientific 
nent  and  optics.  "We're  looking  at 
)  of  the  iceberg  here." 
the  other  side  ai-e  Net  sellere,  who 
to  be  treated  the  same  as  their 
rder  rivals.  State  tax  experts  say 
lave  a  point:  "If  there  is  going  to 
Dlution,  it  should  address  the  entii-e 
)f  interstate  sales,"  says  Michael  H. 
lan,  a  pailner  and  tax  expert  at 
itant  KPMG  Peat  Mai-wick. 
re's  no  doubt  that  for  now,  mail 
is  where  the  money  is.  According 

Du-ect  Mai-keting  Assn.,  catalog 
totaled  more  than  $78  billion  last 
'^0  one  knows  how  much  business 
3ne  on  the  Net,  though  the  Wliite 

estimates  perhaps  $4  billion.  But 
tential  for  gi'ovrth  of  online  sales  is 
ous.  International  Data  Coi-p.  pre- 
hat  Net  sales  will  top  $200  billion 
)2.  That  translates  into  more  than 
llion  a  year  ir  potential  state  sales 

Throw  in  an  additional  $4  billion 
3uld  be  coUecied  from  mail  orders, 
ates  could  hike  their  sales  tax  base 
taggering  10%  to  15%. 
'emors  argue  that  taxing  Net  and 
I  sales  is  only  right.  After  all,  why 
I  a  local  department  stoi'e  have  to 
,  a  5%  sales  tax  on  a  shut  while 
'  End  can  duck  the  levy  by  seUing 
ime  garment  over  the  phone  or 
^h  its  Web  site?  Says  Colorado 
nor  Roy  Romer:  "The  tax  should 
spend  on  the  way  you  buy  it  or 
A'hom  you  buy  it." 
E  "PRESENCE."  For  more  than  30 

however,  the  Supreme  Comt  has 

different  view.  It  insists  that  only 
tnies  with  a  physical  presence  in  a 
should  be  requii'ed  to  collect  sales 

But  the  court  has  invited  Con- 
to  find  a  way  for  states  to  impose 
ble  taxes.  Until  now,  it  never  tried. 
;h  mail  order,  such  presence  has 
easy  to  define.  But  E-commerce 
lised  issues  that  the  couits  never 
Dated.  Does  the  location  of  a  com- 

sei-ver  count?  Says  Mark  Neber- 
ice-president  for  tax  policy  at  the 
are  Publishers  Assn.:  "There's  a 
tain  of  uncertainty." 
5  battles  over  whether  each  indi- 
1  state  will  choose  to  tax  Net 
ictions — and  what  they'll  do  with 
loney — won't  be  fought  in  state 
itures  until  2000.  But  for  Wash- 
1,  passage  of  the  Cox  bill  would 
t  a  new  reality:  For  all  their  flash 
)romise,  sales  on  the  Net  are  no 
ent  from  selling  a  yo-yo  at  the 
nd-dime. 

Howard  Glecknmn  in  Washington 


Turn  corporate  wisdom 
into  market  value 


Working  ^ 
knowledge 

p      >"  DrqaniEatiDRE 

UlhBt 
They 

KnDiii  ^ 

Thomas  H.  Davenport  * 
^    Laurence  ^^usak 


"A  superb  new  book." 

—  Tom  Stewart,  Fortune 

"Tackles  the  practical 
issues  of  how  companies 
can  generate,  codify,  and 
transfer  knowledge." 

—  Christopher  Bartlett,  Professor 
of  General  Management, 
Harvard  Business  School 

"As  thorough  and 
complete  a  book  on  this 
subject  as  exists  today." 

—  Todd  A.  Garrett,  Senior  Vice 
President  and  Chief  Information 
Officer,  Procter  &  Gamble 

$29.95  at  bookstores  everywhere 
or  call  1-888-500-1016 
Mention  priority  code  2716 
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Boston,  MA  02163  •  www.hbsp.harvard.edu 
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Child-proof  caps  protect 
those  who  can't  read. 

Medicine  labels  protect 
those  who  can. 


Me 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know. 
It's  the  first  step  to  getting  better. 


A  message  from  the 
Council  on  Family  Health 

A  public  service  by  the  manufacturers  of  medicine 


Compaq  ProLiant  7000        Sun  Ultra  Enterprise  450 


Price/Performance  $39.25/tpmC 


$56.60/tpmC^ 


Total  System  Cost  $485,618.00 


$654,330.46 


TPC  C  Throughput       1 1,055  tpmC  , 


Operating  System 
Database  Manager 


Windows  NT  Server 
4.0,  Enterprise  Editiori; 

Microsoft  SQL  Server 
6.5,  Enterprise  Edition 


1 1,559  tpmC 


Solaris  2.6 


Sybase  Adaptive  Server 
Enterprise  11.5.0.1 


f  ALIGN  YOURSELF  WITH  WHAT'S  BEHIND? 


s  clear.  It's  out  there.  It's  visible  to  the  naked  eye.  The  future  of  enterprise  computing 
3S  not  just  in  scalability,  manageability  and  reliability,  but  also  in  a  dramatically  lower 
Dst  of  ownership.  A  reality  no  one  understands  better  than  Compaq  and  Microsoft? 

Du  can  see  it  in  the  chart,  which  shows  what  a  Compaq  server  running  Windows  NT® 
an  do.  At  a  price/performance  up  to  31%  less  than  the  Sun  Solaris  UNIX  system.  And 
11  while  providing  built-in  underlying  services  today's  distributed  applications  require. 

3st  year,  shipments  of  Windows  NT  Server  increased  by  over  80%.  And  CompqclJ;' 
ve  reference  development  platform  for  Windows  NT,  accelerated  its  lead  as  the 
world's  #1  server  provider.  •    -     ;     -  '    •        '■        '         '::§.-'  ; 

nterprise  computing  is  your  lifeblood.  Live  long  and  prosper.  For  complete  details  on 
Compaq  and  NA^indows  NT  yisitvyww.compaq.com/products/serversolUtipns/- 


Miciosofi 


1998  Compaq  Computer  Corporation.  All  rights  reserved.  Compaq  registered  U.S.  Patent  and  Trademark  Office.  ProLiant  is  a  registered  trademark  of  Compaq  Computer 
orporation  Microsoft  and  Windows  NT  are  trademarks  of  Microsoft  Corporation.  Published  TPC-C  results  as  of  2/23/98.  TPC  and  TPC-C  are  registered  trademarks  of  Transaction 
ocessing  Council.  All  other  products  ore  trademarks  or  registered  trademarks  of  their  respective  companies. 
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GOING  GLOBAL:  IS  IT  TIME 
TO  TAKE  THE  PLUNGE? 
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For  many  yeai's,  the  con- 
ventional financial  wis- 
dom held  that  Ameri- 
can investors  should  place 
10%  to  20%  of  theii-  poitfolios 
overseas.  But  over  the  past 
year,  with  the  U.  S.  stock 
market  skyrocketing  and 
many  foreign  markets  blow- 
ing up,  the  maxim  doesn't 
sound  very  sage-like.  Re- 
member the  Asian  markets' 
meltdown  of  last  fall  or  the 
Latin  collapse  a  few  years 
earlier?  Wliy  take  the  risk  of 
sending  your  money  abroad 
when  there's  so  much  to  be 
made  at  home? 

Despite  last  year's  debacle 
in  the  Asian  markets,  now's 
not  the  time  to  toss  aside  the 
advice.  That's  because  it 
should  continue  to  apply  over 
the  long  run.  A  compelling 
combination  of  long-tenn  eco- 
nomic fiuidamentals  and  short- 
term  market  conditions  sug- 
gests   that     now    is  an 


opportune  moment  to  broaden 
your  investment  horizons. 
Many  overseas  markets  ap- 
pear poised  for  a  strong  up- 
turn. "If  you  look  at  valuation 
levels  and  growth  prospects, 
maybe  people  should  put  a  bit 
moi-e  than  20%  of  their  port- 
folio internationally,"  says 
Robert  Fiu'dak,  dii-ector  of  in- 
ternational strategies  at  Nu- 
meric Investors,  a  Massachu- 
setts-based 


money  man- 
agement firni. 

For  most  individual  in- 
vestors, the  easiest  way  to 
get  access  to  foreign  ecjuities 
is  thi'ough  mutual  funds.  Pro- 
fessional money  managers, 
many  of  whom  have  analysts 
working  around  the  world, 
can  offer  an  edge  when  it 
comes  to  dealing  vrith  unfa- 
miliar markets  and  exotic 
economies.  In  fact,  so  far  this 
year,  foreign-stock  mutual 
fimds  have  gained  13.93%  vs. 
13.17%  for  the  Standard  & 
Poor's  500  index,  accord- 
ing to  Morningstar  Inc. 
A  good  number  of 
closed-end  funds  that 
invest  abroad  are  sell- 
ing at  substantial  dis- 
counts to  their  net  asset 
values,  making  them  attrac- 
tive investments. 
COPYCATS.  The  history  of 
stock  mai'kets  shows  they  ai'e 
are  cyclical,  with  fat  years 
eventually  followed  by  lean 
ones.  By  almost  eveiy  mea- 
sm-e,  U.  S.  stock  market  val- 
uations are  higher  than  just 
about  anywhere  else  in  the 
world.  Shifting  some  of 
your  assets  overseas 
is  one  way  to  tem- 
i^r  any  dam 


INVESTING 


age  that  a  plunge  in  the  Dow 
Jones  industrials  might  do  to 
youi-  portfolio. 

But  thei'e's  an  even  better 
reason  for  going  abroad. 
Many  foreign  companies  are 
emulating  the  practices  of 
U.  S.  cor}30i'ations  by  restruc- 
turing and  reengineering 
their  businesses.  "A  lot  of  the 
things  American  companies 
have  been  doing  to  improve 
efficiencies 
and  opera- 
tions are 
only  starting  to  take  place  in 
some  foreign  markets,"  says 
George  Murnaghan,  manag- 
ing director  of  Rowe  Price- 
Fleming  International,  the 
mutual-fund  company.  Adds 
Laurence  Siegal,  director  of 
policy  research  in  the  invest- 
ment division  of  the  Ford 
Foundation:  "The  rest  of  the 
world  isn't  going  to  sit  on  its 
hands  while  the  U.  S.  runs 
away  vdth  all  the  money." 

Indeed,  Europe's  industrial 
behemoths  are  restracturing 
with  a  vengeance.  Mergers 
and  acquisitions  are  I'ampant 
on  the  Continent.  Latin 
American  companies  are  also 
slimming  down  to  become 
more  competitive.  Even  Asia, 
while  still  mired  in  an  eco- 
nomic and  financial  mess,  has 
much  going  for  it — many 
world-class  companies,  a  well- 
educated  population,  and  a 
disciplined  workforce.  "My 
own  view  on  Asia,  rather 
than  thi'owing  up  one's  hands 
as  investors  often  do,  [is]  this 


is  precisely  the  time  th 
international  diversificati 
makes  sense,"  says  Burt 
Malkiel,  professor  of  finar  *| 
at  Princeton  University  a 
author  of  Global  Barga  iP 
Hunthig  (Simon  &  Schust 
$25).  Notes  Campbell  Harv 
professor  of  finance  at  Du 
University,  "The  really  b 
returns  in  Asia  provide  s 
vestors  vdth  an  opportunit 

Problem  is,  internatior 
diversification  is  a  tarnish 
idea  these  days.  Any  U 
equity  investors  who  did  t 
prudent  thing  and  diversifi 
overseas  over  the  past  c  5«i 
cade  got  lower  returns  1 
the  effort  compared  vdth 
investor  who  kept  ever  wi 
thing  at  home.  Skeptics  i  sa. 
gue  the  benefits  of  interr  lOvi 
tional  diversification 
shrinking.  The  bonds 
trade  and  capital  are  stron 
er  after  the  end  of  the  co 
war  and  the  embrace 
freer  markets  by  much 
the  developing  world. 

There's  no  question  th 
seemingly  local  events  can  i 
verberate  throughout  tl 
world  economy  with  great 
force  than  befor-e,  such  as  t 
U.  S.  stock  market  crash 
1987  and  the  Asia  bloodba 
of  1997.  But  economies  ai  '» 
mai'kets  are  far  from  marc 
ing  in  lockstep  for  any  leng 
of  time,  says  Princetoi 
Malkiel.  For  instance,  fro 
1989  to  1997,  the  U.  S.  sto^ 
mai'ket  had  an  average  an- 


il [ 


the 


ML 


return  of  16.()%  com- 
with  a  -7.3%  return  foi- 
ipanese  stock  market, 
ling  to  figures  compiled 
3otson  Associates. 
I  good  news  for  inter- 
al  diversification  is  that 
forces  ai'e  offsetting  the 
toward  tighter  con-ela- 
between  markets.  Po- 

and  cultural  barriers 
en  nations  are  still  for- 
le.  Large  parts  of  many 
nies  remain  relatively 
ted  fi'om  international 
;tition.  Monetary  and 

policies  can  diverge 
y.  "Statistically,  coi'i-e- 
;  between  markets  are 
somewhat  closer  than 
lave  been,"  says  Mm- 
n  of  Rowe  Price-Flem- 
ternational. 

;t  important,  overseas 
fication  has  worked  as  a 
iduction  strategy.  For 
)le,  between  1970  and 
the  Standard  &  Poor's 
Dck  index  had  an  aver- 
jiual  return  of  13%.  But 
3latility  of  the  index, 
red  as  its  standard  de- 
1,  averaged  17.3%.  a 
Over  the  same  period, 
folio  composed  of  70% 
tocl^s,  10%  international 
,  and  20%  long-term 
government  bonds  re- 
I  12.5%. — only  a  fi'action 
lan  an  all-U.  S.  equity 
io — while  boasting  a  far 
volatility  level  of  14.1%. 
diversification  is  not 
flight  to  safety.  Fund 
^er  Rowe  Price-Flem- 
iews  the  returns  a 
y  different  way.  It  uses 
ir  rolling  averages  to 
ire  the  return  on  a 


The  Case  for  Investing  Abroad 


THE  KEY  POINTS 

►  The  U.S.  stock  market 
has  sizzled  while  the  rest 
of  the  world  has  sim- 
mered. The  risk/reward 
ratio  currently  favors 
plunking  down  some 
money  overseas. 

►  Diversification  pays. 
Unless  there  is  a  world- 
wide economic  shock, 
stock  markets  don't 
move  in  lockstep  over 
the  long  run. 

►  Investors  can  buy 
shares  in  some  terrific 
companies  at  good 
prices,  such  as  Japan's 
Konica,  France's  AXA- 
UAP,  Brazil's  Telebras. 

►  The  crash  of  the 
Asian  markets  presents 
some  excellent  buying 
opportunities. 

►  Some  closed-end  coun- 
try funds  are  trading  at 
big  discounts  to  net  asset 
value  and  are  particularly 
attractive  right  now. 

DATA;  BUSINESS  WEEK 

100%.  U.S.  stock  portfolio 
with  a  portfolio  that's  80%.  in 
U.S.  stocks  and  20%  in  in- 
ternational equities  (chart). 
With  the  exception  of  the 
past  several  yeai's,  the  diver- 
sified portfolio  performed  a 
tad  better  and  with  less  risk. 

Many  economists  say  that 
people  may  be  taking  the 
wrong  lesson  from  recent  ex- 


HOW  FOREIGN  STOCKS  HELP 

as  RETURN*  IRISK" 


100%  U.S. 
EQUITIES 


80%  U.S./20% 
INTL.  EQUITIES 


I  I  it 


1973-82 


1973-82 


II  II 


1978-87 


1978-87 


II  II 


1983-92 


1983-92 


ill  1 1 

1988-97  1988-97 

*Average  annual 

''Variability  of  return  as  measured  by 
standard  deviation 

DATA:  ROWE  PRICE-FLEMING,  BUSINESS  WEEK 

periences  with  overseas  in- 
vesting. They  note  that  while 
many  investors  took  their 
money  abroad,  they  failed  to 
diversify  it  enough.  In  1994, 
for  example,  a  huge  chunk  of 
all  U.  S.  overseas  investment 
went  to  two  coimtries,  Mexico 
and  China.  Another  common 
misstep  is  to  diversify  among 
coimtries  witliin  the  same  part 


of  the  world.  The  recent 
Asian  debacle  is  strong  evi- 
dence that  regional  effects  ai'e 
fairly  strong.  "Don't  take  20% 
of  yom-  portfolio  and  bet"  on  a 
single  I'egion,  says  Duke  Uni- 
versity's Harvey. 
BEHEMOTHS.  Another  popu- 
lar strategy  is  to  buy  shares 
in  Coca-Cola,  Gillette,  Proc- 
ter &  Gamble,  and  other 
U.  S.  multinational  behe- 
moths. Those  giants,  which 
operate  in  scores  of  countries, 
ai'e  certainly  poised  to  benefit 
from  global  gi'owth.  But  the 
share  prices  of  the  American 
multinationals  are  so  influ- 
enced by  the  ups  and  downs 
of  the  U.  S.  stock  mai'ket  that 
they  really  don't  provide  all 
the  advantages  of  interna- 
tional diversification.  "If  you 
really  want  diversification, 
you  have  to  take  a  deep 
breath  and  take  the  plunge 
into  markets  all  over  the 
world,"  says  Nariman  Bar- 
avesh,  chief  international 
economist  at  s&p  dri. 

To  be  sure,  there  are  lots 
of  risks  associated  with  go- 
ing overseas.  Countries  can 
devalue  their  currencies  or 
clamp  on  capital  controls.  Ac- 
counting standards  are  weak 
and  economic  information 
poor.  Political  instability  is  a 
fact  of  life.  Emerging  mar- 
kets are  extremely  volatile. 
Nevertheless,  for  long-term 
investors,  the  strategy  that 
seems  to  make  the  most 
sense  in  a  global  economy  is 
a  global  one. 

Cli ristopher  Farrell 


Personal  Business 


A  PIECE  OF  REAL  ESTATE 
FOR  A  PITTANCE 


Wall  Street  has  come 
up  with  a  new  way  to 
invest  in  real  estate 
without  paying  a 

commission.  Several  ftcms  ai"e 
packaging  real  estate  invest- 
ment trusts  (REITs)  into  what 
ai'e  loiown  as  unit  investment 
tiusts  (uiTs),  or  fixed  portfo- 
lios with  a  limited  Hfe.  Un- 
like mutual  funds,  these  bas- 
kets of  stocks  don't  change 
at  all  from  the  time  they  are 
created  until  they  dissolve, 
ty])ically  in  two  years. 

Brokers  sell  the  trusts 
without  a  load  during  the  ini- 
tial offering  period,  which 
lasts  about  thi"ee  weeks.  That 
makes  these  units  a  good 
deal  if  you  get  in  early. 
They're  also  attractive  if  you 
have  only  a  small  amount  to 
invest:  Salomon  Smith  Bar- 
ney's tiTJsts  have  a  minimum 
of  only  .$.300,  and  Piudential 
Securities  asks  for  $2.50  for 
retirement  accounts.  Anyone 
who  wants  to  buy  into  a 
tiTist  after  the  offeiing  period 
must  do  so  in  the  secondai-y 
market  and  pay  an  upfront 
charge,  usually  4%.  The 
tiiists  currently  have  annual 
dividends  of  about  6%  and 
are  down  a  few  percentage 
points  this  year  but  most 
compare  favorably  to  the  4% 
slide  in  the  Wilshire  KKIT  In- 
dex ill  1!»9<S. 

NEW  PLAYERS.  The  UIT  spon- 
sor can  forgo  a  commission 
because  n.  gets  stock  from 
the  REIT  ai  about  a  5%  dis- 
count. Salori  -n  Smith  Barney 
was  the  firs  lirm  to  struc- 
ture such  a  dt  I  last  fall,  fol- 
kjwed  by  Prui  Mtial  Securi- 
ties, Legg  ]Vj  -on  Wood 
Walker,  and  Nikt  -ecurities, 
ci  Chicago-area  fin.  Miat  spe- 
cializes in  uiTs.  All  .  lupleted 
.-•econd  trust  offeri;  s  this 
>e;;,r.  Ak'trill  Lynch,  l' veren 
S^  v  iij-itits,  and  J.C.  Bradford 
have  ai.-ii  ^  iten  into  tli(  vict 


recently.  Van  Kampen  Amer- 
ican Capital,  which  sells 
tlirough  independent  financial 
advisers,  cuiTently  has  a  new 
REIT  ti-ust  with  a  .$1,000  min- 
imum in  the  no-load  phase. 
Its  REIT  Income  and  Gi-owth 
Tiiist,  Series  1  will  be  priced 
on  Apr.  9.  "Everybody  is 
jumping  on  the  bandwagon," 
says  Glenn  Mueller,  head  of 
Legg  Mason's  real  estate  re- 
search team.  Several  firms, 
including  Salomon  Smith  Bai- 
ney  and  everen,  say  they 
plan  to  offer  new  reit  trusts 
as  often  as  once  a  quarter  as 


long  as  demand  holds  up  and 
REITS  continue  to  need  new 
financing. 

Most  of  these  trusts  are 
made  up  of  about  10  reits, 
including  those  specializing  in 
apartment,  industrial,  retail, 
and  office  buildings.  To  be  in 
the  ti-ust,  a  reit  must  work 
with  the  firm's  investment 
banking  division.  That  means 
the  dealmakers  have  some 
role  in  the  construction  of 
the  portfolio, 
although  firms 
say  the  research  department 
has  the  ultimate  say  in  which 
REITs  are  chosen. 

While  you  can  buy  shares 
of  trusts  already  on  the  mar- 
ket, the  real  trick  is  to  find 
out  about  upcoming  offerings 
in  time  to  get  in  during  the 
no-load  phase.  So  you  need 
to  know  a  broker  at  a  fii'm 


SMART  MONEY 


Who  Offers  REIT  Trusts 


TRUST 

DIVIDEND 

YEAR-TO-DATE 

FIRM 

FORMED 

YIELD* 

RETURN* 

SALOMON  SMITH  BARNEY 

9/11/97 

6.3% 

-1.4% 

LEGG  MASON  WOOD  WALKER 

12/18/97 

6.0 

-1.2 

PRUDENTIAL  SECURITIES 

12/18/97 

5.9 

-2.0 

*Mar.  20,  1998 

DATA  COMPANIES 

who  can  alert  you,  or  call 
800  numbers  of  poteni 
sponsors  to  find  out  if  a  n 
real  estate  uit  is  in 
works. 

Be  aware  that  trasts 
hard  to  research.  You  wc 
even  know  which  reits 
included  until  the  trust 
priced.  That  could  spell  tr 
ble  if  some  of  the  reits  ti 
out  to  be  a  bust.  Given 
UIT  structure,  a  trust  ca 
dump  probl 
holdings, 
other  drawback:  When  1 
UITS  are  liquidated,  you  n 
be  forced  to  cash  out  ever 
you  prefer  to  hold  the  tn 
as  a  long-term  play.  Tl 
may  tiigger  a  taxable  gaii 
BAILING  OUT.  To  get  SO 
clue  about  the  potential  pc 
folio,  ask  your  broker  or 
nancial  adviser  for  a  list 
the  firm's  current  and  p: 
REIT  picks  with  their  total 
turns.  If  you  buy  in  and  1 
real  estate  market  tui 
south,  you  can  always 
your  UIT  shares  back  to  t 
firm  which  makes  a  marl 
in  the  shares.  Firms 
there  is  no  commission  for 
demptions  and  they  buy  hi 
shares  at  their  cuiTent  m; 
ket  value. 

An  alternative  to  a  Ri 
UIT  is  a  real  estate  muti 
fund.  Nearly  50  such  fur 
are  available  now,  and  mc 
are  cropping  up.  Two  pron 
ing  new  ones  are  T.  Ro 
Price  Real  Estate  and  ( 
hen  &  Steei's  Special  Equi 
although  both  are  down 
far  this  year.  In  fact,  the 
erage  real  estate  muti 
fund  has  fallen  2%  in  19! 
according  to  Morningstar. 

The  advantage  in  ovrai 
REITS  through  a  mutual  fu 
is  that  you  have  a  portfo 
manager  on  hand  to  make  ; 
justments  if  real  estate  m 
ket  conditions  change  or  bi 
ter  opportunities  come  aloi 
UITS,  on  the  other  hand, 
peal  to  investors  who  wa 
to  stick  with  a  fixed  portfo 
and  don't  want  to  pay  mi 
agement  fees  or  trade 
portfolio.  The  way  the  ri 
UITS  have  been  selling,  the 
are  plenty  of  those  peoj: 
around.  Amey  Sto 
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The    First    MPU  +  Logic  +  DRAM    On   A    Single    Piece    Of  Silicon. 


Mitsubishi  Has 


Shipped  More 
Emhedded  DRAM 
Than  Ali  Other 
Suppiiers  Comhined 


IT' 


ENABLED 


SM 


eRAM"  stands  for  "embedded  random 
access  memory"- Mitsubishi's  brand  name 
for  its  silicon  process  technology,  products 
and  systems  expertise  that  integrate  memory 
and  system-level  core  functions  in  the  same 
integrated  circuit  to  enable  unprecedented 
system  performance  eRAM  encomposses 
Mitsubishi's  proven  ability  to  combine  memory 
-  especially  DRAM  -  microprocessor  and 
other  logic  core  functions  in  a  single  piece  of 
silicon  And,  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  and 
get  to  market  faster 

NsoMagic  IS  Q  tiademark  of  Neo/Vlogir  Corporahoa. 


Mitsubishi's  HyperDRAM""  process  technology  and  manufacturing 


capabilities  helped  a  company- NeoMagic  Corporation -to  revolution- 


ize an  industry  by  "mobilizing  multimedia".  And  it  can  do  the  same  for 


you.  We've  shipped  over  seven  million  embedded  DRAM  systems-on- 


a-chip  during  the  past  three  years*  That's  more  than  all  other  suppliers 


combined.  Our  process  technology  is  moving  to  the  0,25[jm  level  and 


lower  -  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality  What  else 


would  you  expect  from  a  leader? 


'As  of  February  I S 


www.eram.com 

40  8.774.3  1  8  9 


A  MITSUBISHI  ELECTRIC 


MITSUBISHI  ELECTRONICS  AMERICA,  INC. 
ELECTRONIC  DEVICE  GROUP 


MITSUBISHI  ELECTRIC  CORPORATION 
SEMICONDUCTOR  GROUP 


Technology    Integration    For    Emerging  Appliciitions 


Personal  Business 


A  GRAM) 
GETS  VOL 
A  LOT  OF  PC 


When  it  comes  to  per- 
sonal computers 
life  just  isn't  fair. 
IJttle  more  than 

two  year.-:  aj^o,  I 
spent  nearly  S.'i,.''/X) 
for  a  rriiddlfe-njnjr 
120-Mhz  Pentium 
f-f;.  The  machine 
v/a;-;  equipped  with 
l^j  megahyten  of 
RA.vi,  a  l.^i  {fijfabyte 
hard  drive,  a  decent 
.sound  card  and  .speakers, 
and — my  one  ^Aur^H  at  the 
time — a  17-inch  monitor.  I 
sub.sequently  surrendered  an 
extra  .oOO  bucks  to  double 
the  ma/';hine's  memory,  in.sert 
a  second  o.l-}rij(  hard  drive, 
and  add  a  speedy  -oOk 
modem. 

So  ima{.{^ine  rny  chag^rin 
each  time  I  peer  at  ads 
trumpeting  multimedia  hum- 
mer-, that  ViSt  $]  ,fXXJ  or  less. 
Indeed,  by  laying  out  not 
much  more  cash  than  I  s|-j*;nt 
upgrading  my  ajrrent  con- 
figuration, I  could  now  cart 
home  a  brand-new  pc;  sys- 
tem that,  save  for  the  moni- 
tor, outshines  my  27-month- 
old  in  most  respects.  Spend 
a  few  hundred  dollars  more 
than  that,  and  I'd  own  a  true 
f'f.  thoroughbred. 

What's  more,  prices  may 
go  furt.her  south  in  the  next 
fe  //  months  v/ith  the  intro- 
di;ct,ion  of  )o7/-cost  rna/rhines 
that  are  ba>,ed  on  Int/jl's  new 
''>-leron  pro':<;ssor.  These  v/ill 
compete  v/ith  cheaper  fCs 
that  employ  chips  from  a.m/j 
or  ''^yrix.  liy  year-end,  pri'':';S 
'•ould  fall  as  low  as  -t^iOO, 


with  bundles  that  include 
printers  in  the  .$1,000  range. 
Even  so,  it's  a  terrific  time 
to  jump  in  now.  We  buyers 
have  always  lamented  that 
our  computers  seemed  out- 
dated almost  from  the  mo- 
ment we  took 
them  out  of 
their  boxes.  The  differ'ioce 
now  is  that  where  you  once 
had  to  spend  .$2,.'j00  or  more 
for  the  next  greatest  model, 
you  can  bring  home  a  per- 
fectly suitable  f-c;  for  less 
than  half  the  '•:o:-t. 
FAMILY  PEACE.  With  memo- 
ry and  component  pricefi 
falling  dramatif;ally,  com- 
panies are  building  low-priwi 
rna/;hines  on  purfjose,  rather 
than  Just  holding  fire  sales  on 
yesterday's  models.  .Many 
people  are  purchasing  these 
cheapie  concoct.ions  as  a  sec- 
ond or  third  cjirnpnU-.r,  Uj  Hn^y- 
isfy  their  spouses  and  kids 
who  all  want  t/<  use  the  corn- 
puU;r  at  the  same  time. 


COMPUTERS 


The  "subzeros"  that  are 
all  the  rage  pack  enough 
power  t'^j  give  El  Nifio  a  run 
for  its  money.  These  ma- 
chines come  from  Compaq, 
Hewlett-Packard,  Jh.vi,  Pack- 
ard Hell  .VKC,  and  others 
among  the  usual  suspects. 
Though  giving  no  details, 
Apple  is  broarlly  hinting  that 
it  too  will  have 
a  sub-$l,000  en- 
try thi-  fall.  The  current 
cheapie  fcs  run  plenty  fast 
enough  for  you  to  track  the 
family  budget,  explore  the 
Internet,  or  help  the  kids 
\)r<:]>ixr<:  school  repori,s.  On 
the  business  side,  Gateway 
2000,  which  ha.H  resisted  en- 
tering the  sub-$l,000  con- 
sumer market,  has  unveiled 
a  ma/;hine  for  (•.<)ir]><)rdU: 
(■MHl(>rri(:rH.  Hoth  home  and 
business  users  once  felt  the 
urge  to  tra/ie  up  every  few 
years  to  run  th(:  latest  op- 
erating system  or  comfjelling 
new  software  ajjplications. 
f'ut  there's  nothing  on  the 
horizon,  including  Windows 
UH,   that   iihoulfl    tax  the 


suh-.$  1,000  system's  capa 
ties  anytime  soon.  What  f 
pie  worry  most  about  is 
ing  able  surf  the  Web 
warf)  speeds,  and  even 
cheapest  k;  systems 
packaged  with  the  latest 
modems. 

QUICK  CHANGE.  I"  or  thf;  f 
at  horn'-,  a  grand  nowad 
tyfjically  buys  you  a  com 
er  that  carries  a  capabU; 
Mhz,  Pentium  .mmx  pro 
sor,  a  two-to-three-gig 
drive,  and  '42  megs  of 
Some  will  do  a  lot  be 
than  that.  For  .$9fi9  « 
monitor,  the  new  Acer 
pire  2842  comes  with  a 
•vi.vix  Pentium,  48  megs 
KA.M,  and  a  generous  5.7 
hard    drive.  Those 
state-of-the-art  specs 
than  a  year  ago.  (For 
results  on  several  sub-$l 
models,  check  out  cuHif 
wkkk's  Maven  Web  sit 
www.maven.buHinf^swf;<;kj 
Thf;  U;sts  were  conducte( 
National  Software  Tes 
Laboratories,  which, 
i{i;:-!(;;K,s:-i  wkkk,  is  ownr 
The  McOraw-Hill  Compat 
That's  not  to  say  that 
•Si, 000s  shoulfi  make  it 


f  Companies  are  building?  low-priced  machines  on  purpose 
rather  than  holding  fire  sales  on  last  year's  models 
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rie  spoke  English. 
spoke  Japanese. 

But  the  connection 

Nds,  perfectly  cleav. 


v., 
'A- 


That's  the  power  of  technology  behind  48%  of  all  international  calls. 

iricsson  technology  brings  the  world  a  littif  bit  closer  every  clay.  Our  digital  switching  system  is  the  world's  most  successful  with  1 28 
nillion  lines  installed  in  1 22  countries.  Nearly  ^0%  of  all  international  calls  are  handled  through  it,  as  are  20'//  ot  all  local  calls.  The  same 
witching  technology  forms  the  platform  for  our  mobile  telephone  systems,  which  carry  iiWr  ot  all  wireless  calls  around  the  world. 

With  1()0,()()0  liricsson  employees  developing  solutions  in  1 30  countries,  we  are  truly  a  world  leader  m  telecommunications. 
:*or  further  proof,  just  notice  how  clear  your  next  overseas  connection  is  -  in  any  language. 


That's  the  power  of  Ericsson. 


ERICSSON 


1-800-431-2345  http://www.(.TKSson.tom/US  NASDAQ,  lilUCY 


Personal  Business  I 


.  eiyone's  desktop.  Plenty  of 
i  I  diehards  crave  the  speed- 
iest processors  and  a  bigger 
hard  drive — never  a  bad 
idea — and  want  to  take  full 
advantage  of  emerging  tech- 
nologies such  as  DVD,  or  digi- 
tal video  disk.  You'll  have  to 
pay  $1,500  and  on  up  for  a 
machine  that  boasts  such 
capabilities. 

What's  more,  if  you're  into 
heavy-duty  number-crunch- 
ing or  arcade-quality  action 
games,  the  sub-$l,000  ma- 
chines, with  their  mediocre 
graphics  capabilities,  don't 
cut  it.  Many  low- 
priced  systems 
only  come  with 
one  megabyte  of 
video  memory, 
so  make  sure 
you  can  add  an 
extra  megabyte 
without  hassling. 
"It's  not  until  you 
get  into  digital 
imaging,  desktop 
publishing,  and  in- 
tensive multimedia 
gaming  that  you 
start  driving  the 
need  for  higher-end  proces- 
sors," says  Alex  Gruzen, 
product  marketing  manager 
for  desktop  PCs  at  Compaq. 

Keep  in  mind  that  sub- 
Si, 000  price  tags  can  be  mis- 


The  Computer  You 
Can  Buy  For.. 


..$1,000 


►  200  to  233  Mhz  Pentium  MMX  processor  ® 
14-in,  monitor  •  2-to-3-gigabyte  hard  drive 
•  32  megabytes  of  RAM  »  16x  to  20x  CD-ROM 
«  56k  modem 

...$1,500 

►  233  Mhz  Pentium  II  processor  ®  15-  to 
17-in.  monitor  »  4-to-6-gigabyte  hard  drive 
«  32  to  48  megabytes  of  RAM  ®  24x  CD-ROM 

•  56k  modem 


UPGRADE?  Be  sure 


your  machine  takes  add-i^ 


...$2,000 

►  266  Mhz  Pentium  II  proces- 
sor •  17-in.  monitor  •  6.4- 
gigabyte  hard  drive  ®  48  to  64 
megabytes  of  RAM  *  24x  CD-ROM 
or  DVD  «  56k  modem 


leading.  You'll  usually  have 
to  fork  over  extra  cash  for  a 
monitor.  Foi'  example,  adding 
a  14-in.  monitor  to  the  Acer 
Aspire  2842  would  set  you 
back  $225,  pushing  the  total 


price  to  four 
figures.  A  17-in. 
Acer  monitor 
costs  $449.  Which- 
ever system  you 
are  considering, 
you  should  choose 
the  largest-size 
monitor  that  you 

can  afford. 

Think  also  about  whether 
you  might  want  to  upgrade 
somewhere  down  the  road. 
Some  of  the  sub-$l,000  mod- 
els offer  only  one  or  two 
available  expansion  bays  and 
slots  for  adding,  say,  a  3-D 
graphics  accelerator  card  or 
extra  hard  drive,  hp's  slim- 
line Pavilion  3260  model,  for 
example,  has  no  empty  in- 


ternal bays  and  just 
available  slots. 

As  always,  the  choic( 
which  computer  to  purcP 
lies  with  how  you  and 
rest  of  the  clan  plan  to 
it.  If  you  just  intend  to  w 
a  few  letters  or  biing  hon 
modest  amount  of  work  fi 
the  office,  you  can  probE 
live  with  a  system  that  ta 
a  few  seconds  longer  to  c 
plete  those  projects  on  W 
or  Excel.  And  even  if 
are  a  game  devotee, 
yourself  whether  spending 
extra  gi-and  to  get  the  n' 
out  of  them  is  worth  the 
tra  expense.  For  my  moi 
these  cheaper  machines 
just  fine.     Edward  C.  Bi 


FUND  WATCH 


SIMPLE  CREDO, 
FANCY  RESULTS 

Vanguard's  Total  Bond  Market  Portfo- 
lio aims  to  match  the  moves  of  the 
bond  market  while  keeping  costs 
low — much  like  its  equity-fund  cousin, 
the  popular  Vanguard  Index  500.  With 
nearly  $5.5  bilhon  in  assets,  the  fund 
has  outperformed  82%  of  intermediate 
bond  funds  over  the  past  three  years, 
according  to  Momingstar.  business 
WEEK  Senior  Writer  Robert  Barker 
spoke  with  manager  Kenneth  Volpert: 

Q:  WJiy  are  you  beating  your  rivals? 
A:  The  average  exiiense  ratio  in  the 
gi'oup  is  . . .  106  basis  points,  vs.  the 
fund,  which  is  20.  [One  basis  point 
equals  one  hundredth  of  a  percentage 
point.]  So  that's  basically  85  basis 


VOLPERT 


points  of  value  added  just 
from  the  expense  ratio 
differential. 


Q:  Some  active  bond  man- 
agers have  steadily  beaten  the 
market.  Why  invest  in  a  pas- 
sive index  fund  rather  than 
giving  your  money,  say,  to 
Pacific  Investment  Manage- 
ment Co.? 

A:  Well,  if  you  feel  pretty  confident 
that  [Pimco's  high  returns]  will  contin- 
ue, 0.  K  But  historical  performance 

is  not  a  good  predictor  of  future  per- 
formance. That's  not  to  say  Pimco 
won't  continue  to  do  well.  Obviously, 
it's  an  excellent  shop . . .  but  there  are 
relatively  few  of  those  shops  that 
have  been  able  to  do  it  year  in  and 
year  out. 

Q:  Want  to  run  an  active  fund? 


A:  No.  I  worked  for  an  activ( 
manager  fi-om  '81  to  '86  and 
that  drove  me  to  the  indexin 
business.  I  was  dismayed  wit 
having  so  much  of  the  bets  d 
ven  by  interest  rates.  What  ] 
started  to  beheve  in  was  mul 
pie  smaller  bets.  A  lot  of 
smaller  bets.  And  for  me,  noi 
of  it  is  interest-rate  related. 


Q:  Knowing  bonds  as  you  do,  where 
the  biggest  threat  to  investors? 
A:  Bonds  of  companies  heavily  in- 
volved in  commodities  from  Asia  or 
that  make  goods  in  competition  with 
Asian  companies  I  think  are  going  t( 
have  a  lot  of  pressure.  Also,  if  our 
economy  has  a  downturn,  there's  sig 
nificant  risk  in  high-jield  [junk]  bom 


For  an  expanded  version,  go  to  wvw.business 
week.com/today.htm  or  AOL,  keyword:  BW  Dail 
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How  to 
mteends 
meet. 


By  delivering  premium- 
quality  videoconferencing 
at  a  price  that'll  make 
your  boss  smile. 

I  By  upgrading  to  the  next 

/  level  in  videoconferencing  that 

/  w  ill  work  with  your  standards- 

/  compliant  systems. 


Bv  giving  the  camera 
"ears,"  so  it  turns  and  looks 
at  you  when  you  're  .speaking. 


By  automating  ISDN  setup, 
so  all  you  have  to  know  is  your 
own  phone  number 


ntegratmg  remote 
m  numagement  to  keep 
network  up  and  running. 


By  picking  up  the  intelligent 
remote  control  to  instantly  "wake" 
the  system — without  pressing  a  button. 


Bv  .sharing  prcsentati(ms 
with  team  members  in  the 
videoconference  and 
across  the  Internet. 


By  using  the  built-in 
speakerphone  to  include 
team  members  without  video. 


Introducing  the  3M  Videoconferencing  System  VCS3000.  It  s  obviously  useful  and  absolutely 
simple.  For  more  information  about  3M  Advanced  Meeting 

Solutions,  call  1-800-952-4059  or  visit  www.3M.coin/meetings       Make  the  meeting. 


3M  Innovation 


FOR  AD  RATES  AND  INFDRMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


M  A  ii  K  E  T  Place 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Business  Services 


INCORPORATE 
BY  PHONE!  ^ 


For  as  little  as  $39  plus  state  fees 
we  will  form  your  Corporation  or  LI,C 
in  any  state.  Last  year  our  compa- 
nies incorporated  over  100,000 
businesses.  We  specialize  in 
assisting  first-time  incorporators. 

In  as  little  as  5  minutes  over 
tfie  ptione  we'll  take  your  order  and 
in  most  states  you  will  be  incorpo- 
rated in  just  24-48  hours.  No  forms 
to  fill  out,  we  do  all  ttie  work! 

(_'all  now  to  set  up  your  company 
or  get  our  free  guide  to  incorpo- 
rating today! 

800-877-4224 

302  998  0598  •  FAX  302-998  7078 
www.corporate.cnm  •  CompuServe:  GO  INC 
Email:  info@corporate.com 

O CORPORATE  AGENTS,  INC. 
Since  1899 


ne  iiKorponife  everyooiiy* 


Corporate  Gifts  /  Promotions 


Inexpensive  Corporate  Giveaways 
that  REALLY  work -don't  get 
thrown  aviray! 


Custom  Designed  Leather  Bookmarks 

Clients  love  them  and  are  constantly 
reminded  of  YOU  Visit  our  Wet)  Site 
www  leattierbookmarks  com 
OR 

Send  us  your  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  free  of  ctiarge 

AMEROPEAN  CORPORATION 

7  Corporate  Dr ,  109C  North  Haven,  CT  06473 
Tel  203  239-0448       Fax  203  234-8820 


Corporate  Gifts 


This  is 
AMER 

YOU'RE  ALLOWED  TO 
SHOP  FOR  200  PEN  SETS 
AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMART 

http://www.promomart.com/bw 

Your  impnnted  business  c't  cyberstore 

Enter  the  monthly  c  ^rwlng 
for  $1,000  \u  free  s.^iffl 

Visit  www.promomart.com/bw 


Business  Services 


SAVE  30%  to  50% 


3  TO  A  PAGE 

Bl  SINHSS  (JIHCKS 
& 

Laser/InkJet 

(^OiMPliTER  (jlliCKS 
(  .111  Inr  .1  1  Kl  l  hn.tluin 

1-800-239-4087 

Designer  Checks 

www  designcrc  liccks  com 


100%  SATISFAaiON  GUARANTEED 


OFFSHORE 

CORPORATIONS 


♦  Proteclion.  Privac),  Tax-Free 

♦  Nominees.  Bank  Accts,  Credit  Card-! 

♦  Lie.  Offices:  Las  Vegas  -  Nassau 

♦  Flat  Rate  Fees.  Ne\ada  Corps.  $V5 


ORDER  BY  PHONE  FREE  INFO 

1-800-997-2550 


Stress  Relief  Products 


Protect  Your  Executives 
WITH  A  Shiatsu  Massage 


"Reg  $60  Ctiiropraclic 
Massage  for  just 
$1  wtien  you  own 
or  lease  this  Chiair 

•Get  Full  Details  Today! 

Panasonic  Massage  Chairs  Direct 
k  Nationwide  800-353-991  7  i 


w. 


Corporate  Gifts 


Logo  Tattoos! 

1^ 

1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.0011 

plus  $10.00  S&H  (CA  add  7.25%  sales  lax) 
Customiied!  Full  Color!  2"x2" 

Calico 

3000  Alamo  Drive.  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  S2  lor  the  290  page  catalog 
Cuslom-wiitlen  leports  also  available 
RESEARCH  ASSISTANCE 
1  1322  laaho  Ave.#206BF 
Los  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-assistance.com.' 


INCORPQRHTE 


FREE  Information 
All  U.S.  States  and  Offshore 
Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations.com 


TRRDEMRRK 


Franchising 


Franchise 

your  business! 

Call  for  information  on  franchising  and 
"Franchise  Your  BusinessI"  seminars 
scheduled  throughout  the  country. 

Frcincon> 

1 -SOP-FRANCHISE  (1-800-372.6244)  , 


Home  Furnistiings 


^    Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 
HOMCWAY  Furniture  Company 

P.O.  Box  1548,  Mt.  Airy,  NC  27030 
.  (800)  334-9094  (336)  786-6151  . 


Education  /  Instructioi 


"It's  great  to  have  that  flexibili  j 
to  go  to  class  when  It's  most  | 
convenient.  I  also  really  enjoy  1 1| 
class  because  I'm  learning  thin  | 
I  can  apply  to  my  work. " 

Ron  I.  Williams  -  Applied  MalS'ials 


Award  Winning  Distance  Educatii 

MBA  or  MS  Degree 

Call  303-333-42 


UNIVERSITY 

Accredited  by  the 
Distance 
Education  &  Training 

COUNC 


501  S  Cherry  StJ'''/ 
Office  350  DepI  ' 
Denver,  CO  802 
1  800-44 1.474f 
Fax  (303)  336-11 
Admlsslonseisirr 


Corporate  Gifts  /  Premiun  !  » 


Your  LrOgo 
Custom 
Bmbroidere 


Call  or  Fax  Now  For 
Complete  Buyers  Guij 
On  Corporate  Wearabl] 

Ph  800-231 -344J 
Fax  215-969-343; 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet        C'olnrpru        Draft  /  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales  ©dasher  com 


Corporations 

We  BUY  Your  PC's 

Any  Brand.  Any  Qumtity 
Will  TRADE  for  New  Equipment 
1739  38*  SI  SW  ♦  Wy.iminf:  Ml  49509 
I  6l6-24U-3;i2  /  EMAIL  jbryint^undcnmcon^ 


Computer  Equipment 


Secure  Only  The  Computers 
You  Want  To  Keep! 

Secure-ll.  Inc  is  a  leader  in  computer  secunty.  They  can  suggest  an  existing  package,  or 
having  the  highest  quality  and  the  largest  assemble  a  special  package  |usl  for  you, 

selection  of  products  lo  suit  your  needs.  Our  Secure  your: 

computer  secunty  staff  is  ready  to  assist  you  in      •  Notebook    •  Inlemal  Boaids    •  CD  Horns 
solving  your  problem  to  minimize  your  nsk  *  Oeiklops      •  Disk  Dmes        •  f/r, 

•  Peripherals 

For  a  FREE  consultation,  or  a  FREE  catalog...Call  Today! 
  800-451-7592  Dept.  BW 

m  19  Maple  Conn,  bslLoagmeodrnM  0W28.IJiA  Phnt  4I3S2S  m9  h>4l3$2im 
Deoler  inquiries  inviled  •  Mosfertord  ortepted 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-051 2  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAEO,  IL  60611 


cation  /  Instruction 


i  BY  Distance  Learning 

;h  university  offers  accredited  MBA;  no 
or  GMAT  needed  Ctiosen  by  Economist 
Unit  as  one  of  world's  best  MBk  programs 
UNIVERSITY  I  (800)  MBA-0707 
ican  Distributor  1  »•  Asl<  for  ext  20 
iton  St,  Suite  2,  El  Cerrifo,  CA  94530 
liate  FaxBack  literature:  from  your 
ne's  phone,  call  (510)  486-8900. 


ersity  Degrees 


d  Self  Paced  Home  Study 
i  Bachelors  Masters  Doctors 

n  Business  Admin  Public  Admin 
ire  Admin.  Human  Resources, 
nfl  Business,  Tech  (VIgmt,  Law, 

Psycfiology,  Computer  Science 
ttp://www. scups.edu 
ail:  enroll@scups.edu 
BOO/477-2254  (24  hrs) 
ern  California  University 

Professional  Studies 
r  St-BW,  Santa  Ana,  CA  92705 


lUR  OiLLEc.E  Decree  Ai  Hcimi 

rEOBS  MS  ANDMBA 
dmtnislialion  Finance.  Accounting  MIS  Heallh 
1 .  Environmenlal  Science/SIudies/lvlgmnt 
',  Paralegal  Studies  8  Criminal  Justice 
ly  maior  companies 

FALOG 
7CHAD0I 
adwick.edu 


CHADWICK 


^i  I  V  I    K  S  I  I  > 


Business  Opportunities 


MAJOR  EXPANSION 


54  yiiir  did  conipanv  h:is  sfkil 
areas  availablf  due  to  reliremenis 
and  lotiipanv  expansion. 
Esluhlislnd  Urriiories  \Mlh  house 
accounts  and  leads  furnished  now 
open  throu^^hout  the  LLS. 

•  HKIII  INCOMK  POTEMI.M, 

•  SMALL  INV  ESTMKM 


1-800-257-6780 
1-800-599-7891 


IIUIADE  OVER  $1,000,000 
LAST  YEAR... 


,,,in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business' 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system.  Call  my 


24  Hr.  Hotline  800-367-3881 


^ $350K  Potential  Annually  > 

HOME-BASED  BUSINESS 

Getting  4  Pre-Qualified  Leads  Per  Day 
One-time  start-up  less  than  S10K 
Rapid  ROI  -  $75K  possible  first  few 
months  Break-through  product 
Work  from  phone,  lax 
Complete  training  Not  I^LM 

FREEDOM  ASSOCIATES 
V    1-800-432-0018  X5257  y 


DON'T  MISS  THE  OPPORTUNITY 

TO  ADVERTISE  IN  THE 
fSlNESS  WEEK  MARKETPLACE  AND 
;ACH  over  6  MILLION  RESPONSIVE 
READERS  WITH  THE  EDUCATION, 
INANCIAL  ABILITY  AND  INTEREST 

TO  RESPOND  TO  YOUR  OFFER. 

The  next  Marketplace  section 
closes  on  March  24th  for 
the  May  4th  issue. 
For  rates  and  information  contact: 

Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
Chicago,  IL  60611 
Phone  312-464-0500 
Fax  312/464-0512 


CONSULTANTS 


International  firm  expanding  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB804 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  Leasesijom  51,000  to 
$10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

t  The  Lo.*n  C  onsultants,  Inc.  . 


Menswear  /  Fashion 


MEN'S  WIDE  SHOES 


EEE  EEEEEE,  SIZES  5-13 

FREE  catalog -High  quality -leo^tyles 


HITCHCOCK  SHOES.  INC. 

Dept  55D  Hingfiam,  MA  02043 
1-800-992-wiDE  WWW  wicleshoes  coiTi 


Books /  Videos 


Are  You 
Absolutely 
Sure  You're 
Financially 

Secure, 
li)ne  Term? 

It'  ndl.  why  not  find  out 

how  much  iiionev 
It  w  ill  take  to  provide 
what  you  want  ' 


DEER 

in  iniJsiiiNC  1, 


To  leam  how,  call: 

1-800-234-3445, 

ext.  142 


Asia  Opportunities 


ACQUISITIONS  IN  ASIA 

Recent  economic  turmoil  in  Asia  created 
unprecedented  acquisition  opportunities. 
Now  is  ttie  time  to  invest  in  Asia.  Hong 
Kong  based  experienced  investment  firm 
tielps  you  .searcti,  value,  and  structure 
acquisltmn.s  in  Asia 

GoldOcean  Investments  Corp. 
Tel:  852-25456882  (HK) 
Fax:  852-25451009  (HK) 

E-mail:  phil@investorsdiary.eom 


Boarding  /  Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  .JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards, 

-  Promotes  leadership,  self-confidence,  and 

Manners 


■  Computer  in  every  dorm  room 

•  Full  athletic  program 

•  Band,  Fine  Arts,  and  Aviation 
.  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 
-  www, cadet. com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


,4  Du'isiofi  1)1  rhc McGraM'  Hill (  ompames 


BizLmk 

Unless,  of  course,  you  actualL; 
enjoy  fiLLing  out  forms. 


Want  advertiser  information  now,  without  having  to  filL 
out  one  of  those  pesky  reader  service  cards?  Connect  with 
BizLink,  Business  Week's  new  electronic  reader  service 
fuLfiLLment  system.  You'll  get  the  information  you  need  the 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  free, 
it's  fast  and  nothing  could  be  simpler.  And  if  you  don't 
have  an  Internet  connection,  just  call  1-800-848-6708. 

www.businessweek.com/BizLink 


Why  wait? 


BusinessWeek 


April  6,  1998 


1  3Com 

2  Air  Liquide 

3  Charles  Schwab 

4  Clarify  Inc. 

5  Comdisco 

5  Datek  Online 

7     Denned  Assets  - 
Select  S&P  Industrial 
Portfolio 


8  Dreyfus 

9  E*TRADE  Securities 

10  Ericsson  Inc. 

11  Government  of  Dubai- 
Dept.  of  Tourism  & 
Commerce  Marketing 

12  J.D.  Edwards 

13  Liberty  Mutual 


14  Mississippi 
Department  of 
Economic  & 
Community 
Development 

15  Mitsubishi  Electronics 
America 

16  Panasonic  Personal 
Computer  Company 

17  Praxair 


18  Prudential 
Investments 

19  Qualcomm 

20  SAS  Institute 

21  Siemens  Telecom 
Networks 


i 


isiness  Week  Index 


DUCTION  INDEX, 


lange  trom  last  week:  -0.3% 
lange  from  last  year:  4.3% 


Mar  July  Nov  Mac. 

997  1997  1997  1998 

;  index  is  a  4-week  moving  average 

eduction  index  was  down  in  the  week  ended  Mar.  14.  The  unaveraged 
also  fell,  to  130.9  from  131.3  m  the  previous  week.  After  seasonal 
nent,  the  majority  of  the  components  were  down.  Severe  winter  storms  in 
dwest  caused  the  9.1%  decline  in  rail  freight  traffic.  Coal  production  was 
14%,  with  the  largest  upsets  in  Colorado,  Utah,  Alabama,  and  Wyoming. 

of  steel,  trucks,  oil,  and  lumber  also  dipped.  Auto  production  was  up 
and  electric  power  was  up  6.3%. 

jction  index  copyright  1998  by  Trie  McGraw-Hill  Companies 


DING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

<  PRICES  (3/20)  S&P  500 

1099.15 

1068.59 

40.2 

IRATE  BOND  YIELD,  Aaa  (3/20) 

6.66% 

6.69% 

-12.5 

;trial  materials  prices  (3/20) 

95.2 

95.1 

-11.5 

Y  SUPPLY.  M2  (3/9)  billions 

$4,117.7  $4,114.4r 

6.6 

\L  CLAIMS.  UNEMPLOYMENT  (3/14)  thous 

308 

299r 

-1.9 

GAGE  APPLICATIONS.  PURCHASE  (3/20) 

234.1 

217.2 

18.7 

GAGE  APPLICATIONS.  REFINANCE  (3/20) 

1,421.4 

1,337.9 

258.3 

es:  standard  &  Poor's,  Moody's,  Journal  of  Commerce  (Index:  1990=100), 
I  Reserve,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index:  March  16.  1990=100) 


BREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

tAL  FUNDS  (3/24) 

5.41% 

5.47% 

5.57% 

lERCIAL  PAPER  (3/24)  3  month 

5.48 

5.47 

5.70 

FICATES  OF  DEPOSIT  (3/25)  3  month 

5.58 

5.58 

5.66 

MORTGAGE  (3/20)  30-year 

7.15 

7.22 

8.09 

STABLE  MORTGAGE  (3/20)  one  year 

5.76 

5.86 

5.85 

E  (3/20) 

8.50 

8.50 

8.50 

SS:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


olECL  (3/21)  thous.  of  net  tons 

LATEST 
WEEK 

WEEK 
AGO 

2  102# 

YEARLY 
%  CHG 

6  3 

AU 1  Uo        1  ]  units 

1  99  Rf^R 

117  ^"^^rfi 

-3  2 

InUvKo  {3Ui)  units 

1  A7  Si(^9 
if/  ,OOc. 

i  O  /  ,  JOOt  H 

12  7 

CLCvlnlv  rUVVClf  \o/dL}  millions  OT  Kiiowari-nrs 

A  1  (^7  A 
D  i  ,D  /  f 

3  9 

CRUDE-OIL  REFINING  (3/21)  thous  of  bbl  /day 

11,734 

14,581# 

-16.7 

COAL  (3/14)  thous.  of  net  tons 

20,171# 

22,916 

-6.5 

LUMBER  (3/14)  millions  of  ft. 

475. 0# 

477.8 

-6.7 

RAIL  FREIGHT  (3/14)  billions  of  ton-miles 

25.4# 

27.5 

-6.3 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute.  American  Petroleum  Institute,  Energy  Dept.,  Vi/Vi/PAi,  SFPA2,  Association  of 

American  Railroads 

PRICES 

GOLD  (3/25)  $/troy  oz. 

LATEST 
WEEK 

299.250 

WEEK 
AGO 

290.400 

YEARLY 
%  CHG 

-13.5 

STEEL  SCRAP  (3/24)  #1  heavy,  $/ton 

135.50 

135.50 

-0.7 

COPPER  (3/20)  «/lb. 

83.8 

84.1 

-28.8 

ALUMINUM  (3/20)  i2/ib. 

69.8 

69.6 

-12.7 

COTTON  (3/21)  strict  low  middling  1-1/16  in.,  e/lb.  67.78 

64.42 

-4.0 

OIL  (3/24)  $/bbl. 

15.40 

12.99 

-25.9 

ORB  FOODSTUFFS  (3/24)  1967=100 

230.47 

229.73 

-6.0 

ORB  RAW  INDUSTRIALS  (3/24)  1967=100 

304.07 

305.07 

-10.4 

Sources:  London  Wednesday  final  setting.  Chicago  market.  Metals  Week.  Memphis 
market.  NYMEX.  Commodity  Research  Bureau 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (3/25) 

LATEST 
WEEK 

129.06 

WEEK 
AGO 

130.22 

YEAR 
AGO 

124.23 

GERMAN  MARK  (3/25) 

1.83 

1.83 

1.69 

BRITISH  POUND  (3/25) 

1.67 

1.67 

1.63 

FRENCH  FRANC  (3/25) 

6.13 

6.12 

5.70 

ITALIAN  LIRA  (3/25) 

1800.0 

1799.8 

1685.5 

CANADIAN  DOLLAR  (3/25) 

1.41 

1.42 

1.37 

MEXICAN  PESO  (3/25) 

8.517 

8.575 

7.893 

TRADE-WEIGHTED  DOLLAR  INDEX  (3/25) 

109.6 

110.2 

105.1 

Sources:  Major  Nev^r  York  banks  Currencies  expressed  m  units  per  U  S,  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J.P  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
lent    l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


tOME  SALES 

!y,  Mar.  30,  10  a.m.EST>-  New  homes 
sold  at  an  annual  rate  of  860,000  in 
jry,  says  the  median  forecast  of  econo- 
surveyed  by  Standard  &  Poor's  mms, 
The  McGraw-Hill  Companies.  In  Janu- 
77,000  homes  were  sold. 

MEETING 

ay,  Mar.  31  ►  The  Federal  Reserve's 
Market  Committee  will  meet  to  set 
ary  policy.  The  s&P  MMS  economists 
:t  no  change  in  interest  rates. 

UMER  CONFIDENCE 

ay,  Mar.  31,  10  a.m.Esr^-  The  Con- 
e  Board's  consumer  confidence  index 


likely  slipped  to  137.2  in  March  after  jump- 
ing 10  points  in  February,  to  a  reading  of 
138.3. 

NAPM  SURVEY 

Wednesday,  Apr.  1,  10  a.m. est >■  The  s&p 
MMS  survey  forecasts  that  the  National  Asso- 
ciation of  Purchasing  Management's  busi- 
ness index  likely  fell  to  53%  in  March,  from 
53.3%  in  February. 

CONSTRUCTION  SPENDING 

Wednesday,  Apr.  1,  10  a.m. est  >■  Con- 
struction spending  probably  rose  0.5%  in 
February,  as  suggested  by  the  jump  in 
housing  starts.  Unseasonably  warm  weather 
helped  lift  outlays  by  0.7%  in  January. 


LEADING  INDICATORS 

Wednesday,  Apr.  1,  10  a.m.EST>  The  Con- 
ference Board's  index  of  leading  indicators 
probably  rose  0.2%  in  February  after  no 
change  in  January. 

FACTORY  INVENTORIES 

Thursday,  Apr.  2,  10  a.m.EST>  Factory 
inventories  likely  fell  a  bit  in  February  after 
increasing  just  0.1%  in  January. 

EMPLOYMENT 

Friday,  Apr.  3,  8:30  a.m.EST^  The  s&P  mms 
median  forecast  expects  that  nonfarm  pay- 
rolls rose  by  235,000  in  March,  on  top  of 
February's  huge  310,000  gain.  The  jobless 
rate  likely  remained  at  4.6%. 


BUSINES" 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Thursday^ 


Buy,  sell,  or  hold?  Stocks, 
bonds,  or  mutual  funds? 
Bounce  your  investment 
questions  off  BW  Online's 
guest  expert.  Apr.  2 
9  p.m.  EST  in  BW  Online's 
Conference  Room 

Enterprise 

Update:  BW  Enterprise  chats 
for  small  business  and 
entrepreneurs  are  moving  to 
a  new  day  and  time.  Starting 
Apr.  5,  tune  in  on  Sundays. 
9  p.m.  EOT  in  the 
BW  Enterprise  Chat  Room 

B-Schools 

Students  from  top  business 
schools  brief  aspiring  MBAs 
on  campus  life. 
IVIar.  31:  Rochester 
Apr.  2:  Vanderbilt 
8  p.m.  EST  in  the 
BW  Online  Chat  Room 

AOL  keyword;  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
;a    soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  l-SOO-641-4848 
and  mention  Business  Week. 


A  M  E  Ryl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories  104 
ABC(DIS)  50 
ABC  Bucherdienst  88 
Acer  40, 140 
Aetna  10 
AirTran  Airlines  6 
Alcatel  (At;\)  102 
AlliedSignal  ALD)  50 
AMD  140 

America  Online  (AOL)  10,46, 
131 

Amencan  Home  Products 

(AHP)  104,122 
Amentech  (AIT)  88 
Anheuser-Busch(BUD)  66 
Apple  Computer  (AAPL)  23, 140 
Aptis  Communications  102 
Arbor  Drugs  (ARBR)  50 
Arista  Records  46 
Ascend  Communications 

(ASND)  102 

AT&T(T)  26,50,88,96,97 
B 


Banc  One  (ONE)  122 
Banca  Fideuran  114 
BancAmerica  Robertson 
Stephens  (BAC)  50, 102 
BankAmerica  48 
Bankers  Trust  New  York  (BT)  97 
Bantam  Doubleday  46 
Bay  Networks  (BNET)  102 
Bayer  AG  Group  104 
BBN  88 

BCAM  International 
(BCAM)  128 
BearPraFund  114 
Bear  Steams  (BSC)  88 
Becton  Dickinson  10 
Bell  Atlantic  (BEL)  88,  98 
Bertelsmann  46 
Best  Buy  (BBY)  122 
Bishops  Estate  48 
BMW  50 

Boeing  (BA)  18,31,36 
Bnstol-Myers  Squibb 
(BMY)  104 
BullProFund  114 
Burger  King  (GRM)  123 
Burlington  Coat  Factory  88 


Cables  Wireless  (CWP)  6 
Canadian  Broadcasting  18 
Capital  Cities/ABC  (DIS)  66 
Caterpillar  (CAT)  44 
CGM  Realty  Fund  114 
Charles  Schwab  131 
China  Telecom  54 
CIENA  (CIEN)  114 
Circuit  City  stores  (CO  122 
Cisco  Systems  (CSCO)  88, 102 
Citicorp  (CCD  122 
Club  Tech  6 

Coca-Cola  (KO)  6,37,136 
Cohen  &  Steers  Special 

Equity  138 
Columbia  Laboratories 

(COB)  122 
Comcast  (CMOS)  34 
Compaq  Computer  (CPQ)  120, 

140 

ConAgra  (CAG)  18 
Corel  (COSFF)  23 
Creative  Computers  100 
Credit  Suisse  First  Boston  44 
Cubist  Pharmaceuticals  104 
Cummins  Engine  (CUM)  120 
CVS  (CVS)  50 
Cynx  140 


Daimler-Benz  (DAI)  50 
Dataquest  102 
Deere  (DE)  44 
Dell  Computer  (DELL)  114 
Delta  Air  Lines  (DAL)  6,  50 
Deutsche  Morgan  Grenfell  40 
Dow  Jones  (DJ)  136 
DreamWorks  SKG  123 
Dresdner  Kleinwort  Benson 
Secunties  56 
DuPont(DD)  104 

E 


Eastman  Kodak  (EK)  54,123 
Edmund  Scientific  131 
Ell  Lilly  (LLY)  104 
Energy  Security  Analysis  39 
Ericsson  (ERICY)  26, 123 
Everen  Capital  (EVR)  138 
Exhibitor  Relations  123 

F 


Fidelity  Contrafund 

(FCNTX)  114 
Fidelity  Growth  &  Income 

(FGRIX)  114 
Fidelity  Investments  114 
Fidelity  Magellan  (FMAGX)  114 
First  Call  120 
First  USA  (FUS)  6,122 
Ford(F)  88, 100, 114 
Frost  &  Sullivan  102 


G.  D,  Searle  (MTC)  50 

GaloobToys  123 

Gateway  2000  (GW)  140 

GeicolO 

Gillette  (G)  136 

Glaxo  Wellcome  (GLX)  104 

CMC  6 

Goldman  Sachs  42,48,122 
Great  Western  Financial 
(GWF)  122 
GTE  (GTE)  88 

H 


Handleman  (HDL)  50 
Hasbro  (HAS)  50, 123 
Hewlett-Packard  (HP)  23, 42, 
140 

Hitachi  (HIT)  23,  50 
Hoechst  Marion  Roussel  104 


I  bbotson  Associates  136 
IBM  (IBM)  26,42,140 
ICG  Communications  (ICG)  88, 
102 

IDT(IDTC)  88 

Information  Super  Station  6 
Infospace  42 

Innovative  Treasury  Systems  30 
Intel  (INTO  26, 120, 140 
Intermedia 

Communications  88, 97 
International  Data  88,131 
Intuit  (INTU)  50 
Invesco  Worldwide 

Communications  (ISWCX)  114 
Iomega  (lOMG)  50 
lOS  Press  128 
IXTC  88 


J  C  Bradford  138 

Janus  Twenty  Fund  (JAVCX)  114 

K 


Killen  &  Associates  102 
Kimberly-Clark  (KMB)  120 
Kmart  (KM)  122 
Knott's  Beny  Farm  66 


Komatsu  America  44 
KPMG  Peat  Warwick  131 


Lazard  Freres  122 
LCI  Intemational  (LCI)  88,  96 
Legg  Mason  Wood  Walker 
(LM)  138 

Level  3  Communications  88, 98 
LG  Electronics  23 
Livingston  Enterpnses  102 
Lockheed  Martin  (LMT]  36 
Lotus  Development  (IBM)  23 
Lucent  Technologies  (LU)  102, 
114 

M 


Maiden  Industnes  18 
Marsh  Supermarkets 

(MARSA)  30 
.lyiarsico  Focus  114 
Mary  Kay  6 
Mattel  (MAT)  123 
Matthews  Korea  I  Fund 

(MAKOX)  114 
Maytag  (MYO  122 
MCI  Communications 

(MClO  26,88 
Medlmmune  (MEDI)  104 
Mercedes  Benz  (DAI)  6 
Mercer  Management 

Consulting  88 
Merck  (MRK)  104 
Memll  Lynch  (MER)  138 
MPS  Communications  98 
Microcide  Pharmaceuticals 

(MCDE)  104 

Microsoft  (MSFT)  23,26,40, 

42,98,100,120 
Milliken  18 
Montgomery  Global 

Communications  R  114 
Morningstar  (MSTR)  114, 136, 

138, 142 

Motorola  (MOT)  18,120 
Musicland  Group  (MLG)  122 

N 


Nakornthai  Stnp  Mill  56 
NBC  50 
NEC  23 

Netiva  Software  42 
Netscape  Communications 

(NSC)  26 
NetSpeak  102 
News  Corp,  (NWS)  34,  46 
Nielsen,  A  C,  (ART)  50 
Nike  Securities  138 
Northern  Telecom  (NT)  88,  97, 

102, 114 

Northrop  Grumman  (NOC)  36 
Numenc  Investors  136 


OfficeMax  (OMX)  122 
Open  Port  Technology  98 
Oracle  (ORCL)  42 

P 


Pacific  Investment 

Management  142 
Packard  Bell  140 
PaineWebber  (PWJ)  39 
Pauh&Co  122 
Paymentech  (PTI)  122 
PBHG  Large  Cap  20 

(PLCPX)  114 
Penguin  46 
Peter  Kiewit  Sons  98 
Pfizer  (PEE)  50, 104 
PG&E  (PCG)  88,  97 
Pharmacia  &  Upiohn  (PNU)  104 
Phatra  Thanakit  56 
Phoenix  Emerging  Markets  Bond 

A  114 

PictureTel  100 
Pioneer  Europe  A  114 
Pixar(PIXR)  114 
Premier  10 

Procter  &  Gamble  (PG)  136 
ProFunds  114 
Protein  Sciences  104 
Prudential  Secunties  30, 88, 
97, 122, 138 


Qwest  Communications 
International  (QWST)  96 
Random  House  46 
Raytheon  (RTN)  36 
Recoton  (RCOT)  122 
Redwood  Microsystems  12flil 
Rhone-Poulenc  Rorer  (RP) 
Robertson  Stephens  48 

S 


Salomon  Smith  Barney  (TRV 
138 

SBC  Communications  (SBC) 
Schenng-Plough  (SGP)  104 
Scholastic  (SCHL)  50 
Scudder  Greater  Europe  Gro\ 

(SCGEX)  114 
Seagram  46 
Sears  Roebuck  (S)  122 
Securities  Data  6 
Sharp  23 
Siam  Cement  56 
Siemens  102 
Silicon  Graphics  100 
Simon  &  Schuster  46 
SmithKline  Beecham  (SBH) 
SocGen-Crosby  Research  51 
Sony  Pictures  Entertainment 

(SNE)  123 
Spnnt  (EON)  88 
Standard  &  Poor's  (MHP)  1 

114,136 

Sumitomo  Bank  48 
Summit  Technology  (BEAM) 
Sun  Microsystems  (SUNW) 
42 

Sunbeam  (SOO  120 


6W 

"I 


T  Rowe  Price  Real  Estate  1 
T  Rowe  Pnce-Fleming  136 
Taco  Bell  (PEP)  123 
TCI  aCII)  50 
Telecom  6,88 
Texas  Instruments  (TXN)  36 
The  McGraw-Hill  Companie; 
(MHP)  140 

ThreeCom  (COMS)  88, 102 
Time  Warner  (TWX)  46,  50 
Toys  R' Us  (TOY)  123 
Transamerica  Premier 

Aggressive  Growth  114 
Trendmasters  123 
Tnad  Machinery  44 
Tnm  Tabs  Financial  114 
Twentieth  Century  Fox  Film 

(NWS)  123 

U 


UltraBear  ProFund  114 
Ultraotc  ProFund  114 
United  Parcel  Service  88 
Universal  Studios  66 
US  West  Communications 
(USW)  88,  97 
UUNet  Technologies  88,  98 

V 


Van  Kampen  Amencan 
Capital  138 

Vanguard  Index  500  142 
Vanguard  Total  Bond  Marine 
Portfolio  142 
Viacom  (VIA,B)  46 
Vickers  50 
VISX(VISX)  50 
Volkswagen  50 
Voipe  Brown  Whelan  102 

W 


Wal-Mart  (VWIT)  50,122,1 
Walt  Disney  (DIS)  46,  66, 1 
123 

Wedbush  Morgan 
Securities  118 
Williams  (WMB)  88,  97 
WilTel  Networi(  Services  88, 
World  Research  Advisory  3(1 
WorldCom  (WCOM)  88,97, 


Yankee  Group  88 
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vestment  Figures  of  the  Week 


iPSOO 

Sept.    Mar.  Mar.  19-25 


U.S.  MARKETS 


%  change 
Week  Year 


BEST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


■  1120 

■  1110 
1101.92 


1090 


1-week  change 
+  1.5% 


MENTARY 

stock  market  hit  another 
bagger  this  week.  The  Dow 
;trials,  the  s&p  500  stock 
,  the  NASDAQ  composite,  and 
Russell  2000  index  all 
d  new  highs.  Indeed,  early 
e  trading  day  on  Mar.  25, 
Dow  was  booming  ahead 
50  points  shy  of  the  9000 
er,  only  to  sell  off  a  bit. 
:ech  stocks  were  especially 
g,  propelled  by  Microsoft's 
snnouncement  that  earn- 
would  exceed  forecasts.  A 
of  caution:  The  Vickers 
3uy  ratio,  a  technical  indi- 
'  shown  on  this  page,  is 
ing  negative  signals. 


BREST  RATES 


EASURY  BOND  INDEX 

.   Sept.   Mar.  Mar.  19-25 


:  1616.81 
■  1610 


1  -week  change 
-0.4% 

3loomberg  Financial  Markets 


Dow  Jones  Industrials 

8872.8 

1.1 

29.0 

Steel  15.7 

Homebuilding 

94.1 

NASDAQ  Combined  Composite 

1824.5 

2.0 

43.8 

Pollution  Control  14.7 

Broadcasting 

93.8 

S&P  MIdCap  400 

368.5 

1.0 

41.0 

Savings  &  Loans  14.0 

Manufactured  Housing 

88.1 

S&P  SmallCap  600 

199.1 

I.O 

41.0 

Hospital  Management  13.8 

Communications  Equip 

84.0 

S&P  SuperComposite  1500 

236.1 

1.4 

39.6 

Hotels  &  Motels  13.3 

Specialty  Appar.  Retailers  80.9 

SECTORS 

Latest 

%  change 
Week  Year 

WORST-PERFORMING  Last                             Last  12 
GROUPS                    month%  months% 

Bloomberg  Information  Age 

338.5 

3.7 

42.8 

Semiconductors  -14.3 

Shoes 

-32.7 

S&P  Financials 

133.9 

-0.2 

47.4 

Drug  Chains  -3.8 

Metals 

-31.8 

247.9 

2.3 

28.1 

Toys  -3.2 

Gold  Mining 

-28.9 

PSE  Technology 

345.3 

1.7 

37.3 

Computer  Systems  -2.8 

Photography/Imaging 

-13.7 

%  change 

Transportation  Services  -2.7 

Engineering  &  Constr. 

-10.4 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 

5967.8 
5096.6 
16,658.3 

1.1 
3.6 
0.2 

38.7 
49.1 

-9.8 

BLOOMBERG  MONEY  FLOW  ANALYSIS 

Rebound  ahead?  Stocks  with  most  1-month 
significant  buying  on  piice  weakness            Price  change 

Hong  Kong  (Hang  Seng) 

11,810.6 

6.2 

-7.6 

IBM 

103 '72 

-1% 

Toronto (TSE  300) 
Mexico  City  (IPC) 

7579.2 
4997.1 

2.1 
3.2 

23.8 
30.0 

Micron  Technology 

28  "/i6 

-6Vl6 

Compaq  Computer 

25^16 

-8'/l6 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

Sun  Microsystems 

44''/8 

-1^16 

Ascend  Communications 

34 '^'i  6 

-1  '/16 

S&P  500  Dividend  Yield 

1.36% 

1.43% 

1.86% 

S&P  500  P/E  Ratio  (Last12mos. 

27.7 

27.1 

20.7 

Texas  Instruments 

53^16 

-7  '^16 

S&P  500  P/E  Ratio  (Next  12  mos. 
First  Call  Earnings  Revision* 

)*  21.9 
-3.48% 

21.3 
-3.51  % 

16.6 

-0.99% 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

1-month 
Price  change 

Week 

Dell  Computer 

65^4 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

WorldCom 

44'/i6 

6 

S&P  500  200-day  average 

957.4 

951.2 

Positive 

Cisco  Systems 

67 '^16 

1  Vis 

Stocks  above  200-day  average 

67.0% 

66.0% 

Neutral 

Pfizer 

95^8 

7 

Options:  Put/call  ratio                0.58       0.54  Negative 
Insiders:  Vickers  Sell/buy  ratio       2.52      2.01  Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 

PeopleSoft 

50% 

6% 

Qwest  Communications  Intl. 

39% 

3V2 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.11 

5.12 

4.96 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.17 

5.17 

5.44 

assummg  a  cil7o  tederal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

B-MONTH  BANK  CDS 

5.07 

5.07 

5.07 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.37 

5.36 

5.91 

GENERAL  OBLIGATIONS 

4.43% 

4.42% 

5.03% 

5.02% 

10-YEAR  TREASURY  NOTES 

5.64 

5.58 

6.75 

PERCENT  OF  TREASURIES 

78.54 

79.36 

84.64 

85.02 

30-YEAR  TREASURY  BONDS 

5.94 

5.91 

6.95 

TAXABLE  EQUIVALENT 

6.42 

6.41 

7.29 

7.28 

LONG-TERM  AA  INDUSTRIALS 

6.51 

6.48 

7.45 

INSURED  REVENUE  BONDS 

4.57 

4.54 

5.21 

5.18 

LONG-TERM  BBB  INDUSTRIALS  6.98 

6.95 

7.79 

PERCENT  OF  TREASURIES 

81.02 

81.51 

87.67 

87.73 

LONG-TERM  AA  TELEPHONES 

6.79 

6.78 

7.65 

TAXABLE  EQUIVALENT 

6.62 

6.58 

7.55 

7.51 

rUAL  FUNDS 


500"  M  U  S  Diversified  HI  All  Equity 
total  return        52-week  lOtal  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Amerlndo  Technology  D  1 8.2 
Fidelity  Sel.  Energy  Serv.  1 6.8 
Smith  Barney  Telecom.  Income  16.6 
Matthews  Korea  I  14.4 
Weitz  Hickory  14.4 


Leaders 

S2-week  total  return 


% 


Morningstar,  Inc. 


Delaware  Aggressive  Gr.  A  98.8 

Munder  Micro-Cap  Equity  Y  84.8 

FMI  Focus  79.5 

Fidelity  Select  Brokerage  73.7 

Safeco  Growth  No  Load  72.9 


Laggards 

Four-week  total  return  % 

ProFunds  UltraBear  Svc.  -12.6 

Frontier  Equity  -8.3 

Merrill  Technology  0  -6.9 

Rydex  Ursa  -6.5 

Warburg  Japan  OTC  Comm.  -5.8 

Laggards 

S2-week  total  return  % 

Midas  -58.5 

U.S.  Global  Investors  Gold  -57.5 

Invesco  Strategic  Gold  -54.5 

Bull  &  Bear  Gold  Investors  -53.8 

Gabelli  Gold  ^8.8 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Communications 
Latin  America 
Europe 
Utilities 
Foreign 

Leaders 

52-week  total  return 


11.3  Japan 

9.8  Real  Estate 

9.2  Diversified  Pacific/Asia 

8.7  Technology 

7.6  International  Hybrid 


Laggards 

52-week  total  return 


-2.1 
0.0 
1.6 
2.4 
4.0 

% 


Communications  57.4  Precious  Metals  -38.5 

Financial  48.8  Pacific/Asia  ex-Japan  -30.1 

Large-cap  Growth  41.6  Diversified  Pacific/Asia  -22.1 

Small-cap  Blend  40.1  Japan  -9.4 

Unaligned  39.2  Diversified  Emerging  Mkts.  -7.3 


are  as  of  market  close  Wednesday,  Mar.  25,  1998,  unless  otfierwise  indicated.  Industry 
nclude  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flow  analysis,  and  mutual  fund  returns  are  as  of  Mar.  24,  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  ''Vanguard  Index  500  Fund 
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Editorials 


LET'S  NOT  RUSH  TO 
TAX  THE  NET  ^ 

Eveiyone  hates  taxes — especially  when  they're  imposed 
where  they  didn't  exist  before.  That's  why  the  debate 
over  taxing  the  Internet  is  so  heated.  Gk)veniors  want  to  ex- 
tend state  sales  taxes  to  the  burgeoning  business  taking 
place  on  the  Net.  Electronic-commerce  merchants  and  some  in 
Congress  say  'forget  about  it."  A  better  response  is  "Cool  it." 
It's  time  to  shed  some  hght,  as  opposed  to  heat,  on  the  issue. 

It's  true  that  governors  rely  increasingly  on  sales  taxes  to 
fimd  schools,  pay  salaries,  and  repair  roads.  They  don't  want 
to  lose  revenues  if  business  shifts  to  a  tax-ft-ee  Net.  Fair 
enough.  But  states  are  running  budget  siuT)luses  now,  thanks 
to  the  strong  economy.  In  fact,  most  governors  are  rushing  to 
cut  taxes.  There's  no  immediate  need  to  tax  the  Net. 

The  Net  is  not  the  first  no-tax  zone.  Mail-order  retailers 
have  been  thriving  for  decades.  The  Supreme  Court's  decree 
that  only  companies  with  a  physical  presence  in  a  state  ai'e  re- 
quii'ed  to  collect  sales  taxes  there  has  helped  catalog  sales  soar 
to  $78  billion  in  1997.  Compai"e  that  with  $4  billion  in  electi'onic 
commerce.  If  mail  order  isn't  threatening  state  solvency  today, 
the  Net  probably  won't  anytime  soon  (page  131). 

Then  there's  the  matter  of  tax  policy.  Government  has 
tended  in  recent  years  to  shift  revenue  soui'ces  from  income, 
property,  estate,  and  capital-gains  taxes  to  sales  and  payroll 
taxes,  which  ai'e  regressive.  Some  tliree-quarters  of  all  house- 
holds now  pay  more  in  payi-oll  taxes  than  in  income  taxes. 
Sales  taxes  have  the  viitue  of  being  sijnple  and  transparent — 
evei-yone  pays  them  equally.  But  they  do  fall  more  heavily  on 
the  poor  than  the  rich,  and  they  must  be  paid  in  good  times 
as  well  as  in  bad.  They  are  also  a  heavy  burden — 8K%  in  New 
York,  which  helps  explain  why  people  like  catalog  shopping. 

Extending  a  regressive  tax  to  the  Net  is  a  bad  idea.  Any 
discussion  of  Net  levies  should  be  pait  of  a  lai'ger  debate  over 
simplifying  and  broadening  taxes,  making  them  both  fairer  and 
hghter.  The  Net  is  too  young  an  arena  and  too  important  to 
the  nation's  competitiveness  to  tax  just  because  it's  there. 

THE  LOWEST-PAID  GET 
A  BREAK  AT  LAST 

Wages  for  the  lowest-paid  workers  in  the  U.  S.  rose 
1.6%  in  1997,  nearly  twice  as  fast  as  wages  for  the 
best-paid.  That's  the  biggest  increase  in  inflation-adjusted 
pay  .since  the  government  started  collecting  data  in  1979. 
Economic  growth  is  benefiting  workers  on  the  bottom  half 
mo)-e  than  those  on  the  top  half.  Is  this  a  fluke?  What  about 
all  those  immigrants  willing  to  work  for  less?  How  about  all 
those  jobs  going  offshore,  thanks  to  the  huge  trade  deficit? 

The  new  economy  continues  to  surprise.  The  lai'gest  blem- 
ish of  this  expansion  had  been  a  gi-owing  inequality  in  pay. 


But  with  unemployment  down  to  4.6%,  labor  markets  j 
tight  enough  to  support  higher  weekly  earnings  for  the  l 
torn  10%  of  the  pay  scale.  Whatever  downward  pressures  1 
global  economy  is  putting  on  wages,  fast  economic  gro\ 
(3.8%  last  year)  and  labor  scarcity  are  more  than  comp 
sating  for  it.  This  is  particularly  good  news  for  unskil 
young  people  entering  the  job  market.  The  jobless  rate 
high  school  di-opouts  is  dovra  from  nearly  12%  in  1992  to  ' 

Judicious  use  of  government  policy  has  helped.  The  Ean 
Income  Tax  Credit  amplifies  the  gains  in  disposable  income 
the  working  poor.  And  the  hike  in  the  federal  minim 
wage,  in  a  period  of  low  unemployment,  boosts  earnings. 

The  weekly  earnings  figures  probably  measure  only  a  { 
tion  of  the  real  gains  made  recently  at  the  bottom  half.  Tl 
do  not  measure  mobility — and  vrith  fast  grovrth,  low  inflat 
and  tight  labor  conditions,  our  guess  is  that  Ameiicans 
taking  the  upward-mobility  escalator  more  than  ever.  Gro^ 
is  good.  Strong,  noninflationary  growth  is  better. 

A  SIMPLE  FIX 
FOR  PENSION  SAVING 

Political  battle  lines  are  being  drawn  on  how  best  to  s 
Social  Security.  President  Clinton  wants  to  use  the 
eral  budget  surplus.  Conservatives  want  privatization, 
erals  want  to  hike  payroll  taxes.  Senator  Daniel  Pat 
Moynihan  (D-N.  Y.)  supports  partly  privatizing  Social  Sec- 
Others  believe  higher  economic  growth  will  do  the  t 
But  any  consensus  will  take  time  to  fonn.  Meanwhile,  C 
gress  can  do  something  right  away  to  ease  the  retirem 
worries  of  millions  of  people  working  in  the  New  Econo" 
simplify,  and  don't  penalize  mobility. 

In  a  high-tech  global  economy,  job  loss  and  job  creation 
together.  People  shift  jobs  to  different  sectors  all  the  time. 
America's  retirement-savings  system  is  balkanized.  There 
401(k)s  for  the  private  sector,  403(b)s  for  nonprofits,  457s 
state-  and  local-government  employees,  Keoghs  and  Simp" 
Employee  Pension  Individual  Retirement  Accounts  for 
self-employed,  and  iras  and  Roth  iras  for  those  who  qua 
This  results  in  a  tangle  of  different  rules,  income  limits, 
restrictions.  If  you're  a  state  trooper,  you  can't  roll  over  a 
into  an  ira  when  you  leave  youi*  job.  But  you  can  if  you' 
business  manager  with  a  401(k).  If  a  corporate  lifer  decide 
change  careers  and  teach  at  a  university,  the  ex-exec's  40 
pension  can't  be  transferred  into  a  403(b).  Married  cou 
with  an  adjusted  gi-oss  income  of  up  to  $150,000  can 
tribute  as  much  as  $2,000  to  a  Roth  ira.  But  to  set  up  a 
ditional  ira,  the  income  limit  is  $50,000  if  they  are  covered 
a  retu-ement  plan.  Go  figure. 

Why  not  just  let  everyone  save,  tax-free,  15%  of  their 
come  or  $10,000,  which  is  close  to  the  maximum  contribud 
for  a  401(k)  plan?  Indeed,  with  budget  surpluses  soari 
why  not  let  people  save  even  more?  It's  time  for  Congress 
str-eamline  the  retir'ement  savings  system  to  reflect  the  r( 
ities  of  the  new  economy.  Do  it  now. 
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WM  When  you're  looking  for  the  most 

outstanding 

^  solutions 

to  your 

P  outsourcin 

needs, 


there  are  only  two  companies 

to  consider... 

and  they've  just 

become 

one 


Sodexho  Marriott 

 SERVICES  


"Marriott"  is  a  registered  trademark  of  Marriott  International,  Inc ,  used  pursuant  to  license 
In  March  1 998.  Marriott  Management  Services,  a  former  division  of  Marriott  International,  Inc . 
combined  its  operations  with  Sodexho  Alliance^  in  North  America 
©  1 998,  Sodexho  Marriott  Services,  Inc 


A  dilemma  for  your  accountant:  | 
Is  it  travel? 


Or  entertainment? 


Willie  your  CPA  wrestles  with  that  dilemma,  you  can  en|oy  the  new  Lincoln  Town  Ca 
luxury  sedan  with  improved  steering,  a  responsive  overhead  cam  V-8  engine  and  th 

I  LINCOLN 


IPWWWBMIWJUUW—WimiWIWilWIIBWII' 


INTRODUCING     THE     UNCONVENTIONALLY     LUXURIOUS     RX   3  0  0.    WITH    A  REMARK 
ACCENTS    THROUGHOUT.    PREMIUM     LEATHER    TRIM*    AN    ASTONISHING     75     CUBIC  11 
OF    COURSE,    AVAILABLE    HEATED    FRONT    SEATS     THE    NEW    RX  300.    NOT    JUST  ANOTHER 

1998  Lexus,  a  Division  of  Toyota  Moto.  Sales.  U  S  A  .  Inc  Lexus  reminds  you  to  wear  seatbelis,  secure  children  ,n  rear  sea.  and  obey  all  speed  laws  'Leather  Tnm  Package  is  optional  ShM 
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Up  Front 


EDITED  BY  ROBERT  McNATT 
FED  WATCH 

O.K.,  GREENSPAN, 
YOU  WIN  

ALAN  GREENSPAN   MAY  NOT 
walk  the  halls  of  the  Federal 
Reserve  telling  his  fellow 
central  bankers,  "I 
told  you  so."  But 
they  are  gradually 
accepting  the  Fed 
chairman's  view 
that  productivity 
gains  really  are 
taming  inflation. 

Up  to  now,  oth- 
er Fed  policymak- 
ers  did  not  fully  share 
Greenspan's  belief  that  heavy 
corporate  spending  on  com- 
))uters  and  other  technology 
was  fueling  a  productivity 
boom.  Vice-Chaii'  Alice  Rivlin, 
for  one,  said  last  yeai-  that  she 
remained  puzzled  why  robust 
gTowth  had  not  triggered  a 


RIVLIN:  Leaning 


nse  in  inflation.  But  in  Mai'ch, 
Rivlin  said  she's  more  confi- 
dent that  productivity  is  key. 
And  Fed  Governor  Laurence 
Meyer,  one  of  the  leading 
skeptics,  recently  told  some 
outside  economists  that  his  es- 
timate for  long-term  produc- 
tivity  growth  is 
now     1.4%,  not 
1.1%.  Fed  Gover- 
noi-  Edwaixl  Gram- 
lich  is  also  known 
to  have  raised  his 
estimates. 

The  central 
bank's  gTowing  op- 
timism  about  pro- 
ductivity could  give  the  Fed 
the  i-esolve  to  hold  off  filing  a 
preemptive  strike  against  in- 
flation, says  Fed-watcher 
James  Annable,  chief  econo- 
mist for  First  Chicago  nbd. 
Now,  the  Fed  may  wait  until 
prices  rise  before  raising 
rates.  Dean  Foust 


REGULATION  NATION 

RED  TAPE  AND  ROBBERS  AT  THE  MINIMART 

rules  is  the  convenience 
store  industry,  which 
says  osHA  is  unfairly 
singling  it  out. 

So  why  the  flap  over 
something  voluntary? 
Says  crime  consultant 
Rosemary  Erickson  of 
San  Diego:  "If  these 
guidelines  go  through, 
they  could  also  be  en- 
forced  under  existing 
regulations,  and  we  are 
concemed  about  the  litigation 
factor."  In  other  words,  the 
industiy  feai's  "voluntaiy"  will 
end  up  meaning  "mandatoiy" 
Southland,  the  owner  of 
7-Eleven  Stores,  says  it  has 
managed  to  reduce  i-obberies 
(54%  in  the  past  20  years 
without  osha's  interference. 
So  expect  a  regulatoiy  shoot- 
out when  OSHA  issues  final 
guidelines  later  this  month. 
The  industry  says  it  may 
then  take  the  fight  to  Con- 
gress. Dennis  Blank 


FREEZE:  Convenience  si  ore  arrest 


evk[;y  ykak,  dozens  of 
employees  lose  their  lives 
during  robberies  at  retail 
outlets.  So  asking  for 
pumi)c(l-u]j  security  mea- 
sures at  convenience  stores 
seems  like  a  no-brainer. 

It's  not.  The  Occupational 
Safety  &  Health  Administra- 
tion wants  to  set  voluntary 
guidelines  this  month,  which 
would  ask  for  bulletp'-oof 
glass  and  two  clerks  on  late- 
night  shifts  in  convenience 
stores.  Bitterly  opposing  the 


TALK  SHOW    As  Woody  Allen  said  in  Bananas,  'It's  a 
travesty  of  a  mockery  of  a  sham.'  55 

— Representative  Martin  Meehan  ( D-Mass.)  after  the  House 
Republican  leadership  killed  the  campaign-finance  reform  bill 
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TRENDLETS 


BEST  MEDICINE  I  EVER  ATE 


THEY  MAY  TURN  OUT  TO  BE 

the  ultimate  health  foods. 
They're  pharma  foods, 
or  nutriceuticals — everyday 
grub  that  has  been  chemical- 
ly or  genetically  engineered 
to  fight  specific  health  prob- 
lems. Cleveland  researcher 
Freedonia  Group  says  the 
market  for  health-food  addi- 
tives and  pharmafoods  may 
be  $2.5  billion  in  2001. 

Monsanto,  for  one, 
is  developing  a  cho- 
lesterol-loweiing  com 
sugar  and  a  strain  of 
rice  that  provides 
insulin.  They  ai'en't 
expected   to  be 
ready  before  2000. 
But  Nestle  already 
makes  a  yogiut  in  Eu- 
rope, Yacult,  that  supposedly 
boosts  the  immune  system. 

Finland's  Raisio  Group  has 
hooked  up  with  McNeil  Con- 
sumer Products  to  launch  a 
cholesterol-cutting  margarine 
caOed  Benecol  in  the  U.  S.  tliis 
fall.  Benecol,  now  on  sale  in 
Eiu'ope,  was  developed  fi'om  a 


byproduct  of  pulp  paper  pi 
duction.  Sound  unpalatabl 
Maybe.  But  analysts  are  sa 
vating  over  its  prospects.  I 
ter  its  U.  S.  launch,  glol 
sales  could  hit  $400  million. 

There  may  be  regulato: 
problems,  however.  Dire 
claims  of  health  benefits  w 


require  an  0.  K.  from  ti 
Food  &  Dnig  Administratio 
Benecol  still  does  not  have 
fu'm  U.  S.  marketing  strat 
gy.  But  ultimately,  pharm 
foods  could  be  a  way  to  ha 
our  cake  and  eat  healthfull 
too.  William  Echikso 


REALITY  CHECKS 

AT&T'S 

FALLEN  ANGEL 

JUST  OVER  A  YEAR  AGO,  AT&T 
announced  Project  Angel,  a 
new  phone  technology 
designed  to  break  the  Baby 
Bells'  death  grip  on 
local  phone  service. 
Trumpeting  Project 
Angel  as  "revolution- 
ary,"  AT&T  said  it 
would  offer  con- 
sumers local  calls  and 
high-speed  Internet 
connections,  all  while 
bypassing  local  phone 
companies. 

Now,  AT&T's  Angel 
dream  has  met  up  with  re- 
ality.  In  a  meeting  with 

BUSINESS     WEEK,     CEO  C. 

Michael  Armstrong  revealed 
that  the  cost  of  deploying  the 


ARMSTRONG 


teclinology  is  $1,100  per  hom 
on  average.  Tliat  is  double  t 
price  at  which  at&t  can  tur 
a  profit,  he  said. 

The  Angel  system  use 
radio  technology  to  bypai 
the  wii'es  of  local  phone  coir 
panies.  at&t  still  plans  t 
expand  the  small  Angel  tei 
that's  currently  unde 
way  in  Chicago.  Arn 
strong  estimates  tha 
Angel's  cost  eventua 
ly  will  drop  to  $50 
]3er  household,  a  pric 
that  should  make  i 
profitable.  "It's  a  mat 
ter  of  time,"  he  says 
"It'll  probably  tak 
two  more  cycle 
of  technology."  Tha 
means  it  will  be  severa 
more  years  before  at&t' 
Angel  can  compete  in  th 
$100  billion  local  phone  mai 
ket.  Peter  Elsfrori 
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when  you're  looking  for  the  most 

outstanding 

solutions 

I  \        to  your 

^  outsourcin 

needs, 


there  are  only  two  companies 

to  consider... 

and  they've  just 

become 

one. 


Sodexho  Marriott 

 SERVICES—  


"Mamott"  is  a  registered  trademark  of  Mamott  International,  Inc.,  used  pursuant  to  license 
in  March  1998,  Mamott  Management  Services,  a  former  division  of  Mamott  Internalonal,  Inc , 
combined  its  operations  with  Sodexho  Alliance's  in  North  America 
©  1 998,  Sodexho  Mamott  Services,  Inc 


Up  Front 


FASHION  STATEMENTS 

MUNSINGWEARWILL 
TAKE  THIS  RAP 

WHAT  DO  HIP-HOP  STAR  PUFF 

Daddy  and  crooner  Bing 
Crosby  have  in  common? 
Theii'  shiits,  of  coiu'se. 

Munsing"wear,  makers  of 
the  knit  golf  shirts  once  fa- 
vored by  Crosby, 
is  scoiing  big  wdth 
a  revamped  line  of 
the  shirts.  With 
their  penguin  logo, 
the  company's  $40 
Grand  Slam  and 
Grand  Slam  Tour 
shirts  have  be- 
come must-wears 
for  the  hip-hop 
set.  Result?  Mia- 
mi-based Supreme 
International,  the 
label's  owner,  has 
seen  sales  of  the  brand,  in- 
cluding licensed  products  and 
other  lines,  grow  to  $175  mil- 
lion fi'om  $30  million  last  yeai'. 

Puff  Daddy,   born  Sean 


ALL  PENGUIN:  Daddij 


Combs,  sports  the  shirts  in 
his  recent  video,  Mo  Money 
Mo  Problemz,  though  he  isn't 
paid  to  endorse  them.  Says 
Katina  Masoiu'as,  an  assistant 
producer  at  MTV,  the  "old- 
school"  style  has  always  ap- 
pealed to  rappers.  Once,  for 
instance,  Izod  rode  that  high. 

Munsing"wear  also  benefits 
from  the  golf  craze  among 
African  Ameri- 
cans spurred  by 
Tiger  Woods.  One 
of  its  print  ads 
shows  a  black 
golfer  with  the 
tagline:  "The  best 
golfers  wear  the 
penguin  imtO  they 
are  paid  not  to." 
It's  a  tongue-in- 
cheek  reference  to 
Woods,  who  wore 
Munsingwear  be- 
fore  signing  with 
Nike.  The  company  estunates 
only  30%  of  its  shirts  are 
worn  by  golfers.  The  other 
buyers?  They  just  like  the 
look.  Christhia  Scott 


SLUGFESTS 


THEY'RE  BOILING  OVER  RICE 


IT  S  BECOMINO  THE  GREAT 
Basmati  Scandal.  RiceTec 
Inc.,  a  rice  producer  in  Alvin, 
Tex.,  has  received  a  U.  S. 
patent  for  a  new  strain  of 
basmati  rice.  It  wants  to  use 
the  name  in  conjunction  wath 
its  Texmati,  Kasmati,  and 
Jasmati  brands.  All  are 
Texas-gi'own  versions  of  bas- 
mati rice,  which  originated  in 
the  footliills  of  the  Himalayas. 

U.  S.  basmati?  Indians  are 
steamed  at  the  thought.  In 
India,  after  all,  medieval  po- 
ets have  written  odes  to  the 
aromatic   rice.   "They  are 


stealing  our  heritage,"  says 
Anil  Adlaklia  of  the  All  India 
Rice  Exporters  Assn.  "Amer- 
ica had  not  come  into  exis- 
tence when  our  ancestors 
were  gTowing  basmati." 

It's  not  just  India's  culi- 
nary heritage  at  issue.  Big 
money  is  also  involved.  Indi- 
an farmers  export  $250  mil- 
lion worth  of  basmati  annual- 
ly, and  the  U.  S.  is  a  target 
market. 

RiceTec  ceo  Robin  An- 
drews says  that  while  the 
basmati  name  will  be  on  the 
boxes,  he's  not  try- 
ing to  stop  Indi- 
an exports.  But 
India's  Com- 
merce Ministry  is 
researching  a 
challenge  to  the 
patent.  This  curry 
could  simmer  for 
a  while.  Manjeet 
Kripalani 


DRAWN  &  QUARTERED 


;pNG 


"Lool\s  LIKE  ANOTMER  ATTEMPT  FY  W6  Jo&f^'^co  To  ATTRACT  "Wt  VOUTH  MAW^,." 


STRAIGHT  DOPE 


IF  A  HIGH  HAD  A  HIGHER  PRICE 


IF    YOU    WANT    TO  STOP 

teens  fi'om  using  cocaine,  says 
a  new  economic  study,  think 
high  prices.  Youthful  drug 
abusers  are  three  times  as 
sensitive  to  prices  as  adults 
are.  So  forcing  street  prices 
upward  by  cracldng  down  on 
dealers  is  a  good  way  to  keep 
kids  on  the  sti-aight  and  nar- 
row, the  authors  say. 

The  study  contradicts  ear- 
lier research  that  supported 
relaxing  laws  against  cocaine 
and  marijuana.  Those  studies 
said  that  prices  don't  affect 
usage  much,  so  it  wouldn't 
matter  if  decriminalization 
lowered  the  cost  of  dnigs. 

Authors  Frank  Chaloupka 
and  John  Tauras  of  the  Uni- 
versity of  Illinois  at  Chicago 
and  Michael  Grossman  of  the 
City  University  of  New  York 


COKE:  What  will  teens  pay? 


Graduate  School  found  that 
a  10%  increase  in  the  price 
of  cocaine  reduces  the  chance 
of  a  youth's  using  the  drug 
by  9%  to  10%.  They  didn't 
have  enough  data  to  detect 
a  similar  pattern  for  marijua- 
na. Unlike  most  other  studies 
done  on  the  subject,  the  au- 
thors had  access  to  data  fi'om 
the  Drug  Enforcement  Ad- 
ministration on  the  street 
price  of  cocaine.     Peter  Co/i 


THE  BIG  PICTURE 


GIVE  ME  THE  CORPORATE  LIFE 

The  downsizing  era  that  began  in  the  late  1980s  pushed 
a  lot  of  folks  into  becoming  entrepreneurs.  With  more 
jobs  opening  up  in  big  corporations,  though,  ^ 
people  aren't  as  quick  to  start  their 
own  business,   p^pg^^y  gp  downsized  ^ 

WORKERS  WHO  BECAME 
ENTREPRENEURS 


FROM  A  SURVEY  OF  2,500  LAID-OFF  EMPLOYEES 


'87  '88  '89  '90  '91  '92  '93  '94  '95  '96  '97 

DATA;  CHALLENGER,  GRAY  &  CHRISTMAS  INC. 


FOOTNOTES    Measurable  impact  of  high-tech  on  productivity,  in  poll:  E-mail,  64%;  spreadsheets,  62%:  Internet,  1 9% 
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DATA:  OLSTEN  CORP 


Before  you  dive 
digital  copiers, 
re-Introduce  the  art 


headfirst  Into 
me'd  like  to 
of  thinking  ahead. 


When  investing  in  a  digital  copier/printer,  a  little 
forethought  can  go  a  long  way.  Before  taking  the  plunge, 
consider  this:  many  digital  copiers  are  painfully  slow,  non- 
networkable  and  require  an  advanced  degree  to  operate. 

Now  consider  the  Oce  3165  digital  copier/printer. 
It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 
with  any  PC  on  virtually  any  network,  maximizing 
your  productivity  by  letting  you  print,  copy,  and  collate 
right  from  your  desk.  And  with  Oce  Image  Logic, 
high-quality  images,  graphs  and  text  are  achieved 
without  endless  adjustments. 

Invest  in  the  smarter,  faster,  more  ^^^^ 
productive  Oce  316.5.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering, 


In  hindsight  we  should  have  gone  with  Oce." 


The  Oce  3165  digital  copier/printer  can 
he  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


Sharpen  your  digital  acumen  with  your  free  Digilal 
Copier  Buyer's  Guide.  Call  1-888-462-3872.  ext.  143. 
For  general  copier  enlightenment,  visit  wwu  •■■i.^'in.a.rom 


R    R    I    N  S 


E    H    I    N  D 


BETTED 


DOCUMENTS 


How  monuiTiLntal  is  Qwest's  first  transcontinental  fiber  optic  link?  consider  that  a  bit  is  only  as  valuable  as  it  is  fa: 
;onsider  the  itr„'ention  of  the  telegraph  sending  5  bits  per  second,  or  the  first  transcontinental  telephone  handling  30, 0( 
jits  per  second,  or  tfie  world's  first  con^.munications  satellite  transmitting  768,000  bits  per  second,  now  consider  t 
Jwest  Macro  Capaciiy  "  Fiber  Networl<  moving  2,000,000,000,000  bits  of  information  per  second,  at  the  speed 


and  every  bit  of  information  is  only  as  valual^le  as  it  is  safe.  Qwest  Absolute  Data  ri^B  tks  li§Vt 

ty"  allows  no  more  than  one  bit  of  error  in  every  quadrillion  bits,  that  is  like  one  grain 

J  missing  from  a  twenty-mile  stretch  of  desert.  Qwest's  coast  to  coast  link  will  be   ^_ 

Dit  as  monumental,  every  bit  as  world  changing,  as  anything  before  it. 

www.qwest.net 
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THERE'S  MORE  TO  A  MONOPOLY 
THAN  MARKET  SHARE  

"What  do  trustbusters  want?"  (Edi- 
toiial,  Mar.  23)  harks  back  to  simpler 
times  when  merger  pohcy  was  deter- 
mined solely  by  market  shares.  Now, 
decisions  seem  more  complicated.  Wliat, 
asks  BUSINESS  WEEK,  do  today's  trust-' 
busters  want? 

Our  answer  is  clear.  The  -Justice 
Dept.  and  the  Federal  Ti-ade  Commis- 
sion want  to  make  sure  that  Ameri- 
ca's consumers  get  the  benefits  of  com- 
petition: lower  prices,  better  services, 
and  increased  innovation.  We  seek  to 
determine  whether  a  merger  will  lead 
to  increased  prices  for  consumers  or 
substantially  reduce  consumer  choice.  If 
it  will,  we  look  fiulher  to  see  whether 
there  are  special  mitigating  circum- 
stances— such  as  whether  the  merging 
firms  will  have  lower  costs — that  will 
translate  into  consumer  benefits. 

Back  in  the  1960s  and  1970s,  there 
was  a  sort  of  "paint  by  the  numbers" 
approach  to  merger  enforcement  that 
started  and  ended  with  market-share 
calculations.  This  standard  was  simple, 
all  right,  but  it  proved  to  be  too  simple. 
Why?  Different  industries  have  differ- 
ent market  conditions  and  unique  facts 
that  should  be  considered  in  assessing 
the  likely  competitive  effects  resulting 
from  a  merger.  You  can't  treat  gi-ocery 
stores  like  the  Internet  or  trains  like 
computers.  In  fact,  a  test  confined  to 
market  shai'es  could  lead  to  challenging 
merge)-s  that  would  actually  be  good 
for  consumers. 

In  a  bipartisan  approach  developed 
under  the  Reagan,  Bush,  and  Clinton 
Administrations,  we  now  use  market 
shai'es  as  a  stalling  point  for  competitive 
analysis,  but  take  the  analysis  fuither  to 
consider  factors  such  as  ease  of  entry 
and  changing  market  conditions.  The 
analysis  is,  no  doubt,  more  complicated 
than  exclusive  reliance  on  mai'ket  shai'es, 
but  it  is  designed  to  produce  more  in- 
formed decisions  that  distinguish  be- 
tween the  vast  majority  of  mergers  that 
are  pro-competitive  and  the  small  num- 
ber that  will  be  bad  for  consumers. 


CORRECTIONS  &  CLARIFICATIONS 

A  chart  was  mislabeled  in  "Fast  Eddie' 
Future  Bank"  (Finance,  Mar.  23).  Th 
heading  "return  on  assets"  should  hav 
read  "return  on  equity." 
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Recently,  Justice  and  the  etc  ha 
stepped  in  to  protect  Americans  wi 
buy  white  bread  for  kids'  sandwich( 
prescription  drugs  for  elderly  paren 
and  computer  paper  and  other  offi 
supplies.  We  have  also  helped  Americ 
companies  that  buy  aluminum  for  ma 
ing  soda  cans  and  the  Defense  Dep 
which  purchases  radar  systems  to  pr 
tect  oiu'  pilots.  Eacli  and  evei-y  time 
do  this,  we  apply  the  same  test:  Won 
consumers  be  hurt  by  the  merger?  I 
proceeding  this  way,  we  ensure  th 
our  economy  remains  competitive  ai 
that  consumers  get  the  benefits. 

Robert  Pitofsky,  Chairm;  ■mi 
Federal  Ti'ade  Commissi( 
Joel  I.  Klein,  Assistant  Depu 
Attorney  Gener 
Antitiust  Div.,  Justice  Dej 
Washingt( 

HEY,  GM.  WHY  DO  MY  FRIENDS 
ALL  DRIVE  BMWs? 
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I  read  "Slip  slidin'  away  at  Gener 
Motors"  (News:  Analysis  &  Comma: 
tary.  Mar  23)  with  gi'eat  interest.  As 
long-ago  (more  than  35  years)  champi( 
of  the  company,  I  have  watched  it  go 
pieces  with  regret.  No  other  indust: 
has  the  phenomenon  of  a  large  and  a^j  j 
ticulate  press  that  critiques  and  eval 
ates  its  products.  Unfortunately,  Ge 
eral  Motors  Corp.  has  ignored  th 
wellspring  of  commentaiy  and  advice 

I  can  think  of  five  bmw  owne 
among  my  close  friends  and  a  broa 
selection  of  Asian  and  European  caj 
among  other  friends  and  co-worker 
The  only  I'emaining  (JM  owner  of  m 
acquaintance  bought  a  light  truck,  ha 
a  number  of  dreadful  experiences  wit 
the  dealer  when  it  was  new,  an 
swears  he'll  never  buy  another. 
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Just  lose  that  market  share,  they 
it  away. 

Robert  H.  Nielsen 
Seattle 

irobable  cause  for  gm's  loss  of 
t  share:  design.  Many  of  the  gm 
:ts  are  just  plain  boring!  Over 
!ars,  I  purchased  three  Buicks 
lally  gave  up  in  disgust.  They 
e  bland,  adjusted  to  the  lowest 
)n  denominator  of  design, 
light  prove  helpful  if  r.M  execu- 
et  the  design  departments  have 
flexibility  and  not  approve  de- 
)y  committee.  For  starters,  they 
consider  why  the  Corvette  is  a 
nt  best-seller! 

William  L.  R.  Rice 
Fairfax,  Va. 

MAN'S  LIGHT 

OUT  YET  

lOugh  there  are  plenty  of  cost  re- 
1  opportunities  at  Coleman  Co. 
nsaw  Al  goes  to  camp,"  News: 
;is  &  Commentary,  Mar.  16),  this 
where  the  value  lies.  The  real 
3f  the  acquisition  will  come  from 
^ng  distribution  and  Coleman's 
leadership  position.  Under  Mike 
es,  Coleman  perhaps  focused  too 
on  gi'owth  overseas  and  under- 
fed the  serious  problems  at  home, 
es  with  the  Powennate  Div.  and 
sources  consumed  in  acquiring 
egi-ating  France's  (not  GeiTnany's) 
ng  Gaz  distracted  management 
ixing  the  problems  in  its  core 
utdoor  business. 
Hammes  did  not  take  the  Cole- 
name   down-market.  Sunbeam 

a  great  brand.  It  needs  great 
roducts.  Al  Dunlap's  vision  of 
g  a  global  consumer  dui'able  pow- 
3  with  leading  brands  is  similai-  to 
iion  that  we  had  at  Coleman  in 

still  believe  bringing  this  vision 
lition  will  create  tremendous 

for  shareholders. 

David  Yuen 
Former  Senior  Vice-President 
Coleman  Co. 
Hong  Kong 

NG  A  DOOR 

E  PORTALS  DEAL  

spokesman  for  Franklin  L. 
,  I  want  to  clear  up  two  misim- 
ms  left  by  "The  heat  under  Peter 
(Government,  Mar.  16).  First, 
ling  the  $1  million  payment  to 
S.  Knight's  law  firm  for  strategic 
counsel:  Knight  worked  on  a 
projects,  including  the  Portals. 
:ticle  implies  that  this  payment 
contingency  fee  and  points  out 


that  the  Portals'  supplemental  lease 
had  the  same  date  as  Knight's  invoice 
to  developer  Haney.  How  does  the  co- 
incidence of  these  dates  prove  other- 
wise? Haney  would  have  owed  Knight 
his  fee  even  if  the  Portals  deal  had  not 
closed. 

Second,  the  article  says  that  one  of 
Knight's  main  services  was  to  secure  a 
fixed  date  for  the  Federal  Communica- 
tions Commission's  rent  payments  to 
begin  at  the  Portals.  A  date  was  one  of 
a  number  of  items  negotiated  by  Portals 


lawyers  m  exchange  for  millions  in  delay 
damages  the  government  could  have 
faced.  Setting  a  date  provided  more  fa- 
vorable interest  rates  and  better  i-ental 
fees  for  the  government.  The  fixed  date 
meant  that  if  the  Portals  developers' 
failure  to  complete  the  project  in  time 
were  their  fault,  the  goverament  would 
have  gotten  a  full  refund  because  of  a 
liquidated-damages  provision. 

As  you  reported,  the  building  stands 
empty,  but  the  General  Accounting  Of- 
fice made  it  clear  that's  not  because  of 


"After  exercising  my  demons  here,  Bob,  I  intend 
to  fire  the  Big  Phone  Company  and  redeem  myself 
with  that  Williams  network. " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.willtales.com  or  call  1-800-WILLIAMS,  and  get  fired  up  over  superior  telecom  solutions. 


©1998  The  Williams  Companies,  Inc. 
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Haney.  The  GAo  also  says  that  the  Poi'- 
tals  is  the  best  and  most  cost-efficient 
deal  for  the  FCC.  By  tlie  time  the  fcc 
moves  in  this  summei',  taxpayers  will 
have  lost  $14  million.  It's  time  Congi-ess, 
BUSINESS  WEEK,  and  the  fcc  began  fo- 
cusing on  that  instead  of  searching 
through  the  long,  sad  history  of  this 
project  for  consj^iracies  that  don't  exist. 

Kenneth  Vest 
Powell  Tate 
Washington 

MARKETERS  FEAR 

PRIVACY  INVASIONS.  TOO  

Contrary  to  your  recent  article  "A 
little  piivacy,  please"  (Infonnation  Tech- 
nology, Mar.  16),  progress  in  posting 
privacy  policies  is  accelerating  rapidly. 
Smart  mai"keters  know  they  will  build 
better  relationships  with  consumers  by 
telling  them  how  their  personal  infor- 
mation will  be  used,  and  more  busi- 
nesses are  creating  privacy  policies  at 
Web  sites  every  day.  Companies  can 
get  help  in  creating  an  online  privacy 
policy  at  www.the-dma.org/policy.html. 
As  yoiu*  story  noted,  more  than  700  or- 
ganizations have  posted  policies  after 
consulting  the  tool. 

In  no  other  medium  has  a  self-regu- 
latoiy  code  of  conduct  developed  so  fast 
to  address  consumer  concerns.  As  E- 
commerce  continues  to  evolve,  compa- 
nies are  reacting  quickly  to  detennine 
the  right  set  of  actions  to  meet  changing 
consumer  demands. 

H.  Robert  Wientzen 
President  &  ceo 
Direct  Marketing  Assn. 

New  York 

FIRST  UNION  BANK'S 
SECOND-CLASS  CUSTOMERS 

In  "Fast  Eddie's  future  bank"  (Fi- 
nance, Mar.  23),  Edward  E.  Crutchfield 
Jr.'s  plans  seem  to  have  overlooked  the 
consumer,  like  myself,  who  has  seen  the 
degradation  of  the  local  banking  ser- 
vices aftei'  the  takeover  of  First  Feder- 
al in  New  Jersey.  Since  that  time,  I 
have  seen  a  marked  reduction  in  sei-vice 
accompanied  by  some  of  the  highest 
fees  in  the  country.  First  Union  Coip.  is 
now  discouraging  mail-banking  by  no 
longer  supplying  return-address  en- 
velopes and  ceasing  to  confirm  mailed 
deposits. 

There  is  no  doubt  that  First  Union 
will  continue  on  its  profitable  path.  I  can 
only  ask  why  it  has  not  received  the  at- 
tention (tf  fefleral  bankin  regulators. 

Mi  vin  G.  Frank 
Sh,  .-t  Hills,  N..J. 


THE  DIAMONDBACKS  RATTLED 

A  FEW  ARIZONANS  

In  "Pitching  100  mph  in  Phoenix" 
(Sports  Business,  Mar.  30),  you  refer  to 
Jerry  Colangelo  as  "the  man  who 
brought  Major  League  Baseball  to  the 
desert."  What  is  not  mentioned  is  that 
Colangelo  did  so  on  the  backs  of  the 
tax'payers  of  Maiicopa  County.  With  cer- 
tain members  of  the  County  Board  of 
Supeivisors  as  pollers,  and  Colangelo  as 
the  train's  engineer,  unwilling  citizens 
of  the  Valley  of  the  Sun  were  trans- 
ported— by  rail — directly  to  the  Stadium 
Tax  Station.  There  were  no  stops  along 
the  way  at  any  voting  booths. 

The  Arizona  Diamondbacks  will  play 
to  sell-out  crowds  because  there  is  an 
abundance  of  people  in  this  valley  whose 
only  identity  is  the  one  printed  on  a  T- 
shiit  or  ball  cap.  There  are  others  who 
will  show  up  at  the  new  stadium  on  the 
day  Phoenix  has  its  first  blizzard. 

Harold  Debbi 
Scottsdale,  Aiiz. 

THE  MYTHICAL  AMERICAN 
HIGH-TECH  DUMMY  

"High-tech  talent:  Don't  bolt  the  gold- 
en door"  (News:  Analysis  &  Commen- 
taiy,  Mai'.  16)  is  misleading.  Studies  show 
there  is  no  shortage  of  indigenous  high- 
tech talent.  The  industry's  plea  for  a 
gi'eater  number  of  H-iB  visas  for  immi- 
grant workers  is  driven  by  the  desire 
to  liii'e  the  sldlls  they  need  at  the  lowest 
possible  cost.  This  is  done  with  the  ex- 
pectation that  as  teclinology  changes,  to- 
day's immigi-ant  tech  talent  will  be  let  go 
to  import  another  round  of  low-cost  help. 

The  country  has  an  ample  supply  of 
experienced  indigenous  computer  spe- 
cialists who  can  leani  the  newest  tech- 
nology in  a  short  time.  Of  course,  these 
midcareer  professionals  cannot,  and 
shoukl  not,  be  expected  to  work  at  be- 
ginning wages.  It  does  the  country  a 
gi'eat  disservice  to  unnecessarily  force 
it  to  rely  on  foreign  workers  for  critical 
skills.  As  with  any  other  profession,  life- 
long cai'eei-s  must  be  based  on  continuing 
education  that  adds  to  the  value  of  ex- 
perienced personnel. 

John  R.  Thomas 
Lafayette,  Cahf. 

BEETLEMANIA 

IS  ALIVE  AND  WELL  

Yesterday,  I  experienced  excitement, 
energy,  and  unbelievable  euphoria — even 
nostalgia  as  I  ch'ove  my  new  1998  Volks- 
wagen Beetle  from  Berkeley,  Calif.,  to 
my  home  in  Pleasanton  ("The  nostalgia 


boom,"  Cover  Story,  Mar.  23).  Yes,l|'i5ir 
waved,  pointed  my  fingers  (peace.  No.'  i  'gcs 
0.  K.)  towai-d  eveiy  wave  and  smile  tH 
came  my  direction.  Yes,  the  dealer  evf 
placed  a  daisy  in  the  flower  vase. 

After  all,  I  was  one  of  the  fii-st  to  b 
come  a  lucky  owner  of  this  vehicle.  Tn' 
I  owned  a  Beetle  and  just  about  eve 
other  vehicle  vw  has  built  over  t 
years.  My  husband  thought  I  had  Ic 
my  marbles  when  I  told  him  I  h; 
placed  an  order  for  the  new  Beetle.  Tli 
was  until  yesterday,  when  he  conced 
the  practicality  of  my  decision.  This  c 
will  be  used  for  commuting,  shoppir 
kid  shuttle,  and  moving  computer  equi 
ment  and  gardening  supplies.  This  c 
will  have  many  of  the  same  uses  n 
spoit-utility  vehicle  performs  today,  or 
offering  better  gas  mileage  and  low 
cost.  Today,  I'm  feeling  groovy . . . 

Dawn  Pete 
Pleasanton,  Cal 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.coin 

and  on  America  Online  at  Keyword:  BW. 
To  Sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week, 

MaVen 

Shopping  for  computer  equipment'  Visit  Maven,  oiii 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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Books 


FHE  BIOTECH  CENTURY 

Harnessing  the  Gene  and  Remaking  the  World 

3y  Jeremy  Rifkin 

farcher/Putnam  •  271pp  •  $24.95 


TAKING  ON 

THE  GENE  TINKERERS 


For  more  than  two  decades,  Wash- 
ington activist  Jeremy  Rifkin  has 
been  practicing  vigilantism  in  pm-- 
3uit  of  biotechnology.  As  the  industry 
las  sped  ahead  at  Hghtning  pace,  os- 
tensibly for  the  public  good,  RitTdn  has 
urked  around  every  bend,  ready  to 
challenge  and  spread  fear  and  uncer- 
tainty about  virtually  any  research  on 
the  manipulation  of  human  genes.  He 
las  filed  many  lawsuits.  He  has  enlisted 
iome  of  the  country's  most  prominent 
[•eligious  leaders  to  oppose  patents  on 
^enes  used  to  make  drags.  And  he  has 
ATitten  a  slew  of  books,  such  as  Decla- 
miion  of  a  Heretic  and  Wlio  Shoidd 
Play  God?,  attacking  biotechnologists 
IS  gi'eedy,  arrogant  Dr.  Frankensteins. 
Rifkin  argues  that  they  are  mortgag- 
ng  public  safety,  our  humanity,  and  the 
aatural  order  for  short-term  profits. 

I  can  sympatliize  with  executives  who 
turn  crimson  at  the  mention  of  Rifkin's 
aame,  but  I've  interviewed  him  enough 
to  respect  his  intelligence  and  his  sen- 
sitivity to  notions  that  really  fi-eak  peo- 
ple out — a  sensitivity  often  much 
^'eater  than  exists  in  the  industiy.  Give 
the  guy  ci-edit:  He  knows  how  to  get 
people's  attention.  When  food  compa- 
nies paraded  out  experts  to  argue  that 
?ene-spliced  foods  were  safe,  for  exam- 
ple, Rilkin  matched  them  with  a  gi'oup 
3f  famous  chefs  who  said:  "Hey,  we've 
^ot  plenty  of  good,  safe  food  now.  Why 
sven  take  a  small  risk?" 

Rifkin's  new  book.  The  Biotech  Ceu- 
turij,  was  likely  inspired  by  the  recent 
fuss  over  Dolly,  the  cloned  sheep.  In- 
deed, he  cribbed  the  book's  title  from  a 
BUSINESS  WEEK  cover  story  also  mark- 
ing Dolly's  arrival  and  the  attendant 
opportunities,  challenges,  and  ethical  is- 
sues. "The  new  genetic  technologies 
gi'ant  us  a  godlike  power  to  select  the 
biological  futiu-es  and  features  of  the 
many  beings  who  come  after  us — the 
greatest  shopping  experience  of  all 


time,"  Rifkin  proclaims.  True  enough. 
And  he  fully  explores  his  thesis  that 
biotechnology  and  information  science 
are  converging,  aiding  the  practice  of 
what  he  dubs  the  "algenic"  arts,  or  the 
"improvement"  of  living  organisms.  Ge- 
netic engineers  ai'e  increasingly  treating 
human  dna  as  they  would  a  piece  of 
software  code,  Rifkin  notes,  and  soci- 
ety will  confi'ont  unprecedented  dilem- 
mas. Just  one:  Fixing  the  genetic  pro- 
files of  unborn  children.  Will  insurance 
companies  some  day  step  in  and  man- 
date that  parents  take  steps 
such  as  repairing  the  genes 
of  potentially  retarded  chil- 
ch'en  in  order  to  save  health- 
care dollars? 

As  usual,  Rifkin  asks  im- 
portant, provocative  ques- 
tions, but  he  muddies  the 
discussion  with  a  lot  of  scat- 
tershot industiy-bashing.  His 
anti-genetic-engineering 
rhetoric  has  mellowed  a  bit, 
but  what  Rifkin  offers  as  al- 
ternatives to  our  current 
course  of  pretty  much  taking  these  is- 
sues as  they  come  constitutes  little  more 
than  a  tower  of  unproductive  bio-babble. 
The  Biotech  Century  is  ultimately  a 
hand-wiinging  exercise  that  calls  for  "a 
rich  and  robust  conversation"  in  soci- 
ety at  large  about  a  complex,  technical, 
and,  fi'ankly,  unstoppable  field  of  inquiiy. 

To  give  Rifkin  his  due,  he  covers 
many  serious  issues  that  biotech  raises 
and  that  the  industiy  typically  ducks. 
Among  them:  Who  gets  "authority  to 
decide  what  is  a  good  gene  that  should 
be  added  to  the  gene  pool  and  what  is  a 
bad  gene  that  should  be  eliminated?" 
It  has  been  less  than  100  years  since  re- 
spected American  academics  and  politi- 
cians called  for  a  ban  on  procreation  by 
"inferior"  people.  Thus,  it  is  troubling  to 
contemplate  what  society  might  do  as 
researchers  expand  their  ability  to  find 
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and  coirect  gene-based  "defects."  Every-' 
one  has  some  bad  genetic  baggage, 
Rifkin  says,  so  we  could  "come  to  see 
ourselves  as  miswired  fi-om  the  get-go, 
riddled  with  errors  in  our  code." 

While  there  certainly  are  risks  in 
monkeying  around  wnth  genetics,  much 
of  that  research  is  aimed  at  such  goals 
as  ending  suffering,  saving  dying  kids, 
and  stopping  infectious  disease.  In  The 
Biotech  Century,  Rifkin  is  careful  not  ' 
to  directly  attack  specific  medical  re 
search  projects,  saving  most  of  his  fire 
for  agricultural  applications  that  he 
claims  could  unleash  environmental  ffl. 
havoc.  He  clearly  recognizes  that  if  he  p' 
casts  the  debate  in  such  a  way  that 
patient-advocacy  groups  or  even  the 
parents  of  a  single  suffering  child  take 
him  on,  he  loses. 

But  Rifkin  sees  all  corporations  as^i^ 
profiteers  and  treats  most  of  their  ex 
perimentation  vrith  suspicion,  attacking, 
for  example,  theii-  alleged  exploitation  of 
Third  World  genetic  resources,  such  as 
the  "biopiracy"  of  medical 
ly  beneficial  genes  from 
plants  or  animals.  He  weak- 
ly admits  that  many  genetic- 
engineering  projects  could 
be  beneficial  but  says  we 
should  explore  other  options 
first,  such  as  studying  envi 
ronmental  causes  of  illness- 
es. Does  this  mean  weBires 
should  shut  down  cutting- 
edge  medical  research  until 
we  know?  That's  unthink- 
able. And  if  not  companies, 
who  will  develop  new  therapies? 

With  all  new  technologies,  we  need  to 
consider  the  big  picture  and  contem 
plate  long-term  consequences.  But  weplE 
can't  slam  every  new  development  just 
because  it  goes  against  the  natural  or- 
der: So  do  antibiotics.  So  does  bypass 
surgery.  So  do  irrigation  projects.  So 
do  airplanes. 

Wail  away,  Jeremy,  but  if  you  or 
someone  close  to  you  ever  gets  sick  and 
needs  one  of  these  gene-spliced  drugs— 
or  worse,  suffers  an  untreatable  ill 
ness — you  may  find  yourself  eating  yom* 
words.  In  the  end,  one  of  biotechnology's 
most  compelling  aspects  is  its  appeal  to 
an  awesome  natural  force:  hope. 

BY  JOAN  O'C.  HAMILTON 
Ex-bureau  chief  Hamilton  covered 
biotechnology  and  now  edits  Signals,  a 
Web  magazine  on  biotechnology. 
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RIFKIN  ASKS  THE  TOUGH  QUESTIONS,  BUT 
HIS  SCATTERSHOT  STYLE  WORKS  AGAINST  HIM 
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rEPHEN  H.  WILPSTROM 

[)N'T  BE 

CRASH  DUMMY 


lot  whether  your 
puter  will  go 
[1,  it's  when.  Here 
iw  to  prepare 

k  ne  morning  a  couple 
I  of  weeks  back,  my 
'  hard  drive  started 
g  funny  clicking  noises. 
:-ked  for  a  few  more 
es  with  the  computer 

flakier  and  flakier,  then 
shed.  An  attempt  to  i-e- 
•evealed  the  unsui-pris- 
it  awful  truth.  The  disk 
cashed.  Nothing  I  could 
ot  even  reformatting, 

bring  it  back  to  life, 
s  could  have  been  a  dis- 
My  entire  working 
•olumns  that  I've  writ- 
orrespondence.  E-mail 
;^es,  expense  report 
is,  eveiything — was  on 
!  gigabyte  disk.  To  my 
ual  relief,  it  turned  out 

nothing  worse  than  a 
•ate  nuisance.  Perhaps 
m  learn  something  from 
:perience. 

LESSONS.  If  you  use  a 

iter,  the  cjuestion  is  not 
ler  you  will  suffer  a 

data  loss  due  to  hard- 
er software  failui'e,  but 

I  have  endured  sever- 
•d-drive  crashes,  which 
taught  me — the  hard 
in  some  cases — that 
J  prepai'ation  is  all  that 
3  between  a  computer 
atastrophe. 

this  time,  as  soon  as 
sk  drive  went  south,  I 
two  phone  calls.  The 
k^as  to  Connected,  an  on- 
^rvice  to  whose  servers 
ita  are  backed  up  each 
for  a  modest  fee.  The 
d  was  to  Compaq  Com- 
(since  my  Deskpro  was 
in    warranty).  Each 


promised  i-elief  by  overnight 
delivery. 

The  next  morning,  I  had 
two  vital  disks  in  hand.  One 
was  a  replacement  haixl  drive 
with  Windows  NT  Workstation 
4.0  already  loaded.  The  other 
was  a  ("D-ROM  containing  my 
file  backups  and  the  software 
needed  to  transfer 
them  to  the  new 
hard  drive.  I  still 
had  several  hours' 
work  ahead  of  me, 
but  by  the  end  of 
the  day,  I  was  back 
in  business. 

Unless  you  have 
been  singed  a  time 
or  two,  like  I  have, 
disaster  i-ecovery  is 
probably  the  most 
overlooked  piece  of 
managing  yoiu'  com- 
puter. At  best,  most 
people  will  make 
floppy  disk  copies  of 
some  critical  data 
files — when  they 
think  of  it. 

This  is  better 
than  nothing,  but 
it's  nowhere  near 
good  enough.  First 
of  all,  backup  is 
something  you  want 
to  have  happen  at 
regular  intervals, 
whether  you  re- 
member to  do  it  or 
not.  Fuilhermore, 
you're  likely  to 
overlook  some  critical  data 
files.  You  might  make  copies 
of  all  your  word-processing 
documents  and  spreadsheets 
but  forget  about  your  con- 
tact-manager database  or 
last  year's  tax  return.  Fur- 
thermore, if  you  have  spent 
any  amoimt  of  time  tweaking 
your  applications  to  cus- 
tomize them,  you'i'e  going  to 


lose  all  of  those  preferences. 

The  fii'st  piece  of  successftil 
backup  planning  is  software 
small  enough  to  understand 
what  files  need  to  be  copied. 
You  generally  don't  want  to 
make  copies  of  the  progi-ams 
themselves,  partly  because 
copying  takes  up  a  lot  of  time 
and  storage  space,  and  partly 
because  the  design  of  Win- 
dows requires  that  progi-ams 
be  reinstalled  on,  not  just 
copied  to,  a  new  or  reformat- 
ted disk.  Good  software  also 
can  be  useful  for  reference 
by  saving  successive  versions 
of  files  with  the  same  name 
and  different  dates. 

On-line  backup,  like  that 


provided  by  Connected 
(www.connected.com),  offers 
both  intelligent  automatic 
backups  and  the  additional 
secmity  of  off-site  storage — 
safe  fi'om  fire,  theft,  and  com- 
puter faOui"e — for  about  $20  a 
month.  As  a  bonus,  I  found 
their  tech  support  extreme- 
ly helpful  when  I  ran  into 
some    minor   problems  in 


restoring  data.  My  only  re- 
gret is  that  I  should  have 
been  more  careful  in  double- 
cheeking  the  list  of  files 
backed  up:  I  lost  some  fonts 
and  customized  Microsoft 
Word  templates. 
BACKING  UP.  If  you  prefer 
to  do  your  backups  on  your 
own  machine,  you'll  have  to 
spend  $100  to  $600  on  a  tape 
drive,  a  removable  hard 
drive,  such  as  Iomega  Jaz  or 
SyQuest  SparQ,  or  a  write- 
able  CD.  (Zip  and  LS-120  Su- 
perDisks  don't  have  enough 
capacity  for  convenient  back- 
up.) Some  units,  especially 
the  tape  drives,  come  with 
backup  software.  If  you  want 
software  that  gives 
sophisticated  control 
over  the  contents 
and  scheduling  of 
backups,  I  recom- 
mend Backup  Exec 
from  Seagate  Soft- 
ware (800  327-2232 
or  407  531-7501), 
which  comes  in  a 
variety  of  versions 
for  different  sys- 
tems, starting  at 
about  $60. 

In  addition  to  up- 
1 1  i-date  backups, 
,\  ou  will  also  need 
tlie  application  CD- 
KoMS  or  floppies  on 
liand.  You  need  to 
liave  them  all  neat- 
ly gathered  in  one 
place.  But  if  you're 
Hke  me,  you  aren't 
quite  that  well  or- 
ganized. (If  anyone 
knows  where  I  put 
my  WinFax  Pro  CD, 
let  me  know.)  Do 
youi'self  a  favor  and 
hunt  down  those 
disks  before  you 
need  to  find  them 
in  a  panic. 

In  the  end,  I  foimd  a  silvei" 
Hning  in  this  experience.  The 
clean  reinstallation  of  Win- 
dows cured  my  computer  of 
some  annoying  glitches  that  it 
had  developed  and  also  im- 
proved performance  marked- 
ly. But  I  wouldn't  be  so 
pleased  if  I  hadn't  been  well- 
prepared  for  a  failure. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint^ 


BY  PAUL  CRAIG  ROBERTS 


MICROSOFT  IS  THE  VICTIM 
OF  A  LEGAL  MUGGING 


TOP  DOG: 

Bill  Gates's 
success  has 
made  him  a 
target  for 
antitrust 
lawyers 
schooled  in 
the  belief 
that  business 
is  theft 


Paul  Craig  Roben      J;      M.  Olin 
Fellow  at  the  Institu    tjr  '  olitical 
Economy  in  Washingiur;  i  >  C,  and 
Research  Fellow  at  The  'nii-pendent 
Institute  in  Oakland,  Caiii 


NOW  that  the  Senate  Judiciai'y  Commit- 
tee has  set  Bill  Gates  of  Microsoft 
Corp.  up  as  a  robber  bai'on,  he  and  his 
company's  shareholders  can  expect  to  be 
robbed. 

Tliere  is  no  antitnist  case  against  Microsoft. 
What  is  happening  is  that  Sun  Microsystems, 
Netscape  Communications,  and  Novell  are 
trying  to  achieve  through  antitrust  politics 
what  they  could  not  achieve  in  the  market- 
place. Economists  have  known  for  decades 
that  antitrust  is  what  losers  do  to  winners. 

A  genuine  antitnist  case  requires  a  com- 
pany to  be  a  monopolist  and  to  be  convicted 
of  acting  in  restraint  of  trade.  For  a  company 
to  restrain  trade,  it  must  face  no  substitutes 
for  its  product  and  be  able  to  use  its  monop- 
oly position  to  restrict  output,  raise  prices, 
and  block  entiy  of  new  competitors.  But  in  to- 
day's softwai'e  industiy,  output  is  rising,  prices 
are  falling,  and  new  companies  are  forming 
continually. 

But  facts  have  nothing  to  do  vrith  the  gov- 
ernment's antitnast  cases.  The  Justice  Dept. 
has  an  antitnist  division  that  must  find  cases 
to  justify  its  budget.  According  to  business 
WEEK  (Jan.  19),  the  Justice  Dept.  "is  relying 
on  a  novel  theoiy"  in  its  antitnist  thinldng 
about  Microsoft.  Wliat  that  means  is  that  As- 
sistant Attorney  General  Joel  Klein  is,  in  ef- 
fect, legislating  the  offense  to  fit  Microsoft.  He 
is  creating  the  law  as  he  moves  along.  Mr 
Klein's  approach  is  the  opposite  of  a  nile  of 
law.  A  company  cannot  violate  a  law  that  is 
not  on  the  books.  If  the  Justice  Dept.  be- 
lieves that  new  developments  require  new 
legislation,  it  should  go  to  Congi'ess  and  re- 
quest new  law,  not  winte  it  itself  and  apply  it 
retroactively  to  a  preselected  tai-get. 

Microsoft's  success  has  made  it  a  target 
for  antitrust  lawyers  schooled  in  the  belief 
that  business  is  theft.  Before  Microsoft,  there 
was  IBM.  The  Justice  Dept.,  in  its  unmitigated 
arrogance,  tied  IBM  up  for  19  years  in  an 
antitrust  suit  that  the  government  never  got 
ai'ound  to  defining.  After  forcing  IBM  to  waste 
huge  sums  of  money  on  legal  fees  and  to  nan 
its  business  for  two  decades  with  an  eye  to  le- 
gal considerations  instead  of  the  marketplace, 
the  Justice  Dept.  ended  up  asking  the  court 
to  dismiss  its  suit  against  ibm  as  "without 
merit." 

The  malfeasance  in  the  Justice  antitnjist 
suit  against  IBM  is  so  extraordinaiy  that  the 
department  should  have  been  abolished  on 


the  demonstrated  grounds  that  it  is  a  cle 
and  present  danger  to  U.  S.  business. 

This  destnictive  scenaiio  is  set  to  repeat 
self  with  Microsoft.  Mr.  Gates's  time  will  n( 
be  reallocated  from  software  development 
lawyers  and  lobbyists,  as  Microsoft  tries 
fight  off  the  political  attack  on  its  succe 
And  eveiy  tort  lawyer  in  the  U.  S.  will  figu 
out  a  way  to  piggyback  a  claim  on  the  go 
ernment's  antitnist  investigation. 

The  CEOS  of  Novell,  Sun,  and  Netsca] 
have  shown  poor  judgment  in  encouragii 
the  government  to  mug  Microsoft.  By  brin 
ing  antitnist  into  softwai'e,  these  short sighti 
executives  have  opened  the  gates  of  Silio 
Valley  to  the  redistributionist  impulses  of  pi 
itics  and  regulation.  The  ingenuity  and  weal 
of  the  U.  S.  software  industry  are  the  Hke 
ultimate  victims. 
FAILURE  TO  CLONE.  Microsoft  is  so  far  fro 
being  a  monopoly  that  senators  have  coined 
proxy  term:  "cun^ently  dominant  fu"m."  IV 
crosoft  is  a  cun-ently  dominant  fu-m,  but  tl 
reason  lies  in  the  mistakes  of  Apple/Maci 
tosh,  not  in  nefarious  plotting  by  Microso 
Apple  Computer  Inc.  had  the  best  operatii 
system  and  a  far  more  user-finendly  compu 
er.  But  the  company's  management  made 
business  mistake.  Apple  refused  to  licen: 
companies  to  clone  its  product.  This  restric 
ed  output  and  made  Macs  relatively  expe 
sive.  The  result  was  a  big  market  for  the 
ferior  PC,  which  Microsoft  and  other  softwa; 
companies  exploited. 

Capitalism  in  the  U.  S.  has  no  futui'e  wh( 
('EOS  of  innovative  companies  appeal  to  tl 
government  to  redress  unequal  market  on 
comes.  To  watch  Sun's  Scott  G.  McNealy  b 
having  like  a  populist  redistributionist  whinii 
for  the  government  to  give  him  an  adva: 
tage  or  to  take  one  away  from  a  competitor 
discoiu-aging  to  those  who  fought  to  put  su] 
ply-side  incentives  back  into  the  economy. 

The  Justice  Dept.'s  investigation  of  M 
crosoft  is  an  opportunity  for  ideologues  wl 
demand  equal  outcomes.  The  same  quot 
that  are  required  for  race  and  gender  ba 
ance  can  be  applied  to  product  mai'ket  share 
Once  merit  is  breached  in  one  area,  the  cas 
for  it  is  weakened  everywhere.  Just  as  tJ 
market  for  air  travel  was  once  divvied  up  t 
"fair"  government  regulators,  so  can  be  tl 
market  foi-  computer  software.  Whatever  tl 
outcome,  Microsoft  is  sure  to  be  in  coiut  Ini 
after  it  has  lost  its  market  dominance. 
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!  hotels  overseas  now  offer  an 
libly  fast  and  easy  way  to  call  back  to  the  States. 
T&T  Speed  Dial  feature.  It  makes  accessing 
r  Direct®  Service  faster  and  easier  than  ever 


Introducing 
the  AT&T 

speed  d  i  a 
feature 


It's    all    within    your  reach. 


AT&T 


m  ' 


The  new  AT&T  S  p  6  G  d  dial 

fG3,tU  TG    makes  calling  back  to  the 
States  easier  than  ever. 


0 


Now  accessing  AT&T  Direct®  Service  from  your  hotel  room  can  be  as  simple  as  pushing 
a  button.  So  you're  in  touch  with  those  back  home  faster  and  without  having  to  dial  an 
international  access  number     \  AT&T  Direct  provides  fast  connections  with  the 

clearest  sound  quality*  on  calls  back  to  the  States.  Always  look  for  hotels  that  offer  the  convenience  of  the 
AT&T  Speed  Dial  feature.  It's  another  innovation  that  makes  your  life  easier  from 
the  world's  most  powerful  network.  AT&T 


AT&T 


Available  at  these  fine  Asia/Pacific  hotels: 


Located  in  eastern  Bei|ing, 
the  hotel  is  specially  equipped 
for  the  business  traveler  The 
business  center  has  fax 
machines,  computers,  copiers, 
telex,  cable  transmissions  and 
courier  delivery  service.  One 
large,  two  medium  and 
tv^o  small  conference  rooms 
available.  There  is  also  a  tour 
and  travel  counter 


YuYang  Hotel 
Beijing,  China 
TeL:  86 10  6466  9988  3031 


Gloria  Plaza 
Hotel  Beijing 
Beijing,  China 
Tel.:  86106515  8855 


Located  in  the  city  center! 
within  walking  distance  ofl 
Forbidden  City  and  Tiananmen  I 
Square.  Comfortable,  modern  j 
guest  rooms  with  dataportsj 
and  safes.  Five  conference! 
rooms  that  accommodate  lOl 
to  400  people.  Special  discountl 
for  AT&T  Calling  Card  customers. 


Gloria  Plaza  Hotel 

  BEIjlNC  


'Based  on  1997  cuswmer  preference  study  compared  to  other  U  S.  carriers.  Credit  card  calling  subject  to 
availability.  Payment  terms  subject  to  your  credit  card  agreement.  Collect  calling  is  available  to  the  U  S.  only 


p. 
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President  Hotel 
Tokyo,  Japan 
81  3  3497  01  I  I 


Located  in  the  business 
area  of  Aoyama.  Tokyo,  The 
President  Hotel  is  an  ideal 
place  for  executives  to  stay. 
In-room  amenities  include 
voice  mail,  fax  machine  and 
dataport.  There  are  a  variety 
of  banquet  and  meeting  rooms 
that  can  accommodate  30  to 
I  50  people. 


PI 

THE 
PRESIDENT 
HOTEL 


Hotel  IBIS 
Tokyo,  Japan 
Tel.:  81  3  3403  441 1 


Located  in  the  center  of 
the  Roppongi  area  of  Tokyo, 
Hotel  IBIS  is  an  ideal  location 
for  both  business  and  enter- 
tainment. With  attentive  ser- 
vice and  fine  amenities,  the 
hotel  has  inspired  great  loyalty 
among  guests. 


^  hotel  IBIS 

^^^^^  ROPPONGI 


MA  Hotel  Narlta 
Chiba,  Japan 
I.:  81  476  33  1311 


Located  near  the  Narita 
Airport,  ANA  Hotel  Narita 
offers  v^arm  and  personalized 
service.  The  hotel  has  several 
gourmet  restaurants,  serving  a 
variety  of  fine  cuisine.  It  also 
has  complete  sports  facilities. 


(Ik  ANA  HOTEL  NARITA 


Radisson  Kestrel  Hotel  On  Manly  Beach 
RADISSONISAS  HOTELS 
Manly,  Australia 
Tel.:  612  9977  8866 

12  minutes  from  CBD  by  "JetCat"  across  Sydney  Harbour 
"Business  Class"  floor  offers  in-room  dataport.  Business  Center 
has  secretarial  services  and  four  meeting  rooms  for  5  to  80  people. 
AT&T  Calling  Card  customers  receive  oceanview  upgrade  (based 
on  availability)  when  booking 
three  or  more  consecutive 
nights  in  North  Tower 


Radisson. 
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Empire  Hotel 
Hong  Kong 
Tel.:  852  2866  9111 


With  345  guest  rooms,  the 
Empire  Hotel  offers  many  fine 
services  and  amenities  for 
your  comfort.  It  is  within 
walking  distance  of  the  MTR 
subway  station.  Present  your 
AT&T  Calling  Card  at  check-in 
for  a  free  welcome  beverage 
and  upgrade  to  a  deluxe  room. 


Radisson  Plaza  Suite  Hotel  Surabaya 
RADISSONISAS  HOTELS 
Surabaya,  Indonesia 
Tel.:  62  31  531  6833 

A  4-Star,  seven-story  hotel  in  the  central  business  district, 
adjacent  to  the  Plaza  Surabaya  retail  complex.  It  is  the  city's  only 
all-suite  hotel.  The  230  suites  all  have  dataports.  Business  Center: 
6am  -  I  I  PM  Fitness  Center  &  Spa:  6  am  -  9  pm  Meeting  and 
banquet  rooms  available. 


<1  Radisson. 

PLAZA  SUITt  HOITL  SURABAYA 


The  Shilla  Seoul 
LEADING  HOTELS  OF  THE  WORLD 
Seoul,  Korea 
Tel.:  82  2  230  3131 

Located  in  the  heart  of  Seoul,  this  fine  hotel  offers  business  trav- 
elers the  modern  conveniences  they  require.  Rooms  have  a  dual-line 
telephone  system  with  multilingual  voice  mail,  a  fax  machine,  data- 
ports  .Tnd  Internet  access  There  are  15  conference  and  banquet 
rooms.  I  he  Business 
Center  has  "ideo  con- 
ferencing cap.ibilities.  » —  V 


T"i  SH  I  LLA 


S  F  O  U  [. 


Insular  Century  Hotel  Davao 
Davao  City,  Philippines 
Tel.:  6382  234  3050 

A  sprawling  international  resort  hotel  that  is  a  landmark 
in  Davao  City.  It  is  known  for  its  superior  amenities  and 
tropical  ambience.  It  has  three  restaurants,  a  bar,  room  service  and 
airport  transfers. 


I  NSU  LAR 
CENTURY  HOTEL 
DAVAO 


Legenda  Hotel  &  Apartments 
Olongapo  City,  Philippines 
Tel.:  63  2  732  9888 

A  5-Star  hotel  located  In  the  business  district  of  Subic  Bay, 
:xt  to  the  Subic  Bay  Metropolitan  Authority's  Trade  and 
isiness  Building.  It  is  one  of  the  few  hotels  in  Subic  Bay 
at  offer  AT&T  Direct  Service.  Complimentary  shuttle  to 
bic  Bay  International  Airport  is 
ailable  for  ATAT  Calling  Card 
stomers. 


Legenda 


HOTEL  AND  APARTMENTS 


Grand  Seasons 
Hotel  &  Casino 
Olongapo  City, 
Philippines 
Tel.:  63  2  732  9888 


The  Grand  Seasons  Hotel 
offers  personalized  service  and  is 
near  major  business  and  tourist 
facilities.  Close  to  Yacht  Club  and 
Duty  Free  Shopping  Center.  It  is 
one  of  the  few  hotels  in  Subic  Bay 
that  offer  AT&T  Direct 
Service.  Complimentary  airport 
shuttle  for  AT&T  Calling  Card 
customers. 


s 
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EASON 


HOTEL 
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Plaza 
International  Hotel 

Taichung.Taiwan 
rel.:  886  4  295  6789 


Located  on  fashionable  Ta 
Ya  Road,  the  Plaza  International 
Hotel  has  305  comfortable, 
elegant  rooms.  There  are 
restaurants  that  serve  Can- 
tonese and  Western  cuisine, 
various  convention  rooms  and 
a  gym  with  a  sauna  and  pool. 
There  is  also  a  Business  Center 
for  your  convenience. 


"■Plaza  'international  '■Hotel  «  .  hum. 


Linden  Hotel 
Kaohsiung,  Taiwan 
Tel.:  886  7  332  2000 

All  385  elegantly  appointed  rooms,  including  deluxe  suites, 
offer  individual  air-conditioning,  voice  mail,  color  TV  with 
satellite  channels,  pay  TV,  executive  bar  and  refrigerator,  personal 
safe,  radio  and  hair  dryer.  Dataports  are  available  in  every  room  for 
computer  access. 


Holiday  Inn  Ahmedabad 
Ahmedabad,  India 
HOLIDAY  INN  WORLDWIDE 
Tel.:  91  79  550  5505 

Minutes  from  the  airport  in  the  heart  of  the  city's  commercial 
and  business  district.  It  has  a  fully  equipped  Business  Center,  one 
large  conference  hall  for  up  to  500  persons  and  one  boardroom 
for  20  persons.  Rooms  have  _||^ 
working  area.  Guests  receive  «  «  a  <| 
complimentary  buffet  break-  'T^HIfA^ff CWI  ^vl^l^ 
fast,  use  of  pool  and  gym.  Ahmedabad 


Hotel  Marine  Plaza 

Munnbai,  India 
Tel.:  91  22  285  1212 

Special  amenities  included  in  the  room  rate  are  a  welcome 
beverage,  fruit  platter,  canapes,  cookies,  chocolates  and 
personalized  stationery. 


□ 


The  soul  classic  sennce 


Holiday  Inn  Crowne 
Plaza  Bangkok 
HOLIDAY  INN 
WORLDWIDE 
Bangkok,Thailand 
Tel.:  662  238  4300 


A  superior  first-class  hotel 
offering  all  the  conveniences 
needed  for  a  successful  and 
comfortable  business  or 
leisure  trip.  Conveniently 
located  in  the  heart  of  the 
jewelry,  business  and  shopping 
districts  of  Bangkok. 


CROWNE  PLAZA 

BANGKOK 


The  Imperial  Queen's  Park  Hotel 
Bangkok,Thailand 
Tel.:  662  261  9000 

A  1,400-room  luxury-class  hotel  overlooking  the  Benchasiri 
Park,  in  the  city,  near  National  Convention  Center,  with  three 
access   points   to   the   expressway.  Check-in   lounge,  seven 
restaurants,  I  I   function  rooms 
for  up  to  2,000  guests,  1,500-car 
parking,  health  club,  massage,  two 
swimming  pools,  shopping  arcade, 
ANA    Hotels  International 
Representative. 
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Look  f 
that  have 


hese  and  other  fine 
the  AT&T  Speed  Dial 


For  more  information,  check  out  the  AT&T  WorldwicJe  Traveler  Web 
at  http://wv/w.att.com/traveler 

(£J!99f!/^T&T.  All  Rights  Reserved. 
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^onomic  Trends 


:ne  koretz 


WNSIZING'S 
INFUL  EFFECTS 

workers  don't  bounce  back 

ith  corporate  layoff  announce- 
ments up  38%  over  year-ago  lev- 
seems  that  downsizing  is  becom- 
permanent  aspect  of  U.  S.  labor 
ts.  So  the  fate  of  affected  workers 
lore  than  passing  interest, 
latest  biennial  Labor  Dept.  sur- 
f  displaced  workers,  which  was 
jted  in  early  1996,  five  full  years 
:he  cuiTent  recovery  began,  illu- 
^s  the  issue.  Focusing  on  adults 
ennanent  jobs  (held  at  least  three 
I  in  1993  and  1994,  the  survey 
that  about  3.2%  of  such  workers 
aid  off  in  these  years, 
ther,  more  industries  and  occupa- 
were  being  hit  with  sizable  job 
.Vliereas  manufactmnng  and  blue- 
workers  suffered  the  most  in  the 
80s,  the  share  of  layoffs  affecting 
producing  industries  fell  to  less 
0%  by  the  mid-'90s,  with  wliite-col- 
vkers  accounting  for  60%-  of  layoffs. 

1ST  DISPLACED  WORKERS 
FAKE  A  HIT  IN  NEW  JOBS 


SHARE  OF  WORKERS  EARNING: 

■  LESS  THAN  IN  FORMER  JOB 
-m  HIGHER  OR  EQUIVALENT  PAY  - 


EASl  20%  1  %T0  1 9%  0%  TO  1 9%  AT  LEAST 
ESS  PAY        LESS  MORE  PAY   20%  MORE 

:CENl  OF  FULL-TIME  REEMPLOYED  WORKERS* 
NINGS  STATUS  IN  1996  OF  REEMPLOYED  WORKERS 
)WERE  LAID  OFF  IN  1993  AND  1994 

DATA:  BUREAU  OF  LABOR  STATISTICS 

good  news  is  that  by  early  1996, 
f  workers  displaced  a  few  years 
■  were  back  at  work.  An  addition- 
were  unemployed,  and  14%-  had 
id  out  of  the  labor  force.  Tlie  least 
to  be  reemployed  were  displaced 
rs  over  54,  many  of  whom  appear 
ve  given  up  looking  for  work 
•  opted  for  early  retu-ement. 
:  bad  news  is  that  the  ti-end  to- 
downward  mobility  noted  in  eai'li- 
veys  hasn't  abated.  Of  2.2  million 
ne  workers  laid  off  in  1993  and 
only  two-thirds  had  full-time  jobs 
in  early  1996.  What's  more,  over 
f  this  group  were  earning  less 
it  their  former  jobs,  and  over  a 


thii'd  suffered  pay  cuts  of  20%  or  more 
(chart).  Another  sixth  of  former  full- 
timers  were  either  employed/foart-time 
or  working  at  home,  usually  with 
sharply  reduced  earning^ 

On  average,  median  weekly  earnings 
of  full-time  reemployed  workers  in  the 
survey  declined  by  about  14% — about 
the  same  as  they  did  in  a  prior  sui-vey 
in  1994.  Full-timers  in  their  late  50s 
and  early  60s  who  foimd  new  jobs,  how- 
ever, were  particularly  hard  hit  with 
pay  declines  averaging  37%.. 

To  be  sure,  47%  of  full-timers  did  as 
well  or  better  in  their  new  jobs,  and 
22%  reaped  pay  gains  of  20%  or  more. 
But  the  message  of  the  latest  survey  re- 
sults seems  to  be  not  only  that  dovra- 
sizing  in  a  modem  dynamic  economy  is 
here  to  stay,  but  that  it  will  continue  to 
involve  sizable  and  persistent  earnings 
losses  for  many  workers. 


HOW  HIGH  ARE 
FAMILY  TAXES? 

A  liberal-conservative  debate  rages 

As  a  current  spat  between  the  con- 
servative Tax  Foundation  and  the 
liberal  Center  on  Budget  &  Policy  Pri- 
orities illustrates,  taxes  are  a  red-hot 
topic  in  the  nation's  capital  these  days. 
Piqued  by  recent  statements  by  leading 
Repubhcans  that  taxes  rose  last  year 
to  more  than  38%  of  the  typical  U.  S. 
family's  income,  the  center  attacked  the 
source  of  the  figiu-e — a  Tax  Foundation 
report  on  median  income  families. 

In  a  15-page  analysis,  the  center  crit- 
icizes the  Tax  Foundation's  approach — 
particularly  its  stress  on  dual-earner 
families,  which  pmportedly  faced  a  total 
tax  bite  (all  taxes  at  federal,  state,  and 
local  levels)  of  .38.2%  last  year  Noting 
that  the  median  income  of  such  families 
came  to  $54,910  last  year,  more  than 
the  incomes  of  two-thirds  of  all  fami- 
lies, the  center  argTies  that  it's  more 
appropriate  to  focus  on  median-income 
families  of  all  ty|:)es. 

According  to  the  Congi'essional  Bud- 
get Office,  such  families  had  an  average 
income  of  $36,942  last  year  and  faced  a 
federal  tax  rate  of  about  19.7%,  com- 
pared with  the  26.1%.  the  Tax  Founda- 
tion says  two-earner  families  paid.  So  fo- 
cusing on  median-income  families 
regardless  of  type  would  reduce  the  to- 
tal tax  burden  faced  by  "typical"  fami- 
lies by  several  percentage  points,  the 
center  observes. 

The  center  also  quarrels  with  the 
treatment  of  corporate  taxes.  Rather 


than  allocating  such  taxes  to  families 
based  on  their  ownership  of  stock  and 
other  corporate 


TWO  VIEWS  OF 
THE  TAX  BITE 

1997  TAX  LEVELS 


EARNER  FMiaV 


0  10  20  30  40 
►  PERCEl»frOF  INCOME  TAXED 

-FEDERAL,  STATE  8,  LOCAL  TAXES, 
INCLUDES  SALES,  REAL  ESTATE, 
AND  BUSINESS  TAXES 

DATA  TAX  FOUNDATION,  CENTER  ON 
BUDGET  &  POLICY  PRIORITIES 


assets,  as  the  c;bo 
does,  the  Tax 
Foundation  as- 
sumes that  all 
families  pay  the 
same  percentage 
of  income  as  do 
wealthy  families 
who  have  huge 
coiporate  holdings. 

In  its  response, 
the  Tax  Founda- 
tion points  out 
that  it  focuses  on 
dual-earner  fami- 
lies because  that 
is  the  most  common  reporting  type,  and 
that  it  also  includes  single-eamer  fami- 
lies in  its  analysis.  And  it  justifies  its 
ti-eatment  of  corporate  taxes  at  federal 
and  state  levels  by  noting  that  some 
economists  argue  that  corporate  taxes 
are  ultimately  paid  by  workers  tlirough 
lower  wages — so  even  workers  who  own 
no  coiporate  stock  are  socked  with  cor- 
porate taxes. 

As  the  debate  goes  on,  the  center 
seems  to  have  scored  a  modest  victory. 
In  its  rebuttal,  the  Tax  Foundation  re- 
duced its  estimate  of  the  tax  rate  faced 
by  dual-earner  families  last  year  by 
0.6%,  to  37.6%— the  same  as  in  1995.  " 


A  PURRING 
GROWTH  ENGINE 

These  seers  see  no  dovmturn  in  '98 

Although  many  forecasters  see  a  sig- 
nificant slowdown  in  economic  ac- 
tivity in  coming  months,  the  Economic 
Cycle  Research  Institute  (ecri)  reports 
that  its  long-range  gauge,  designed  to 
anticipate  cyclical  turns  in  the  econo- 
my and  project  economic  activity  as 
much  as  a  year  ahead,  skyi'ocketed  in 
Febmary  to  its  highest  reading  since 
1986.  And  its  near-term  gauge  re- 
bounded, as  well. 

The  research  group's  indicators  do 
point  to  some  slowing  in  manufactur- 
ing and  employment  in  the  months 
ahead.  But,  says  ecri  economist  Anir- 
van  Banerji,  their  overall  strength  sug- 
gests the  economy  will  continue  to  post 
healthy  gi'owth  through  the  end  of  1998. 
He  also  dismisses  fears  of  a  severe 
stock  market  plunge,  noting  that  ECRl's 
valuation  yardstick  indicates  that  stocks 
are  not  significantly  ovei'valued  relative 
to  their  behavior  in  past  expansions. 
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Congratulations 

to  the 
Champion. 

As  the  most  widely  read  business  publication  in  the  world,  we  know 
what  it  takes  to  reach  the  top.  That's  why  we're  extremely  pleased  to 
congratulate  Larry  Nelson  on  a  tremendous  victory  at  the  American  Express 
Invitational  presented  by  Business  Week. 

We'd  also  like  to  congratulate  the  54  Legends  of  Baseball  and  the 
78  SENIOR  PGA  TOUR  Players  who  made  the  American  Express 
Invitational  presented  by  Business  Week  the  crown  jewel  of  tournaments. 
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MES  C.  COOPER  &  KATHLEEN  MADIGAN 


m  CORPORATE  AMERICA, 
REVERSAL  OF  FORTUNES 

earnings  are  under  pressure,  and  U.S.  households  are  in  clover 


[J.S.  ECONOMY 


ISEHOLD INCOMES 
ARE  SURGING 


Up  till  now,  the  expansion  of 
the  1990s  had  a  familiar 
3:  Corporate  America  downsized  and  invested  its 
to  ever-higher  profits,  while  Household  America 
y\ed  to  get  ahead  amid  poor  growth  in  real  wages, 
that  story  is  changing,  perhaps  dramatically, 
finesses  are  having  a  much  harder  time  earning  a 
even  in  an  economy  as  strong  as  this  one.  Not 
ire  earnings  growing  more  slowly,  but  profit  mar- 
ire  also  under  pressure.  At  the  same  time,  house- 
income  is  surging,  while  tight  labor  markets  and 
iflation  push  up  real  wages  by  the  fastest  pace  in 
es.  That's  quite  a  reversal:  From  1991  to  1997,  the 
nd  benefits  of  workers  fell  to  the  lowest  share  of 
lal  income  since  1968,  while  the  portion  going  to- 
profits  rose  to  the  highest  level  since  1968. 

This  turnabout  will  affect 
the  outlook  for  1998.  That's 
because  the  shifting  trends 
are  related,  since  a  worker's 
pay  is  a  company's  cost  and 
since  low  inflation  is  a  boon 
for  household  buying  power 
but  a  bane  for  corjDorate  pric- 
ing power.  One  big  concern  is 
stock  valuations,  which  are 
currently  based  on  earnings 
projections  that  might  well  be 
y  optimistic.  Also,  capital  spending,  a  driving 
in  the  expansion,  has  been  fueled  by  robust 
ngs  growth.  Weaker  profits,  however,  will  cut 
;apital  budgets. 

anwhile,  consumers  are  having  a  field  day,  and 
is  little  on  the  horizon  to  spoil  the  fun.  While 
s  suffer,  real  household  income  in  the  fii'st  quarter 
irs  to  have  risen  at  an  annual  rate  of  nearly  7% 
t).  That  would  be  the  strongest  quarter  in  five 
,  and  the  latest  two-quarter  gain  is  the  largest  in 
ade.  With  help  fi-om  an  unusually  waiTn  winter, 
:onsumer  spending  looks  to  have  soared  at  an  an- 
rate  of  about  5.5%  and  February  home  sales 
:d  to  a  record  level. 

SHIFT  BETWEEN  PROFITS  AND  INCOME  pre 

a  tough  problem  for  the  Federal  Reserve.  The 
is  counting  on  the  Asian  crisis  to  cool  off  the 
imy,  but  consumers  are  powering  a  gxisher  of  do- 
ic  demand  that  is  offsetting  the  Asian  impact. 


Ill] 


I     II      III      IV  '981' 
;ENT  CHANGE,  ANNUAL  RATE 
MES  0.2%  RISE  IN  MARCH 
COMMERCE  DEPT.,  BUSINESS  WEEK 
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Moreover,  some  companies  may  try  to  hike  prices  to 
help  defray  rising  labor  costs  and  shore  up  profits. 
The  Fed  left  interest  rates  unchanged  at  its  Mar.  31 
meeting,  but  speculation  is  rising  that  the  Fed  may 
have  readopted  a  formal  bias  toward  future  tightening. 

The  Fed  is  well  aware  of 
recent  signs  that  the  financial 
supports  under  the  economy 
may  be  overly  accommoda- 
tive. Despite  higher  real  in- 
terest rates  and  a  strong  dol- 
lar, liquidity  appears  to  be 
flowing  liberally  through  the 
economy:  In  particular,  money 
growth  is  up  sharply,  and 
stock  prices  are  up  13%  this 
year.  Also,  competition  among 
banks  to  make  loans  is  brisk. 

Moreover,  the  nation's  purchasing  managers  report 
continued  upbeat  activity  in  the  industrial  sector  in 
March.  Their  overall  index  rose  to  54.8%  from  53.3%  in 
February,  fueled  by  gains  in  production,  new  orders, 
employment,  and  slower  dehvery  times.  Although  for- 
eign bookings  continued  to  weaken,  overall  orders 
strengthened  amid  surging  U.  S.  demand. 

BUT  DESPITE  THIS  DOMESTIC  VIGOR,  profits  are 

under  pressure.  Based  on  the  Commerce  Dept.'s  fourth- 
quarter  data  on  corporate  profits,  the  squeeze  may  be 
severe.  The  data,  reported  on  Mar.  26,  seem  Hke  ancient 
histoiy,  given  that  companies  are  starting  to  announce 
their  first-quarter  profits.  The  Commerce  report,  how- 
ever, which  is  based  on  the  results  of  some  20,000 
companies,  showed  some  surprises. 

First  of  all,  fourth-quarter  profits — adjusted  for  in- 
ventory values  and  the  difference  between  tax-based 
and  replacement-cost  accounting — fell  from  their  third- 
quarter  level.  That  was  the  fii'st  decline  since  early 
1995,  when  economic  growth  dropped  below  1%,  com- 
pared to  this  past  fouith  quarter's  healthy  3.7%  pace. 
Second,  domestic  operations  accounted  for  two-thirds  of 
the  decHne,  while  weaker  foreign  eaiTiings  were  the  re- 
maining third.  Finally,  profits  per  unit  of  output  took 
the  largest  quarterly  tumble  since  1995  (chart). 

Unit  profits  are  a  kind  of  economywide  profit  margin 
that  shows  how  much  profit  nonfinancial  corporations 
generate  from  each  unit  of  production.  The  percentage 
fell  to  14.5%  from  a  record  14.9%  in  the  third  quar- 
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ter.  And  with  unit  labor  costs  apparently  having 
surged  in  the  first  quarter,  further  margin  erosion 
seems  likely.  Indeed,  profit  wonies  are  increasingly  on 
the  minds  of  investors  in  the  stock  market.  The  gi'ow-: 
ing  concern  is  that  earnings  will  not  come  in  strong 
enough  to  support  the  recent  runup  in  stock  prices. 

THE  EARNING  POWER  OF  KOUSEKOLDS,  mean 

while,  reached  new  heights  in  the  first  quarter,  and  one 
of  the  warmest  winters  on  record  put  consumers  in  the 
mood  to  spend.  Real  outlays  for  goods  and  sei-vices  rose 
0.3%  in  February,  on  top  of  a  0.6%  advance  in  Januaiy. 
Even  if  March  buying  is  flat,  real  outlays  will  rise  at  an 
annual  rate  greater  than  5%  for  the  second  time  in 
three  quarters.  In  fact,  the  latest  three-quarter  run 
in  spending  will  likely  be  the  strongest  in  13  years. 

The  question  is:  Can  consumers  keep  up  that  heady 
pace?  As  long  as  jobs,  incomes,  confidence,  interest 
rates,  and  the  stock  market  provide  a  fii"m  foundation, 
there  is  no  reason  why  they  cannot.  Keep  in  mind, 
however,  that  the  quaiterly  pattern  of  household  spend- 
ing has  been  up  and  down  for  the  past  five  quaiters,  so 
second-quarter  outlays  will  probably  look  softer 

That's  especially  likely  because  wann  weather  in  the 
fii'st  quarter  pulled  forward  some  buying  that  normal- 
ly would  have  occuiTed  in  this  quarter.  March  retail 
sui'veys  show  cooler  sales  than  in  Januaiy  and  Febru- 
ary,  as  more  normal  weather  returned  to  much  of  the 
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country.  In  addition,  March  consumer  confidence  did  d 
cline,  but  the  February  level  was  a  29-year  high. 

The  weather  has  magnified 
the  gains  in  the  already  vi- 
brant housing  market.  Sales 
of  new  single-family  homes 
jumped  to  a  record  annual 
rate  of  893,000  in  February 
(chart),  and  purchases  of  ex- 
isting homes  hit  an  annual 
rate  of  4.75  million,  also  a 
record.  Those  levels  are  un- 
likely to  hold  up  in  the  sec- 
ond quarter  But  that  will  not 
mean  that  housing  is  weakening,  only  that  El  Nino 
loosening  its  grip.  Housing  starts  should  remain  stronj 
since  the  inventory  of  unsold  new  homes  was  at 
record  low  in  February. 

The  great  unknown  in  the  changing  fortunes  of  coi 
sumers  and  businesses  is  productivity.  Greater  pn 
ductivity  gi'owth  would  allow  healthy  profits  and  moi 
household  buying  power  to  occur  at  the  same  tim 
But  given  that  earnings  are  already  showing  signs  ( 
strain,  the  upcoming  data  on  productivity  could  be  di 
appointing.  And  if  profits  slipped  during  the  robui 
fourth  quarter.  Corporate  America  will  face  tought 
challenges  in  1998  as  the  economy  slows,  even 
Household  America  enjoys  its  new  prosperity. 


PLODDING  ALOIVG  TOWARD  RECOVERY 


The  tortoise-like  recuperation 
in  GeiTnany  continues  to 
crawl  along,  with  the  latest  signs 
suggesting  that  Asia  is  crimping 
gi'owth  but  not  crippling  it. 

Exports  fueled  Germany's  real 
gi'oss  domestic  product 
to  a  2.3%  gain  for  all 
of  1997.  But  the  Asian 
crisis  is  causing  some 
fear  among  businesses: 
The  IFO  Institute's 
business  confidence  in- 
dex fell  again  in  Feb- 
ruary, the  fourth  drop 
in  the  past  five  months 
(chail).  Asia's  effect, 
however,  is  less  clear 
in  other  data.  Machine  orders,  for 
exampl.?,  rose  14%  in  Febiniary 
from  a  yt   •  ago,  with  export  de- 
mand surgi;r-;  ?A%.  Domestic  or- 
ders were  u})  only  2%,  raising 
fears  that  the  c:i{)ital-spending 


ANOTHER  SLIP  IN 
BUSINESS  SENTIMENT 


.     Ill  I  ni  u  I  M 1 1 }  1 1 1 1 1 

iAf;  '/j  FlB  98 

▲  INDEX:  1991=100 

DATA:  IFO  INSTITUTt 


boom  may  be  losing  steam.  Even 
so,  first-quarter  real  GDP  likely 
gi'ew  at  a  quarterly  rate  of  about 
0.8%.  The  strength  reflects  a  re- 
bound after  the  fourth  quarter's 
anemic  0.3%  gain  and  unseason- 
ably warm  weather 
that  lifted  retailing 
and  construction. 

In  coming  quarters, 
the  labor  markets,  not 
weather,  will  guide 
domestic  demand.  Un- 
employment is  drop- 
ping a  bit  this  year 
after  the  pan-GeiTnan 
jobless  rate  hit  a 
record  11.8%  in  the 
fourth  quaiter.  Job  vacancies  are 
up,  which  could  be  supporting  the 
rise  in  consumer  confidence.  And 
unions  are  beginning  to  approve 
concessions  in  order  to  avoid  job 
cuts.  GeiTnany 's  3.2  million  public 


workers  accepted  pay  raises  about 
equal  to  the  inflation  rate  in  re- 
tum  for  some  job  stability. 

Overall,  inflation  remains  tame 
Consumer  prices  rose  just  1.1%  in 
the  year  ended  Februaiy,  thanks 
in  part  to  falling  oil  costs.  Core 
prices,  which  exclude  food,  fuel, 
and  administered  costs,  show  a 
small  uptrend,  but  not  enough  to 
worry  the  Bundesbank.  Instead, 
the  Buba  is  focusing  on  the  Euro- 
pean Monetaiy  Union  and  the  sta 
bility  of  the  euro.  In  order  for 
European  interest  rates  to  con- 
verge by  May,  the  Buba  is  expect 
ed  to  keep  its  rates  unchanged. 

The  Buba  is  won-ied  about  the 
mark's  fall  vs.  the  British  pound, 
although  the  slide  may  help  ex- 
ports to  the  rest  of  Eui'ope.  At 
the  same  time,  domestic  demand 
looks  healthy  enough  to  keep  the 
slow-but-steady  upturn  going. 
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arkably  complete.  Surprisingly 
uple.  Hey  look,  the  square 
just  went  into  the  round  hole. 
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ASIAN  CRISIS 
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NEEDS? 


Its  slump  is  now 
so  bad  that  Tokyo 
may  be  forced  to 
make  real  changes 

The  crisis  of  Japanese  capitalism  is 
lui'ching  into  a  new  and  danger- 
ous stage.  Eveiy  sign  points  to  a 
deep  recession,  the  worst  contrac- 
tion the  country  has  seen  since  the  oil 
shock  of  1974.  Investors  ai'e  losing  faith 
in  the  government:  Between  March  26, 
when  Prime  Minister  Ryutai'o  Hashimo- 
to announced  a  $120  billion  stimulus 
package,  and  April  1,  the  Nikkei  tum- 
bled 4.3%,  and  the  yen  weakened  4%,  to 
133.6  against  the  dollar.  The  markets 
figiu'e  Hashimoto  will  not  deliver  a  need- 
ed tax  cut,  but  opt  instead  for  public 
works  that  give  little  lift  to  the  economy. 
And  businesses  are  bracing  for  one  of 
the  worst  months  ever,  as  companies 
close  the  books  on  theii-  fiscal  year  and 
report  record  losses  and  writeoffs. 

Pressui'e  is  building 
from  other  quarters. 
Japan's  Big  Bang  fi- 
nancial market  liber- 
alization, which  kicked 
off  on  April  1,  may 
give  ordinary  Japa- 
nese a  chance  to 
dump  local  stocks  and 
bonds  and  invest 
overseas.  That  would 
further  weaken  the 
yen  and  the  markets. 
U.  S.  policymakers 
may  react  strongly  if  the  falling  yen 
pulls  Asia's  other  battered  currencies 
intc  anotiier  dizzying  fall.  Taken  to- 
gether, lIk-  factors  are  thei-e  to  force 
•iupan's  leaders  to  cut  taxes  and  dereg- 
■iate  the  economy  further. 
A  hugti  .shock  may  be  necessary  to 


LONG  ROAD  TO  NOWHERl 


NIKKEI  225  STOCK  INDEX 


jolt  the  Japanese  out  of  their  policy 
paralysis.  For  now  Tokyo  is  following 
the  same  old  script.  The  i-uling  Liberal 
Democratic  Party  promises  real  action; 
the  markets  react  with  disbelief;  the 
economic  data  get  more  and  more 
alarming.  The  U.  S.  provides  the  back- 
ground chorus,  warning  Japan  to 
change,  to  cut  taxes,  to  deregulate,  to 
do  something.  Commentators  then  note 
the  LDP  is  too  beholden  to  special  inter- 
ests in  the  construction  industry  and 
its  loiral  constituents  to  back  anything 
other  than  more  pork  for  public  works. 

The  old  formula  used  to  work  well 
enough,  despite  the  criticism  it  pro- 
voked. The  Ministry  of  Finance  was 
able  to  divert  enough  pubhc  money  into 
the  markets  to  boost  confidence,  and 
use  its  enoiTnous  influence  to  keep  local 
investors  from  running.  But  now  the 
MOF  itself  is  under  siege  by  prosecu- 
tors probing  for  evidence  of  connaption. 
There's  little  belief  in  any  quarter  that 
the  MOF  and  its  ldp  allies  can  defuse  the 
latest  economic  crisis.  The  government 
wanted  the  Nikkei  at  18,000  before  the 
end  of  the  fiscal  year  on  Tuesday,  Mar. 
31.  Instead,  it  closed  at  16,527. 

The  markets  are 
paying  a  lot  more  at- 
tention to  the  woreen- 
ing  business  news 
than  the  government's 
posturing.  Take  the 
banks.  The  govern- 
ment has  softened  ac- 
counting rules  so  it's 
easier  for  them  to 
meet  capital  require- 
ments. But  investors 
still  view  the  banks' 
balance  sheets  as  sus- 
pect, and  the  banks  remain  wary  of 
making  fi-esh  loans.  So  Japan's  ten-ible 
credit  crunch  will  continue.  In  a  March 
survey  of  1000  companies  by  the  Min- 
istry of  Finance,  40%  said  they  were 
facing  far  tougher  lending  terms,  and 
38%  said  the  scarcity  of  credit  was  hurt- 
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Shaky 
Prospects 


ing  theii*  businesses.  The  latest  casualt 
is  Daiichi  Corp.,  a  real  estate  lend( 
and  broker.  Biu'dened  with  sour  proj 
erty  loans  of  some  $3.3  billion,  it  filed  o  if 
April  1  for  liquidation  after  its  mai 
creditor,  Mitsui  Tr-ust  &  Banking  C(  aiai 
Ltd.,  cut  it  off. 
WEAK  DEMAND.  The  news  is  going  tOati 
get  woi'se.  Industrial  production  coi 
tracted  3%  in  Febmaiy  Consumers  ai 
not  spending.  The  jobless  rate  is  at 
record  3.6%.  The  betting  is  that  it  m 
reach  5.2%'  next  year.  Coq^orate  profit 
for  the  fiscal  year  that  ended  Mar.  3 
are  expected  to  plimge  15%..  Mitsubisl 
Electric  Coip.  will  probably  announce 
1997  loss  of  .$680  million,  because  of  wea 
demand  for  its  appliances  and  troubles 
it  cliip  imit.  Toshiba  will  Hkely  report  it 
pretax  profits  fell  64%,  to  $77  milhon. 

Reading  the  signs,  J.  P.  Morgan  Jsii; 
Co.  and  HSBC-James  Capel  are  no^ 
telling  their  clients  to  run  for  cove 
J.  P.  Morgan  economist  Jesper  KoU  see 


m 


2*  BUSiMHSS  WtEK  :  APRIL  13,  1998 


GI^OWTH 


contracted  0.5% 
ear  ending  in 
ro  growth  expect- 
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CORPORATE  FAILURES 


Bankruptcies  spiked  up 
32%  in  February;  have 
been  increasing  for  14 
months 


POOR  EARNINGS 


Profits  for  fiscal  year  £ 
down  15%,  and  there 
more  bad  news  ahead 
Asia  weakens 


ikkei  index  crashing  25%,  to  12,000 
;arend.  Says  Andrew  Shipley,  an 
mist  with  Schroders  Japan  Ltd., 
gs  are  just  falhng  apart." 
ere  is  also  a  real  risk  that  Japan 

face  a  ciuTency  cnsis  of  its  own. 
'en  is  at  its  weakest  level  in  more 
two  years.  Analysts  are  looking  at 
0  150  by  June,  as  the  economy 
3ns  more  and  policy  chift  continues. 

important  may  be  one  change 
the  partial  deregulation  of  the  fi- 
al-services  industry  that  started 
pr.  1.  Under  newly  liberated  for- 
jxchange  i"ules,  ordinai-y  Japanese 
lave  a  far  easier  time  swapping 
'or  foreign  currency  and  sending 
il  abroad.  That  could  send  a  wall  of 
y  out  of  Japan  in  search  of  richer 
s.  Pensioners  and  boomers,  dis- 
d  at  the  puny  returns  on  then-  do- 
c  bonds  and  savings  deposits,  may 
e  to  invest  in  U.  S.  securities, 
e  prospect  of  a  dramatically  weak- 


er yen  is  even  frightening  some  of 
Japan's  politicians.  "Japan's  economic 
situation,  as  well  as  Asia's,  is  now  in 
danger,"  says  Naoto  Kan,  Japan's  most 
powerful  opposition  politician.  He  says 
the  LDP  could  trigger  a  new  Asian  crisis 
if  the  weak  yen  forces  other  regional 
governments  to  devalue  to  keep  exports 
up.  American  policymakers  cannot  af- 
ford a  weak  yen  either.  Weaker  cmren- 
cies  in  Asia  mean  more  cheap  exports  to 
the  U.  S.,  much  weaker  demand  for 
American-made  goods,  and  the  threat 
of  a  new  regional  banking  crisis. 
TAX-CUT  CHORUS.  This  all  means  pres- 
sui'e — more  pr-essui"e  than  the  ldp  and 
the  Ministry  of  Finance  have  probably 
felt  in  decades.  Naoto  Kan  echoes  the 
opinion  of  most  economists  by  calling 
for  a  massive  tax  cut  of  at  least  $45 
billion  annually  for  several  years  and 
an  end  to  the  conupt  connection  be- 
tween the  LDP  and  its  backers  in  the 
consti-uction  industi*y.  So  far,  ldp  elders 


RISING  UNEMPLOYMENT 


3re       Jobless  rate  now  at  a 
's        record  3.6%  and  could  hit 
as       5.2%  by  next  year  as  com- 
panies restructure 

ai'e  balking  at  any  big  policy  shift.  But  a 
contraction  that  tlireatens  to  turn  into  a 
collapse  could  change  their  minds. 

Skeptics  point  out  that  the  Japanese 
system  can  endiu-e  repeated  blows  with- 
out changing.  The  goveniment-managed 
postal  savings  system  has  $3.2  trillion  in 
deposits.  That  gives  Tokyo  leverage  to 
ride  out  the  stoiTn  by  borrowing  from 
postal  savings  to  bail  out  banks,  build 
more  bridges,  and  generally  avoid  a 
wholesale  rearrangement  of  the  econo- 
my. Tokyo  has  pumped  more  than  $550 
billion  into  various  packages  since  1993. 
That's  roughly  twice  what  Germany 
spent  on  reunification. 

Yet  only  recently  have  the  Japanese 
faced  record  rates  of  bankruptcy,  a 
cracking  banking  system,  a  collapse  in 
consumer  spending,  and  a  regional  crisis. 
It's  getting  ominous.  This  time,  even 
Japan's  mandarins  may  not  be  able  to 
keep  the  world  at  bay. 

By  Brian  Breniner  in  Tokyo 
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THE  ECONOMY 


THE  FED  MAY  HAVE 
SOMETHING  TO  WORRY  ABOUT 

Is  the  money  supply's  spike  troubling?  Some  economists  say  so 


Despite  the  Federal  Resei-ve's  secre- 
tive reputation,  there  was  little  sus- 
pense siuTounding  its  Mar.  31  ses- 
sion: For  the  eighth  consecutive  meeting, 
policymakers  opted  to  . . .  do  nothing. 
With  the  economy  stUl  in  a  blissful  state 
of  strong  gi'owth  and  low  inflation,  some 
Fed  watchers  believe  the  policymaking 
Federal  Open  Market  Committee  could 
stand  pat  for  the  rest  of  1998. 

Yet  there  is  at  least  one  troubling 
cloud  on  the  homon:  a  shaip  and  so  far 
unexplained  jump  in  the  nation's  money 
supply  (chart).  A  few  economists  believe 
that  the  marked  trend  might  be  a  sign 
that  the  breathtaking  mnup  in  stocks 
and  other  asset  prices  is  spilling  into  the 
broader  economy.  If  so,  that  could  trigger 
a  rise  in  inflation. 

On  Mar.  16,  Allan  H.  Meltzer  and 
other  prominent  monetarist  econo- 
mists— who  see  money  flows  as  a  lead- 
ing indicator  of  economic  output — called 
on  Fed  Chairman  Alan  Greenspan  to 
raise  interest  rates  before  the  economy 
starts  to  overheat.  "The  seeds  of  high 
inflation  have  been  and  are  being 
sown,"  said  the  group,  known  as 
the  Shadow  Open  Market  Com- 
mittee. "It  is  iiTesponsible  to  ig- 
nore the  increased  money  gi'owth  of 
the  past  six  months." 

If  Meltzer  and  his  fellow  mone- 
tarists ai-e  proven  right,  it  would  sei-ve 
as  sweet  vindication  for  a  once-proud 
theoi-y  that  has  fliited  with  iirelevancy 
over  the  past  decade.  Dmlng  the  eai'ly 
1980s,  Fed  Chairman  Paul  A.  Volcker 
cited  the  soaiing  money  supply  when  he 
i-aised  interest  rates  to  double  digits.  But 
Volcker  was  never  a  tioie  monetarist, 
and  Greenspan  has  lai-gely  ignoi-ed  mon- 
ey measures  since  the  eai'ly  '90s.  He  has 
ai'gued  that  the  shift  by  consumers  into 
mutual  fimds,  which  are  not  count- 
ed in  the  money  supply,  broke 
the  supply's  link  to  gi'oss 
domestic  i3)-oduct.  >SaM'^.i 
But  monetar- 


ists ai'gue  that  growth  in  M2 — the  best 
measure  of  cuiTency,  checking  accounts, 
and  most  savings  accoimts — has  over  the 
past  yeai'  come  back  into  sync  with  the 
pace  of  GDP.  If  tine,  the 
spike  in  money-supply 
gi'owth  could  fuel  a  surge 
in  output  and  inflation. 
Since  December,  M2  has 
been  climbing  at  an  8.3% 
annual  rate — its  fastest 
rise  since  1989  and  above 
the  5%  ceiling  many  mon- 
etarists deem  pi-udent. 

Even  some  economists 
who  don't  consider  money 
growth  troubling  still 
wony  that  it  could  turn 
the  slightest  inflationaiy 
spark  into  a  bonfu-e.  "It  provides  the 
fuel  for  a  bigger  inflation  problem,"  says 
Fii'st  Union  Coip.  economist  David  Oit. 
"The  more  liquidity  there  is,  the  harder 
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it'll  be  for  the  Fed  to  mop  it  all  uj 
Still,  most  economists  aren't  alami 
by  M2's  siu'ge — yet.  They  attribute  t 
recent  spurt  to  temporary  factors,  ; 
eluding  the  flight  of  Asian  investors  ii 
the  dollar  and  the  recent  boom  in  moi 
gage  refinancings.  Taxpayers  with  lar 
capital  gains  and  coiporate  bonuses  a 
likely  building  up  theii-  checking  accour 
to  wi-ite  big  checks  to  Uncle  Sam  as  w( 
"TOO  EASY."  What's  more,  some  foi 
casters  contend  that  current  mon 
gi'owth  is  more  a  sign  of  healthy  c 
mand  than  of  inflation.  Rising  mon 
would  be  woiTisome,  sa 
Biian  S.  Wesbuiy,  ch 
economist  for  Chicag 
based  Griffin,  Kub: 
Stephens  &  Thomps 
Inc.,  if  gold  and  oth 
commodity  prices  we  iter 
soaring,  the  dollar  w 
plummeting,  and  inflati( 
adjusted  interest  rat  pM 
were  relatively  low —  mn 
in  1994.  Then,  the  F 
did  embark  on  an 
gressive  round  of  ralrin 
liikes  to  head  off  inflatic 
But  now,  gold  is  falling,  real  intert 
rates  ai-e  high,  and  the  dollai-  is  soarir 
"Of  all  the  key  monetaiy  indicators,  mc 
ey  gi'owth  is  the  only  one  that  suggei 
Fed  poUcy  is  too  easy,"  says  Wesbuiy 
Fed  policymakers  concede  that  they 
intrigued  by  the  closer  coirelation  l  k 
tween  M2  and  gdp.  Greenspan  admitt  Itei 
in  Febiuaiy  that  there  were  "tentati  [ta 
sigiis"  of  a  closei'  link  between  mon 
and  output — but  cjuestioned  "the  stab: 
ty  of  the  relationsMp." 

As  a  result,  the  Fed  isn't  ready 
re-adopt  the  money  supply  as  a  gui 
for  policy.  The  Fed's  resident  morliie 
tarists,  regional  Fed  bank  presider 
William  Poole  and  Jerry  L.  Jordan,  a 
handily  outvoted  by  Greenspan  a 
other  economic  pragmatists.  And  Ft  ^ 
eral  Reserve  Bank  of  Dallas  Presidi 
Robert  D.  McTeer  Jr.  told  a  Flori 
audience  on  Mar.  27  that  "with  all  t 
financial  innovations  we've  had, 
veiy  hard  to  know  what  the  right  rgl^jpf 
of  gi'owth  of  the  money  supply  is."  L 
til  the  Fed's  money  mandarins  figu 
that  one  out,  M2  may  rem 
omething  of  a  relic 
By  Deaii  Fi' 
in  Washington 
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COMIVIENTARY 

By  John  Carey 

GIVE  GREEN  TAXES  A  GREEN  LIGHT 


Suggesting  a  carbon  or  gas  tax 
^has  long  been  political  poison. 
"But  that  doesn't  seem  to  be 
terring  legislators  in  Vermont, 
nnesota,  and  Maine.  All  are 
bating  or  pushing  bills  that  would 
t  levies  such  as  property  or 
?ome  taxes  and  make  up  the  rev- 
ue with  taxes  on  fossil  fuel. 
The  chances  of  passage  for  any  of 

1  legislation  anytime  soon  are 
m.  That's  unfortu- 
te.  Such  conver- 
ins  to  "green"  tax- 
could  be  just  what 

2  country  needs, 
lergy  use  imposes 
Iden  costs — such  as 

3  health  costs  of 
llution,  lost  produc- 
ity  from  traffic 
ngestion,  and  the 
reat  of  global 
irming — which 
gn't  reflected  in  its 
ice.  "Taxes  on  re- 
urces  correct  one  of 
s  most  glaring 
ws  of  market 
anomies:  blindness 
environmental 
sts,"  argue  Alan 
lein  Burning  and 
iram  Bauman  in  a 
w  book  Tax  Shift. 
The  beauty  of 
s-shifting  is  that 
e  overall  tax  bur- 
n  stays  the  same: 
e  new  "green" 
ses  are  balanced 

cuts  in  other  taxes.  Economists 
nerally  agree  that  payroll,  income, 
operty,  and  other  taxes  discourage 
k^estment  in  labor  and  capital.  Cut- 
ig  these  taxes  could  thus  spur 
oductivity  and  growth  while  the 
een  taxes  bring  environmental 
nefits.  "There  may  not  be  a  free 
ich,  but  there  is  almost  certainly 
lunch  worth  paying  for,"  says 
anford  economist  Lawrence  H. 
)ulder. 

Some  gi'een  taxes  are  on  the 
oks  overseas.  Since  1996,  the 
Btherlands  has  been  raising  about 
00  million  annually  with  a  gas  and 
3ctricity  tax — and  returning  it  with 
ts  in  Social  Security  premiums, 
lat's  proven  too  small  to  lower  con- 
mption  appreciably,  says  Dutch  en- 


vironmental official  Pieter  Maessen, 
so  the  country  plans  a  $1.7  billion 
boost  to  the  tax.  Similar  tax  shifts 
are  on  the  books  in  Denmark,  Fin- 
land, and  Sweden. 

The  U.  S.  has  been  less  adventur- 
ous. But  states  are  exploring  op- 
tions. In  Minnesota,  a  proposed  rev- 
enue-neutral bill  would  slash 
property  taxes  by  about  25%  in  ex- 
change for  a  $50-per-ton  tax  on  the 


CLEANER  AIRi 


Imposing  energy  taxes 
while  cutting  other  levies  would  help  the 
environment  and  the  economy.  Many 
studies  of  such  taxes  show  a  net  benefit 


carbon  in  fossil  fuels.  That  trans- 
lates to  a  tax  of  4(2  to  5c  per  gallon 
on  gasoline,  or  a  25%  increase  in  the 
pi'ice  of  coal.  In  Vermont,  legislator 
Ben  Rose  has  introduced  a  bill 
which  would  impose  a  $100-per-ton 
carbon  tax  with  cuts  in  other  levies. 
Legislators  in  Maine  are  contemplat- 
ing similar  measures. 
BURDEN.  Unfortunately,  business 
dislikes  these  ideas.  When  Minneso- 
ta legislator  Ann  H.  Rest  proposed 
replacing  payroll  taxes  with  an  en- 
ergy tax  in  1996,  coal  interests 
tarred  the  plan  as  a  burdensome  tax 
increase.  Since  then.  Rest  and  her 
backers  have  armed  themselves 
with  economic  studies  showing  a  net 
benefit  to  the  state  and  made  the 
measure  more  politically  attractive 


by  targeting  the  pi'operty  tax  for 
cutting. 

There  are  problems  with  tax-shift- 
ing: Some  energy-intensive  manufac- 
turing industries  would  be  harder  hit 
than  high-tech  companies.  "This  is  an 
antibusiness  proposal,"  fumes  North- 
west Airiines  Inc.  spokesperson 
Kathy  Peach,  who  pegs  the  cost  to 
the  company  at  $47  million  per  yeai'. 
Even  companies  such  as  Honeywell 
Inc.,  which  stand  to 
benefit  from  the  leg- 
islation by  selling 
more  energy-efficient 
equipment,  are 
against  the  bill.  "We 
can't  solve  these 
problems  on  a  state- 
by-state  basis,"  ex- 
plains Glen  Skovholt, 
vice-president  for 
government  and  com- 
munity affairs  for 
Honeywell. 

Another  wony  is 
that  lawmakers  won't 
deliver  on  tax  cuts 
once  the  "green"  tax- 
es are  in  place.  The 
Dutch  energy  tax 
hike  "is  like  the  nose 
of  the  camel  [under 
the  tent],"  frets  econ- 
omist Wiel  Klerken 
of  the  Dutch  Employ- 
er's Assn.,  while  the 
tax  cut  "can  be  re- 
versed at  any  time." 
But  it's  easy  to  guar- 
antee that  all  tax 
shifts  be  revenue-neutral. 

Taxes  have  always  favored  one 
sector  or  gi'oup  over  another.  So 
why  not  use  the  carrot  and  stick 
more  wisely?  If  energy  consumption 
taxes  replaced  income  and  sales  tax- 
es, people  could  reduce  their  tax 
burdens  by  becoming  more  energy 
efficient.  "People  could  earn  more 
and  spend  more  and  yet  pay  less 
tax,"  explains  M.  .Jeff  Hamond,  di- 
rector of  fiscal  policy  at  liberal  think 
tank  Redefining  Progi-ess,  which  is 
holding  a  tax-shifting  symposium  in 
Washington  on  Apr.  7.  It's  about 
time  Americans  were  given  that 
choice. 

Carey  covers  environmental  issues 
in  Washington. 
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INTERVIEW 


ANDY  GROVE  TALKS  ABOUT  HIS 
NEW  LEARNING  CURVE 

The  Intel  founder  goes  from  the  daily  grind  to  the  big  picture 


Andrew  S.  Grove  lias  made  kis  mark 
as  a  manager,  but  now  he's  turning 
himself  back  into  a  studetit.  The 
chainiian  and  chief  executwe  of  Intel 
Corp.  announced  Mar.  26  that  he  will 
hand  over  the  CEO  job  to  bitel  Presi- 
dent Craig  R.  Barrett  in  May.  The 
change,  Grove  hopes,  will  let  him  spend 
more  time  studying  the  computer  in- 
dustry— and  helping  to  guide  the  evo- 
hition  of  techtiology  a'nd  public  policy. 
For  Intel,  freeing  Grove  to  drink  up 
technology  trends  could  help  it  avoid 
missteps  like  its  slow  re- 
sponse to  the  rise  of  suh- 
$1000  PCS.  On  Man  Jl,  busi- 
ness WEEK  correspondent 
Andy  Reinhardt  talked  to 
Grove  about  how  the  execu- 
tive plans  to  spend  his 
future. 

Q:  Why  step  down  as  CEO 
now? 

A:  I've  been  ceo  for  11 
years,  and  there  is  a  repeti- 
tion and  sameness  to  the 
rhythm  of  the  job.  Just  think 
how  many  operations  re- 
views, financial  reviews,  rou- 
tine meetings,  demand  fore- 
casts, etc.  I  have  sat 
through.  I  was  ready  to 
change  my  routine.  I'll  have 
more  leeway  in  my  schedule. 

Q:  What  will  you  do  with 
your  e.rtra  time? 
A:  It's  a  reaiTanging  of  pii- 
orities:  I  can  meet  somebody  that  other- 
wise I  might  not  have  had  time  to,  or  I 
can  go  look  at  somebody's  work  that  oth- 
ei^wise  I  wouldn't  have.  I  don't  know  ex- 
actly what  I'm  going  to  do — I  just  know 
that  I'm  craving  that  Idnd  of  flexibility. 

Q:  WItat  topics  are  you  especially  lu- 
I crested  in  these  days? 
A:  The  future  of  networked  comput- 
ing, especially  in  businesses  that 
haven't  used  it,  and  what  we  can  do 
lo  remove  obstacles  to  using  it.  Un- 
derstanding the  potential  of  various 
It'chnobgies,  and  the  deployment  of 
'ii(ise  technologies  en  masse.  I  can  talk 
casually  about  any  of  those  subjects, 


but  my  understanding  is  not  that  deep. 
I'm  painting  a  canvas  with  my  eyes 
closed. 

Q:  What  else  do  you  plan  to  explore? 
A:  Commerce,  marketing,  information, 
entertainment — all  of  these  things  are 
going  to  be  impacted  by  the  presence 
of  a  billion  connected  computers.  What 
needs  to  be  done  to  reach  that  point 
sooner  rather  than  later?  Bandwidth 
has  to  be  generated  and  dispersed  to 
individuals  and  small  companies.  I  want 


but  I  don't  think  we  understood  th 
task  in  its  entirety.  I  would  like  to  ur 
derstand  what  it  takes  to  do  thes 
things  a  little  better. 

Q:  Are  you  also  putti-iig  more  emph 
on  cultivating  software  developers? 
A:  Absolutely.  We've  done  a  very  goo 
job  with  game  developers,  historicallj 
We  put  technology,  muscle,  sometime! 
money,  into  funding  advanced  gameil 
I'd  now  like  to  see  that  type  of  activitj 
replicated  in  different  fields,  especial 
in  applications  pertinent  to  small-  an 
medium-size  businesses. 


Q:  Will  you  get  more  involved  in  policy  Cii 
A:  Yes.  These  changes  [fi-om  connecte  :ei" 
PCs],  as  they  permeate  society  in  th 
U.  S.  and  abroad,  will  be  so  significar 
that  they're  going  to  be  an  increasin 
focus  of  regulations  and  government! 
actions.  I  think  we  as  an  industrlaoni 

ii  Commerce, 
marketing, 
information, 
entertainment 
-all  of  these 
things  are 
going  to  be 
impacted  by  th( 
presence  of  a 
billion 
connected 
computers. 


to  understand  this  better.  I  also  want 
to  have  a  better  appreciation  for  what 
type  of  applications  will  be  deployed 
as  this  connected  PC  world  gets  rolled 
out.  The  only  way  I  can  ever  find  out 
about  those  is  by  hanging  around  with 
people  inside  and  outside  the  company 
who  are  into  application  development. 

Q:  Can  you  think  of  an  exam-pie  wlien 
Intel  would  have  benefited  from  better 
trend-spotting? 

A:  We  were  an  eaiiy  player  in  cable 
modems,  which  had  the  potential  to  de- 
hver  bandwidth  to  consumers.  We  were 
one  of  the  first  ones  to  demonstrate 
working  cable  modems  five  years  ago. 


it 
liarii 

have  a  responsibility  to  guide  tha  i  ;r 


Q:  Your  first-quarter  earnings  war 
ing  suggests  changes  ahead.  Will  Int 
still  get  most  of  its  revenues  from  I 
microprocessors  in  five  years? 
A:  Yes.  There's  an  enormous  tempt; 
tion  to  take  the  events  of  a  quart< 
and  extrapolate  them.  But  it's  wi'or 
when  a  couple  of  bumps  in  the  ro£  n  j- 
lead  you  to  question  the  essentials, 
think  the  development  of  low-end  cor 
puters  is  going  to  be  an  important  el' 
ment  of  the  market,  but  it's  just  one  t 
ement.  There  will  also  be  performam 
PCs  and  mobile  PCs,  and  servers  w 
be  the  underpinnings  of  all  of  them. 
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XOMIVIUNICATIONS 

ITOROLA  GIRDS 
R  A  SHAKEUP 

3rass  mull  an  overhaul  to  get  it  back  on  track 


iar  ago,  with  his  company  sHp- 
ng  from  its  perch  atop  the  wire- 
ss  industiy,  Motoi-ola  ceo  Chinsto- 
B.  Galvin  tried  to  mobihze  the 
.  He  issued  a  memo  demanding 
nywide  sales  and  eaiTiings  growth 
■)  to  20%  a  year.  The  goal,  howev- 
still  a  long  way  off.  Motorola's 
;ales  improved  a  lackluster  6.5% 
he  year  before,  and  the  company 
epeatedly  failed  to  meet  Wall 
;'s  expectations.  "That  sends  a 
strong  signal  to  investors  that 
ola  doesn't  have  everything  un- 
ntrol,"  says  one  Chicago-based  in- 
onal  investor. 

get  the  company  back  on  track, 
•ate  brass  new  plan  a  sweeping 
during.  The  overhaul  would  com- 
lisparate  operations  within  the 
ny's  wii'eless  business — segments 
aake  up  more  than  60%  of  Mo- 
Inc.'s  overall  sales.  Historically, 
r,  paging,  and  two-way  radio  op- 
ris  have  existed  as  separate — and 
warring — factions.  Each  unit  has 
Ti  network  equipment  team  and 
!r  gi'oup  for  developing  the  actual 
it  or  pager  operated  by  the  end 
Jut  vnthin  the  next  several  weeks, 
mpany  is  expected  to  shift  all  net- 
equipment  operations  into 
ivision,  with  the  develop- 
ind  manufacture  of  the  ac- 
mdsets,  pagers,  and  radios 
folded  into  another  unit. 
'HE  DOOR.  Galvin's  plans 
e  complicated  by  the  sur- 
y  departure  of  a  key  ex- 
e.  On  Apr.  1,  Jack  M. 
in,  president  of  Motorola's 
r  networks  and  space  busi- 
announced  that  he  was 
y  the  company  to  run  tele- 
startup  Global  Crossing- 
analysts  and  insiders  fig- 
:hat  Scanlon  would  have  headed 
f  the  two  divisions  that  are  ex- 
1  to  be  created  in  the  overhaul. 
Motorola  is  likely  to  appoint  Merle 
more,  head  of  European  opera- 
and  James  A.  Norling,  who  mns 
ola's  messaging  segment,  to  lead 


the  soon-to-be  creat- 
ed units,  insiders 
say. 

The  reorgani- 
zation would  ad- 
dress Motorola's 
chief  problem:  sluggish 
execution  in  an  increas- 
ingly competitive  wireless  market.  In 
March,  unreliable  network  equipment 
contributed  to  the  loss  of  a  $500  million 
contract  with  digital  cellular  carrier 
PrimeCo  Personal  Communications. 
And  the  company  has  yet  to  deliver 
its  popular  StarTac  phones  with  cdma 
digital  technology — a  high-capacity  sys- 
tem that  is  gaining  popularity  in  the 
U.S. 

Since  taking  the  reins  as  ceo  in  late 
1996,  Galvin  has  labored  to  fix  Motoro- 
la's deficiencies.  Not  having  digital  hand- 
sets caused  the  company's  U.  S.  market 
share  in  cellular  phones  to  slip  from 
51%  in  1996  to  34%  in  1997,  accord-  « 
ing  to  wireless  consultants  Herschel 
Schosteck  Associates. 

The  company  has  also  lagged  behind 
competitors  in  some  key  technologies. 
Motorola  doesn't  make  its  own  digital 
switch,  using  instead  ones  that  are  pro- 
duced by  Digital  Switch  Corp.,  which. 


MOTOROLA'S  NUMBERS 
DON'T  RING  BELLS 


1.2  A 


ANNUAL  NET  INCOME 

BILLIONS  OF  OOLURS 


'93     '94     '95     '96  '97 
DATA:  COMPANY  REPORTS,  ABN  AMRO 

industiy  executives  say,  lack  the  sophis- 
tication of  the  equipment  made  by  rivals 
Lucent  Technologies  Inc.  and  Northern 
Telecom  Ltd.  By  combining  the  wireless 
network  equipment  segments  into  one 
unit.  Motorola  could  potentially  justify 
developing  its  own  switcMng  equipment. 


Such  impr'ovements  would  help  Motorola 
captui'e  more  of  the  world's  $30  billion 
network  equipment  market,  where  its 
share  has  dropped  fi"om  21%  in  1996  to 
about  17%  last  year,  according  to  UBS 
Secuiities  Inc. 

Tlie  proposed  overhaul  is  being 
applauded.  "I  think  they've  rec- 
ognized what  customers  are 
telling  them,"  says  Gaiy  Cuccio, 
chief  operating  officer  of  Omni- 
point  Communications  Inc.  "This 
seems  to  be  a  first  step  in  a  gen- 
uine effort  to  improve  their 
position." 

Analysts  agree  that  stream- 
lining wireless  segments  could 
breed  better  internal  relations 
and  might  achieve  some  cost 
savings. 

But  it's  not  a  panacea.  "At 
the  end  of  the  day,  Motorola  needs  to 
execute  more  intensely,"  says  abn  Amro 
analyst  Kenneth  Leon.  "They  need  to 
get  the  products  out  quicker"  With  the 
whole  world  watching,  Galvin  can't  af- 
ford any  more  false  starts. 

By  Roger  0.  Crockett  in  Chicago 


EST. 


and  James  A.  Norling,  who  runs    unit.  Motorola  could  potentially  justify    ford  any  more  false  starts, 
ola's  messaging  segment,  to  lead     developing  its  own  switcMng  equipment.  By  Roger  0.  Crockett  in 

By  combining  divisions,  the  company  hopes  to  get 
)roducts  out  faster  in  the  competitive  wireless  market 
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LEGISLATION 


AN  OFFER  BIG  TOBACCO 
CANT  REFUSE? 

A  tough  new  compromise  may  be  the  best  the  industry  can  get 


Judging  by  the  howls  coming  fi-om 
Tnbacco  Road,  compi'omise  legisla- 
tion unveiled  by  Senate  Commerce 
Committee  Chairman  John  McCain  (R- 
Ai-iz.)  on  Mar.  30  will  banlvi-upt  the  to- 
bacco industiy  and  spawn  a  black  mai'ket 
in  smuggled  cigarettes.  McCain's  plan 
toughens  last  yeai''s  settlement  between 
tobacco  la\\n/ers  and  states  by  requiiing 
a  $506  billion  payment  by  cigai-ette  mak- 
ei-s  wliile  deming  them  inuch  of  the  legal 
shield  fi"om  class  actions  that  they  want. 
"The  extreme  positions  in  the  McCain 
outline  are  very  disappointing,"  says  in- 
dustry negotiator  J.  Phil  Carlton. 

So  will  Big  Tobacco's  opposition  snuff 

Lawmakers  from  both 
parties  have  an 
enormous  stake  in 
completing  a  deal  now 
that  they've  made 
plans  to  spend  the 
settlement  windfall 


ate  floor.  "This  is  oui*  last,  best  effort  to 
get  the  tobacco  settlement  done,"  says 
Mississippi  Attorney  General  Mike 
Moore,  who  helped  craft  the  June,  1997, 
proposed  settlement  betw^een  tobacco 
lawyers  and  40  state  attorneys  general. 

McCain's  compromise  would  cap  at 
$6.5  billion  the  amoimt  the  industiy  could 
be  forced  to  pay  annually  in  legal  dam- 
ages— $1.5  billion  higher  than  the  '97 
deal.  It  would  penriit  class  actions  and 
pimitive  damages  baiTed  by  the  June  ac- 
cord. And  it  would  give  the  Food  & 
Dnig  Administration  power  to  regulate 
tobacco  products.  Wall  Street  reacted 
quickly:  Tobacco  stocks  plimged,  and  bond 
ratings  were  dowaigraded. 
Tobacco  executives  and  Wall 
Street   analysts   are  now 
scrambling  to  decide  wheth- 
er the  industiy  is  better  off 
accepting  McCain's  plan  or 
.  abandoning  the  deal  in 

f  \     order  to  fight  legal  bat- 

^'     ties  on  a  state-by-state 
basis,  with  all  the  un- 
certainty that  biings. 
Sanford  C.  Bernstein 
&  Co.  analyst  Gaiy 
Black  says  industiy 


shows.  It's  an  all-or-nothing  strated 
that  could  prove  counterproductive  i 
executives  walk  away  and  lawmakel 
make  the  bill  even  tougher  | 

Already,  many  Republicans  ai'e  dasl 
ing  for  cover  as  Democrats  bash  the; 
for  taking  millions  in  tobacco  contiibi 
tions.  Indeed,  McCain's  proposal  is  cle; 
evidence  that  the  industry's  $30  milli 
in  donations  since  1987  can  no  long 
buy  happiness  on  Capitol  Hill.  "I  ca 
and  will  never  be  subject  to  a  veto  ' 
the  tobacco  industiy,"  says  McCain, 
if  McCain's  tough  stance  wasn't  co 
vincing,  certainly  the  Senate's  ove 
whelming  approval  on  Mar.  31  of  a  re 
olution  declaring  that  cigaret 
companies  should  not  be  immune  fro 
lawsuits  ought  to  be  a  wake-up  call. 

Some  of  Big  Tobacco's  wounds  a 
self-inflicted.  For  one  thing,  the  indust 
misjudged  the  pohtical  climate.  "I  u 
derestimated  the  pure  hatred  for  t" 
industiy  that  is  out  there,"  says  Cai'lt 
On  Capitol  Hill,  Repubhcan  leaders  a' 
pro-tobacco  Democrats  remain  fuiio 
that  the  industiy  excluded  them  fro 
last  yeai''s  settlement  talks.  And  Hou 
Speaker  Newl;  Gingrich  has  told 
leadersliip  team  that  he  won't  allow 
mocrats  to  outflank  him  on  the  issue. 

Tobacco  negotiators  are  realizi 
some  legislation  is  likely  with  or  witho 
their  support.  That's  quite  a  comedo 
for  what  was  once  the  toughest  indust 
lobby  in  town.  Now,  Big  Tobacco  has 
choice:  Keep  fuming  or  start  dealing. 

By  Ricliard  S.  Dwihain  in  Washi 
ton,  with  David  Greising  in  Atlan 
and  Gail  DeGeorge  in  Miami 


out  legislation"?  Not  likely.  The  in- 
tlustiy  may  be  forced  to  accept  the  Mc- 
Cain proposal  as  the  best  veliicle — still 
being  offered — to  rid  itself  of  a  gTowong 
backlog  of  civil  suits.  Tobacco's  erstwhile 
(;oi'  allies,  worried  that  theu'  industiy 
ties  will  hmt  them  in  tliis  fall's  elections, 
iti'e  in  no  mood  to  be  generous.  And  law- 
m;ikei-s  fi-om  both  paities  ai-e  eager  for  a 
deal  now  that  they've  made  plans  to 
sj)eiid  the  settlement  windfall.  "Tliis  is 
the  best  deal  tobacco's  ever  going  to 
see."  concedes  a  tobacco-industiy  soui'ce. 
"BEST  EFFORT."  McCain's  consensus  bill  is 
a  watei"shed  in  the  yeaiiong  debate  over 
;i  possible  settlement  of  legal  claims 
>'gi;Ln.st  tobacco  companies.  And  on  Apr  1 
it  ;  ivenvhelmingly  approved  by  the 
■■nvio.cvcc  Committee  with  the  biparti- 
.~d'--  suVP'""-  it  needed  to  reach  the  Sen- 


earnings  would 
fall  20%  the  first 
year  after  the  McCain 
legislation  would  take  effect, 
and  36%  by  the  fifth  year.  Still,  ana- 
lysts say  Big  Tobacco  desperately  wants 
a  cap  on  liabilities  to  bolster  shai'e  prices. 
Even  industiy-fiiendly  Hill  staffers  are 
ui'ging  the  companies  to  sign  on.  "To- 
bacco has  missed  out  on  the  stock  mar- 
ket boom  of  the  '90s,"  one  staffer  says. 
"It's  time  for  them  to  get  on  boai'd." 

But  many  in  the  industry  are  not 
ready  to  buy  those  ai'giiments.  The  com- 
panies plan  to  attack  McCain  with  a 
media  blitz,  a  lobbying  offensive,  and 
tobacco  CEO  appearances  before  editori- 
al boards  and  on  morning  television 
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And  now  for  the  realities— instead  eff  ; 
tlie  rumors— aliout  t|ie  future  of 
DiGiiAL  teclinoiogies.  The  future  of  ^ 
Digital  UNIX;  OpenVMS"  and  Alpha 
can  be  summed  up  in  two  phrases: 
Continued  success.  Continued  support, 
These  products  are  at  the  heart  of  thie 
world's  information  infrastructure-from 
aerospace  to  telecommunications,  from 
Wall  Street  to  the  Web. 


^form  crucial, 


lli^i^critical  tasks. 


ifey  m,  day  out.  And  no 
matter  whose  name  is 


they  will  continue  to  do  so. 

iN(>ed  any  niore  rumors  quashed?  For  ■ 
f  the  most  powerful  range  of  answers  in 
computing-UNIX,  OpenVMS  and 
Windows  NT*Alpha  anrf  Intel-visit 
www.digital.com/quash.  And  get  ready 
to  win  in  a  networked  world.  ' 

digital  COMPAa 


©1S98  Diaitfll  Eciuipmeiti  Corporation.  0«3r«.i  the  OssiTtt  iogo  imd  OpenVMS  sretradmatte  of 
CHgitai  EguipniBnt  Corporalion.  Compaq  rsgiatored  U.S.  Patera  and  Trademotk  Ofto  Window 
MI  is  a  regiaered  traasmari,  of  Mirosoft  Corp.  UNIX  is  a  registwed  trademark  m  the  United 
SiatM  and  other  counl'ies,  iicansed  exdusiwly  throi^ah  X/Ooan  Ciimpany,  Ud.  All  other 
names  are  tradamarlcs  or  registered  trademariis  o)  tlieir  respective  compaiiios. 
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BROADCASTING 


IF  THESE  SHOWS  ARE  HITS, 
WHY  DO  THEY  HURT  SO  MUCH? 

As  network  viewers  defect,  advertisers  may  not  foot  the  big  bills 


To  understand  tlie  state  of  play  in  TV 
Land,  look  no  fuither  than  the  kids' 
market.  Normally,  the  annual  ne- 
gotiations to  set  ad  rates  for  children's 
network  TV  shows  wi'ap  up  in  Febraaiy, 
with  over  9()%  of  all  the  ads  sold.  But  at 
the  end  of  March,  as  a  crush  of  new 
channels  from  WB  to  the  new  Fox  Kids 
Network  were  depressing  ratings,  many 
advertisers  were  still  waiting  for  ad 
prices  to  sink  lower.  "The  market  is 
soft.  Wliy  should  we  rush  into  it?"  says 
Bill  Croasdale,  president  of  Western 
Media  International,  which  buys  ads  for 
clients  that  include  Home  Depot,  Acui-a, 
and  Walt  Disney. 

Not  surprisingly,  it  is  with  some  ap- 
prehension that  the  tv  industi-y  is  head- 
ing into  this  year's  so-called  prime  time 
"upft'ont  market,"  where  networks  trot 
out  their  shows  for  September  and  ad- 
vertisers line  up  to  buy  as  much  as  half 
of  the  networks'  $14  billion  in  advertis- 
ing time  in  advance.  This  year,  the  line 
isn't  expected  to  form  so  quickly.  Net- 
work ratings  are  down  once  more.  And 
just  as  in  the  kids'  mai'ket,  primetime  is 
packed,  with  cable  channels  such  as  usA 
and  TNT  and  upstart  networks  like  wb. 
Today,  just  over  half  the  country's  97 
million  homes  tune  into  NBC,  ABC,  CBS, 
and  Fox,  down  from  75%  only  eight 
years  ago.  "From  where  I  am  sitting,  it 
looks  like  a  buyers'  market,"  says 
Croasdale. 

GRIM  SPRING.  Meanwhile,  the  networks' 
progTamming  costs  are  spiraling  after  a 
winter  of  heavy  bidding  to  win  the 
rights  to  air  such  progi-ams  as  National 
Football  League  games,  ER,  and  Mad 
About  Yoii.  The  likely  result:  plum- 
meting earnings.  Memll  Lynch  & 
Co.  analyst  Jessica  Reif  Cohen  ex- 
pects operating  earnings  for  the 
Big  Four  to  plummet  68%  in  1998. 
Only  CBS  will  show  an  improve- 
ment, and  the  network  will  still 
post  a  loss. 

Prices  for  the  upfront  market 
won't  be  detennined  until  late  May. 
Hut  a!i"Hdy,  the  maneuvering  is  start- 
ing. NH'',  tiying  to  offset  the  $13  million 
it's  payLag  for  each  ER  episode,  is  said  to 
he  as'dng  .$(550,000  for  a  30-second  spot. 
.M.( ,  ( I!  and  Fox  are  asking  for  20% 
'•'il;cv-  !'j>'  .stv-its  on  their  football  tele- 


WORKING 
AGAINST  THE 
NETWORKS 


Damon's  Creek,  a  new  WB 

tne  big  networks 


PRICE  OF  A 


Park,  beat  ABC's  PrimeTime 
l-ive  m  February 


casts  to  help  pay  for  then*  $18  bilHor 
thi-ee-year  deal  with  the  nfl.  Howevei 
odds  are  the  networks  won't  get  tha 
much.  Instead,  networks  will  likely  uS' 
the  ultra-expensive  shows,  such  as  abc' 
Home  Improvement,  as  loss-leaders  ti 
prop  up  or  promote  other  shows. 
The  Big  Four  began  courting  adver 
tisers  in  late  March  with  flash; 
cocktail  parties  and  video  clips  o| 
pilots   in   development,   nbc  l 
mulling  which  show  to  use  to  re 
build  its  Seinfeld-less  Thursda; 
night  lineup,  while  ABC  is  overhaul 
ing  huge  pieces  of  its  still-strugglinj 
])rime-time  progi"amming.  CBS  is  de 
vt'loping  sitcoms  with  an  eye  t( 
younger  viewers  starring  such  ac 
tors  as  Melanie  Griffith  and  Ai'sem 
Hall,  while  Fox  hopes  to  reverse 
10%  drop  in  its  ratings  with  a  futur 
istic  animated  show  from  Matt  Groen 
ing,  creator  of  The  Simpsons. 
DUELING  DOCS.  But  even  if  all  th 
shows  work,  the  competition  is  gai 
ing.  Cable,  which  last  year  sold 
billion  worth  of  ads  in  the  upfron 
market,  has  near-network  ratings  wit 
shows  such  as  Comedy  Central's  Sout 
Park,  which  command  $70,000  for 
30-second  spot.  And  by  September,  th 
TNT  cable  network  will  be  showing  re 
I'lms  of  ER  five  nights  a  week,  includin 
a  planned  Thursday  night  airing  oppo 
site  the  NBC  original. 

The  Big  Four  will  have  other  comp 
tition  this  fall.  LInivision,  a  Spanish-la 
guage  network,  took  $200  million  las 
year  in  upfront  ad  buys  and  will  likely  d 
better  this  year.  MeanwMle,  ratings 
WB  have  exploded,  gaining  27%  on  th 
strength  of  a  Tliesday  night  lineup  tha 
includes  teen  hits  Biiffy  the  Vampir 
Slayer  and  Dawson's  Creek.  The  lates 
Beverly  Hills  90210  wannabe,  Dawson 
Creek,  has  been  able  to  sell  30-secon 
spots  for  an  unpressive  $200,000. 

Despite  their  ratings  slide,  netwoi 
executives  still  tliink  they  can  negotiat 
rate  hikes.  "Our  strength  will  alway 
be  that  we  can  deliver  more  eyeballs 
says  Joseph  D.  Abruzzese,  president 
network  sales  for  CBS.  nbc  Chairma 
Robert  C.  Wright  made  the  same  poin 
to  reporters  in  January,  just  after  h 
plunked  down  $850  million  for  thre 
years  of  ER.  That  was  right  after  h 
opened  his  remarks  by  getting  down  o 
liis  hands  and  knees  in  a  mock  prayer 
ask  the  TV  gods  to  deliver  Helen  Hun 
and  Paul  Reiser  for  another  year 
Mad  About  You.  They  did,  and  it  cos 
Wright  $2  million  a  week  for  the  tw 
stars.  His  next  prayer  should  be  for  th( 
networks'  ratings  to  perk  up. 

By  Ronald  Grover  in  Los  Angel 


We  Jove  Europe 
too  much 
to  fly  you 
only  to  Paris. 


Dcsfjiic  whM  our  ,u,mc  m.iv  imply.  Air  Fr.mcc  flics  lo  102  cities 

in  FAiropc  jnd  1S9  wnlchvidc.  Our  uucrn.uionji  hub  j, 
Charles  dc  CjuIIc  is  easy  to  naviiraie  so  vou  can  quickly  iransler 
to  frequent  connecting  fliglvs.  And  if  you  haye  any  questions  xyhile 
youVe  there,  just  ask  any  or  our  etvplovees.  They  may  ^york  for 
a  French  airline,  hut  they'll  a nsxyer  you  in  plam  Fnglish. 


AIR  FRANCE 


WjNN/NG  the  hearts  of  the  VVORl.n 
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MEDIA 


McPAPER 
NORTH? 

A  Canadian  daily  wants  to  be 
an  upscale  USA  Today 

Following  an  old  journalistic  maxim, 
jiress  mogiil  Com-acl  M.  Black  likes  to 
afflict  the  comfoilable — at  least  when 
the  comfortable  nan  rival  newspapers. 
His  Chicuyo  Sun-Times,  Jemmlem  Post, 
and  London  Telegraph  gi-oup  have  made 
some  inroads  against  more  upscale  or 
widely  read  competitors.  Now,  the  Cana- 
dian is  about  to  shake  up  the  news  busi- 
ness at  home.  In  early  April,  he  is  ex- 
pected to  take  a  page  from  Gannett's 
16-year-old  USA  Today  and  announce 
plans  for  a  Canadian  national  daily. 

Canada  Today— as  some  rivals  dis- 
jmragingly  call  his  so-far  unnamed  pa- 
per— is  already  making  waves.  The 
country's  leading  national  daily,  the 
Globe  and  Mail,  and  the  big-selling 
Toronto  Star  have  been  upgrading  theu" 
pubs  for  months.  Since  the  main  bat- 
tlegi'ound  will  be  Toronto,  home  of  four 
papers,  a  newspaper  war  seems  un- 
avoidable. Says  John  A.  Honderich,  pub- 


BLACK:  "To  sell  300,000  more  [papers] 
doesn't  seem. ..too  high  a  mountain" 

lisher  of  the  locally  focused  Star:  "The 
pressure  is  going  to  be  huge  for  some 
kind  of  rationalization." 

In  fact.  Black's  own  empire — the 
thii'd-largest  newspaper  operation  in  the 
world  behind  News  Corp.  and  Gan- 
nett— will  feel  some  heat.  Through  his 
$2.2-billion-a-year  Chicago-based 
Hollinger  International  Inc.  and  its 
58.6%-owned  Canadian  subsidiary, 
Southam  Inc.,  Black  controls  55  U.  S. 
and  63  Canadian  dailies.  And  the  new 
paper  will  almost  certainly  take  ad  dol- 
lars and  readers  ft'om  some  of  his  other 


Canadian  operations.  "There  is  poten 
tial  cannibalization  on  advertising,  bu 
we  think  it's  manageable,"  says  Donak 
Babick,  publisher  of  the  Vaiicouver  Su  i 
and  Province  and  president  of  Southam 

Still,  Black,  53,  has  critical  advan 
tages.  With  Hollinger  operating  incom< 
up  fourfold  since  1995,  to  $287.2  mil 
lion,  he  can  easily  absorb  the  $70  millior 
or  so  in  costs  from  the  new  ventun 
over  the  next  five  to  eight  years.  He'l 
use  his  local  presses  to  print  the  dailj 
while  distributing  it  with  the  local  pa 
pers.  And  he'll  aim  it  at  more  upscak 
readers.  "We  sell  2.4  million  papers 
day  in  the  country  now,"  he  says.  "Tt 
sell  300,000  more  doesn't  seem,  on  its 
face,  too  high  a  mountain  to  cHmb." 

Black  admits  launching  the  newspa- 
per would  be  a  "slog."  Gannett's  us/ 
Today  cost  "hundreds  of  millions  of  dol 
lai's"  and  took  five  yeai's  to  show  a  prof 
it,  says  founder  Allen  H.  Neuharth 
Black  expects  losses  to  be  lower  with 
profits  likely  in  just  a  few  years. 

Unlike  Neuharth,  Black  won't  have 
much  flag-waving  nationalism  to  banl< 
on  among  the  less  fervent  Canadians 
The  mogul  says  many  of  his  countrymen 
feel  a  "comparative  lack  of  national  co 
hesion."  But  he  adds:  "We  can  help  to 
fill  that  gap."  If  he  does,  his  discomfitec 
rivals  may  see  a  few  gaps  of  theii'  own, 
By  Joseph  Weber  in  Toronto 


DETROIT 


LINCOLN'S 
$50K  PICKUP 

Ford  has  a  better  idea 
(maybe):  A  luxury  truck 

Lincoln,  the  luxury  car  line  once  be- 
lieved to  be  sailing  into  the  sunset,  is 
finding  new  life  by  redefining  the 
land  yacht.  Its  sales  have  soared  48%  in 
the  1998  model  year  thanks  to  its  new 
Na\agator  spoit-utOity  vehicle.  Now  Ford 
Motor  Co.  believes  it  has  an  even  better 
idea:  a  Lincoln  liLxury  pickup  tinck. 

Ford  is  developing  a  $45,00(>to-$50,000 
pickup  it  calls  the  Lincoln  Blackwood, 
say  som'ces  close  to  the  company.  Aimed 
at  the  horsey  set,  it  combines  the  Navi- 
gator's chi-ome-grille  with  a  short, 
black-varnished  wood  truck 
bed.  The  four-door  passenger 
area  iocks  like  the  Ford  pick- 
':-o,  but  with  a  leather-and- 
!■■(••  willnut  interior 
A.  riin.pany  official  con- 
''■•;r.( .!     Tjncoln  pickup  proto- 


type was  developed,  but  declined  to  say 
if  it  will  actually  be  sold.  But  sources  fa- 
milial- with  Ford's  plans  say  the  Black- 
wood has  liigh-level  support  in  the  com- 
pany and  could  hit  showrooms  in  1999. 
The  track's  niche  would  likely  net  fewer 
than  10,000  sales  a  yeai'  but  would  haul 
in  pi'ofits  similar  to  the  Navigator's 
$15,000  gi'oss  margin. 

Still,  observers  say  the  Blackwood 
is  proof  Detroit  has  gone  overboard. 
And  they  fear  it  will  distract  from 
the  $30,500  Lincoln  LS  sporty  sedan 
being  unveiled  Apr.  7.  Gripes  one  / 
Lincoln  dealer:  "Navigator  elevated 
the  brand  and,  in 
fell  swoop, 


this  will  make  it  a  Jay  Leno  punchline." 

Lincobi  officials  contend  they  need  to 
take  chances — as  they  did  on  the  Navi 
gator  "Each  risk  that  pays  off  leads  to 
even  more  successfiil  risk-taking,"  says 
James  G.  O'Connoi;  vice-president  of  the 
Lincoln-Mercmy  Div.  But  will  the  Black- 
wood prove  woith  the  risk? 

By  Keith  Naughton  in  Detroit 


WHEEL  LUXURY 


The  Blackwood 
would  have  a 
Lincoln  Navigator 
grille  and  a 
ieather-and- 
burled- 

walnut  interior 
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\N  e  see  data 


You   see  coffee 


Two-thirds  of  the  Fortune  500  rely  on  Sprint's  vision  of  data 

Every  day,  industry  relies  on  data  to  sell  products,  satisfy  customers  and  manage  people  and 
processes.  That's  why  Sprint,  as  a  leader  in  advanced  data  communications,  offers  a  full  portfolio 
of  solutions  for  your  applications  —  from  simple  e-mail  to  complex  integration  of  voice,  video  and 
data.  And  that  lets  us  give  thousands  of  companies  a  competitive  edge.  We  can  do  the  same  for 
you.  Because  business  runs  on  data.  And  data  runs  on  Sprint,  www.sprint.com  1-888-730-DATA 


We  help  your  business  do  more  business 
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\  BLOOD  SUBSTITUTE 
SETS  BLOODIED 

JOT  SO  fast:  BAXTER  INTER- 

lational  ended  a  late-stage 
mtient  trial  in  the  U.  S.  of 
ts  HemAssist  blood  substi- 
ute  when  it  discovered  that 
rauma  patients  given  the 
product  in  the  hospital  were 
lying  at  a  rate  greater  than 
I  control  group  and  even 
ligher  than  normal  mortality 
•ates.  But  Baxter  believes 
he  product  can  still  work 
vhen  administered  to  pa- 
rents earlier  in  their  treat- 
nent.  So  it  is  continuing  tri- 
ds  in  Europe  on  trauma 
patients  who  would  be  given 
rIemAssist  in  the  ambulance 
bllowing  a  major  car  acci- 
lent  or  gimshot  wound,  and 
n  the  U.  S.  on  patients  un- 
lergoing  elective  surgery. 


CLOSING  BELL 


LEE  lAKOOKOO 

Koo  Koo  Roo  was  crowing  on 
Mar.  30.  The  Los  Angeies- 
based  restaurant  operator 
said  Chairman  Kenneth  Berg 
would  step  down  for  health 
reasons  and  be  replaced  by 
none  other  than  Lee  lacocca. 
Word  of  the  ex-Chrysler  chair- 
man's involvement  sent  the 
stock  up  72%,  to  3Xe..  As  act- 
ing chairman,  lacocca  is  said 
to  be  working  with  new  ceo 
William  Allen  on  restructuring 
Koo  Koo  Roo,  which  operates 
38  chicken  eateries  and  14 
Hamburger  Hamlets.  But  Wall 
Street's  elation  faded:  By  Apr. 
l.the  stock  settled  at  2%. 
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Officials  expect  to  have 
HemAssist  on  the  market  by 
late  1999  or  early  2000.  Saii- 
ford  C.  Bernstein  analyst 
Kenneth  Abramowitz  fig-m-es 
that  the  market  may  now  be 
25%  smaller  than  the  $2 
bilhon  to  $4  billion  he  had 
expected. 

POWER  RESURGENCE 
AT  CABLETRON 

CRAIG  BENSON  .JUST  WASN'T 
ready  to  fade  away.  On  Mar. 
30,  the  Cabletron  Systems 
chairman  pushed  aside  his 
handpicked  successor  and  re- 
assumed  control  of  the  net- 
working company  he  co- 
founded.  The  move  came  a 
week  after  Cabletron  posted 
its  first-ever  ciuarterly  loss, 
of  $6.3  million.  While  prais- 
ing CEO  Donald  Reed's  strate- 
gic skills,  Benson  told  ana- 
lysts, "I  can  make  smart 
decisions  and  implement  a  lot 
faster  than  he  possibly  could." 
Still,  some  expect  tough 
times  ahead.  "What  Cable- 
tron really  needs  is  a  new 
culture,"  says  David  Pass- 
more  of  NetReference.  May- 
be one  with  less  hubris"? 


LAZARD'S  EXIT  DOOR 
IS  REALLY  SWINGING 

STEVEN    RATTXER,  THE 

deputy  chief  executive  of 
Lazard  Freres,  hasn't  had 
much  luck  holding  on  to  all 
his  top  talent.  In  recent 
weeks,  three  senior  bankers 
have  bailed  out.  Gerald 
Rosenfeld,  who  was  Lazard's 
head  of  investment  banking, 
departed  to  join  NationsBanc 
Montgomeiy  Securities;  Kend- 
rick  Wilson  III,  a  managing 
director  in  the  financial  ser- 
vices gi'oup,  joined  Goldman 
Sachs;  and  Ira  Hanis,  a  se- 
nior banker  in  Ltizai'd's  Chica- 
go office,  went  to  work  for 
the  Piitzker  family.  "Tliis  is  a 
ftrni  with  1,200  people  and  70 
partners,"  says  a  senior  insid- 
er. "There's  a  generational 
change  going  on." 


HEADLINER:  IRA  MILLSTEIN 


CORPORATE  AMBASSADOR  TO  THE  WORLD 


Ira  Millstein  is  packing  up 
his  corpoi'ate  governance 
principles  and  taking  them 
on  the  road.  The  gover- 
nance maven  and 
senior  partner  at 
Weil,  Gotshal  & 
Manges  is  lead- 
ing a  gi"oup 
that  on  Apr  2 
gave  the  Oi'ga- 
nization  for  Eco- 
nomic Cooperation 
&  Development  a  set 
of  recommendations  that 
could  dramatically  change 
how  non-U.  S.  companies 
are  governed. 

The  report  calls  for 
smaller,  more  independent 
boai'ds  and  argues  that  a 
company's  central  mission 
should  be  creating  share- 
holder wealth.  These  aren't 
radical  notions  in  the  U.S., 


but  they're  a  sharp  depar- 
tm'e  from  practices  over- 
seas. In  Japan,  boards  are 
almost  exclusively  made 
u])  of  insiders;  in 
France,  companies 
believe  their 
commitments  to 
employees  and 
society  are 
every  bit  as  im- 
portant as  their 
responsibility  to 
shareholders. 
Assuming  the  oecd  min- 
isters approve  the  report, 
they'll  urge  companies  to 
get  on  the  bandwagon.  But 
will  the  reforms  take? 
Many  management  experts 
outside  the  U.  S.  are  skep- 
tical. That  leaves  investors 
to  demand  the  same  things 
they  do  in  the  U.  S. 

By  John  Byrne 
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ZENITH  MAYBE 
AT  ITS  NADIR 

THE  PICTURE  IS  DARKENING 

at  Zenith  Electronics.  On 
Apr.  1,  it  reported  its  ninth 
straight  annual  loss,  $299 
million,  and  warned  of  possi- 
ble bankruptcy  without  a 
major  cash  infusion  or  new 
partner.  The  stock  fell  31%. 
Some  $45  million  in  secured 
credit  thi-ough  June  30  was 
extended  by  controlling 
shareholder  lg  Electronics  of 
Korea.  But  Zenith  needs  at 
least  $225  million  to  get 
through  the  year.  New  ceo 
Jeffrey  Gannon,  who  came 
from  General  Electric  in  Jan- 
uary, plans  more  cost-cutting 
soon,  but  it's  unclear  how 
long  LG  will  hang  on. 


ARE  MOVIE  TICKETS 
TOO  CHEAP? 

does  EDGAR  BRONFMAN  .JR. 

need  a  remedial  class  in  eco- 
nomics? The  CEO  of  Univei-sal 


Studios  owner  Seagram  star- 
tled a  media  confab  on  Mar. 
31  when  he  said  the  movie 
industry  should  charge  mor-e 
for-  movies  that  cost  mor*e  to 
make.  Current  pricing,  he 
said,  "makes  no  sense  and  I 
believe  the  entire  industry 
should  and  must  revisit  it. 
The  idea  was  so  far-fetched 
that  some  think  he  misspoke 
"I'm  sur-e  he  didn't  mean 
that,"  says  Bob  Goodrich 
pi-esident  of  Goodrich  Quahty 
Theater's.  Br-onfman  was  im- 
available  for'  clarification 
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ETCETERA... 


■  CompUSA  told  investors 
that  thir-d-quar'ter  profits 
would  be  below  expectations. 

■  Johnson  &  Johnson  won 
FDA  appr'oval  for  Sucr'alose,  a 
no-calor'ie  sweetener*. 

■  Mariana:  MCi,  ar-gaiing  with 
the  SEC  about  fourth-quarter 
charges,  will  file  a  10-K  late. 

■  Ian  Schr'ager  has  teamed 
with  private  REIT  Nor'thStar 
Capital  to  develop  hotels. 
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FED  BY  DOUGLAS  HARBRECHT 


fILL  TONS  OF  HIGHWAY  PORK 
LAHEN  THE  BALANCED  BUDGET? 


resident  Clinton's  coming  showdown  with  Congress  over 
a  $217  billion  highway  bill  promises  to  be  moi'e  than  a 
punch-out  over  pork-ban"el  projects.  In  many  ways,  it 
:1  be  a  defining  moment  of  his  second  term.  If  the  Presi- 
,  doesn't  take  a  stand  against  runaway  transportation 
iding,  he'll  soon  find  his  long-sought  balanced  budget 
id  over.  And  he'll  send  a  message  to  Hill  porkmeisters 

the  coming  era  of  budget  surpluses  gives  them  li- 
e  to  spend  like  drunken  swabbies. 
he  six-year  highway  and  ti-ansit  measui-e  that's 
ling  for  ovei-whelming  House  approval  would 
it  ti-ansportation  spending  by  $33  billion  above 
levels  of  last  yeai-'s  budget  accord.  Republican 
ers  have  let  the  bill's  di-aftei's  salt  it  with  1,467 
nonstration  projects" — $9.3  billion  targeted  for 
ific  roads,  bridges,  and  even  university  studies 
)0  congressional  districts. 
MUSCLED.  So  what  happened  to  the  gop's 
ited  fiscal  discipline?  The  paity  is  nervous 
it  losing  control  of  the  House  in  Novembei; 
bringing  home  the  bacon  is  a  sure  vote- 
er.  Democrats  are  happy  to  play  along —  ' 
ey  get  then*  cut.  And  House  Ti-ansporta- 
Committee  Chairman  Bud  Shuster 
'a.),  the  Hill's  Prince  of  Pork,  outmuscled 
d  hawks  like  House  Budget  Chairman 
1  Kasich  (R-Ohio),  who  says  the  bill  per- 
lates  Washington's  "cultui-e  of  spending." 
^ouse  GOP  leaders  swear  they'll  honor  the 
get  deal,  promising  to  make  offsetting 

in  other  domestic  progi'ams.  But  budget  experts  wonder 

real  any  cuts  of  that  magriitude  would  be.  'They're  going 
ust  the  caps,  either  explicitly  or  by  subteifuge,"  says  for- 

Congi'essional  Budget  Office  Director  Rudolph  G.  Pemier. 
Jthough  Administration  budgeteers  are  clucldng  over  the 
s  edifice  complex,  Chnton  isn't  exactly  a  fiscal  puiist  him- 

His  1999  budget  calls  for  a  $90  bilhon  increase  in  do- 


W  

GOP  BACON:  A 


mestic  spending,  much  of  it  for  education  and  other  "public 
investments."  Now  he  feai-s  that  Congi-ess'  love  of  asphalt  and 
buses  will  come  at  the  expense  of  his  social  agenda. 

But  a  frontal  assault  on  Shuster's  bill  would  inflame  con- 
gressional Democrats — dangerous  for  a  Pi-esident  still  un- 
der the  tlireat  of  impeaclunent.  So  Clintonites  ai'e  joining  with 
Kasich  and  moderate  Democrats  to  create 
enough  embarrassment  to  whittle  the  bill 
down  in  negotiations  with  the  Senate. 
BARGE  BOONDOGGLE?  Shuster  &  Co.  will 
counter  that  public-works  spending  packs  a 
mighty  economic  wallop — creating  jobs  and 
paving  the  way  for  a  more  productive  econ- 
omy. Even  after  a  big  spending  boost  in 
1991,  the  U.S.  needs  to  pour  $358  billion 
into  roads  and  $73  billion  into  transit  be- 
tween now  and  2002  to  keep  traffic  moving, 
argues  the  American  Association  of  State 
Highway  &  Transportation  Officials. 

But  with  the  economy  running  at  top 
speed,  public-works  stimulus  is  hardly  vital. 
As  for  boosting  productivity,  "inli"astractiu'e  is 
important,  but  it's  not  special,"  says  economist 
Douglas  Holtz-Eakin  of  Syi'acuse  University. 
Ti-ansportation  spending  looks  even  worse 
when  the  cash  is  earmai'ked  by  politicians — a 
practice  the  House  is  taking  to  record  levels. 
Two  examples:  $14  million  to  buy  barges  for-  a 
sure  vote-getter  company  that  transports  new  cars  to  dealers 
in  Bi-ooklyn  and  Manhattan  and  $2.75  million 
for  an  access  road  to  a  Dayton  baseball  stadium. 

Largesse  like  that  buys  loads  of  support  on  the  Hill.  That's 
why  White  House  aides  consider  the  threat  of  a  Pr-esidential 
veto,  as  one  puts  it,  "mere  symbolism."  They  hope  Clinton  can 
schmooze  the  bill  down  till  it's  closer  to  $200  billion.  But  it's 
hard  to  negotiate  over  the  roar  of  a  bulldozer. 

By  Mike  McNatiiee 


CAPITAL  WRAPUP 


PARR'S  PAULA  PROBLEM 

Independent  Counsel  Kenneth  W. 
arr  is  starting  to  feel  like  the  loneli- 
t  man  in  Washington.  U.  S.  District 
)urt  Judge  Susan  Webber  Wright's 
3r.  1  bombshell,  tossing  out  Paula 
nes's  three-year-old  sexual  harass- 
mt  lawsuit  against  Bill  Clinton,  is 
ire  than  a  stunning  victory  for  the 
hite  House.  It  could  further  under- 
ne  Starr's  effoits  to  pin  obstruction 
justice  charges  on  the  President. 
Jones's  pursuit  of  Clinton  was  "al- 
lys  a  weak  case,"  says  nyu  law  pro- 


fessor Stephen  Gillers.  Technically, 
Starr's  case  is  unaffected — ^he  had  no 
real  interest  in  whether  the  President 
engaged  in  a  pattern  of  abusive  sexual 
behavior — but  the  Jones  upset  could 
leave  him  on  shakier  legal  ground. 

Stains  position  already  was  weak- 
ened by  Wright's  Febnaaiy  rahng  that 
allegations  Clinton  ui'ged  fonner  White 
House  intern  Monica  S.  Lewinsky  to  lie 
under  oath  could  not  be  included  in  the 
Jones  matter.  Now,  Stan-  must  show 
that  the  President  obstructed  justice  in 
a  case  that  has  evaporated. 

But  Starr's  biggest  problem  is  poUti- 


cal.  Stan-  is  expected  to  dehver  his  find- 
ings later  this  yeai'  to  the  House  of 
Representatives,  which  is  already  plan- 
ning for  possible  impeachment  proceed- 
ings. Now  Hill  Republicans  have  to  con- 
sider the  increased  political  risk  to 
themselves  if  they  launch  proceedings 
that  the  pubhc  sees  as  a  partisan  witch- 
hunt. Stai-r  could  still  find  a  pattern  of 
obstruction  of  justice.  But  vrith  Clinton 
on  a  roO,  fewer  and  fewer  Republicans 
will  want  to  handle  the  hot  potato  that 
StaiT  lobs  their  way.  The  result:  more 
pressui-e  for  Stair  to  head  home. 

By  Paula  Dwyer 
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How  do  we  help 
people  living  with 
heart  disease? 

At  Novartis,  the  worlds  lead- 
ing Life  Sciences  company,  we 
are  developing  treatments  to 
help  people  suffering  from 
hypertension  and  to  reduce  the 
risk  of  heart  attack.  Thanks  to 
a  treatment  from  Novartis, 
Rita  Minard  of  Williamston, 
Michigan  leads  an  active  retire- 
ment with  her  husband,  enjoy- 
ing brisk  walks  through  the 
countryside  knowing  that  her 
medication  reduces  the  risks 
associated  with  heart  disease. 


NOVARTIS 


Novartis. 

We're  with  you . .  .for  life. 


Healthcare        Agribusiness  Nutrition 

new  skills  in  the  science  of  life 

www.novartis.com 


International  Business 


MEXICO 


HOLDING  OFF 
ASIA'S  ASSAULT 


So  far,  Mexican  exporters 
are  proving  themselves 
worttiy  warriors,  using  close 
U.S.  ties  to  lock  in  deals 

In  the  wake  of  Asia's  crisis,  pes- 
simists painted  a  gloomy  scenario 
for  Mexico.  Asian  countries,  export- 
ing their  way  out  of  recession,  flood 
the  U.  S.  market  with  cheap  goods  and 
gTab  vital  market  share  fi-om  Mexican 
products.  Mexico's  three-year  export 
boom  fizzles,  putting  its  vulnei'able  econ- 
omy in  a  severe  bind. 

Well,  guess  again.  Mexican  exporters 
are  holding  theii'  own  north  of  the  boi'- 
dei-,  and  even  making  gains.  Sales  to 
the  U.  S.,  which  takes  moi-e  than  thi-ee- 
fourths  of  all  Mexican  exports,  rose  to 
$7  billion  in  Januaiy,  up  12.6%  over  the 
same  month  in  1997.  The  Asian  crisis,  it 
turns  out,  is  the  key  test  highlighting 
Mexico's  spectacular  export  perfomiance 
under  the  four-year-old  North  Ameri- 
can Fi'ee  Ti-ade  Agreement  (chart). 

What  the  trade  deal  has  locked  in 
place  is  a  hai'd-to-beat 
pattern  of  North 
Ameiican  pi'oduction 
in  which  Mexico  pro- 
vides not  just  cheap 
labor  but  also  fast  de- 
livery and  low  trans- 
port costs.  "NAFTA  has 
created  durable,  long- 
term  relationships  be- 
tween Mexican  ex- 
poiters  and  U.  S. 
buyers,"  says  Mexican 
Tirade  Secretary  Her- 
minio  Blanco. 

Proof  of  that  can 
be  found  in  Guadala- 
jara. At  first  glance, 
its  electronics  and 
electrical  ecjuipment 
makers  would  seem 
to  be  prime  candi- 
dates for  batteiing  by 
head-on  competition 
from  Asians.  But 
California's  Hewlett- 


25%  from  1997. 
IBM  de  Mexico, 


WHAT'S  DRIVING  UP  MEXICAN 
SALES  TO  THE  U.S. 


AUTOS  &  PARTS 
m  ELECTRONIC, ELECTRICAL 

&  OTHER  EQUIPMENT 
a  GARMENTS.  OTHER 

MANUFACTUREO  GOOOS 
*  OIL,  FOOD,  OTHER 
COMMODITIES 
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Packard  Co.,  for  ex- 
ample, is  shifting 
contract  work  to 
Guadalajara  from 
manufacturers  in 
Asia  to  supply  the 
U.S.  "The  market 
has  regionalized  into 
Asia,  Europe,  and 
America,"  says 
Jaime  Reyes,  dhvc 
tor  of  HP  de  Mexi- 
co's manufacturing 
and  design  center  in 
Guadalajara.  "The 
base  of  suppliers 
here  in  Guadalajara 
gives  us  long-term 
seciuity."  hp  expects 
exports  to  the  U.  S. 
of  its  copier  prod- 
ucts to  reach  $400 
million  this  year,  up 
The  same  goes  for 
which  is  pushing  its  Asian  suppliers  to 
set  up  joint  ventures  in  Guadalajara. 
"We  reduce  the  cost  by  pi'oducing  in 
Mexico,  and  we  eliminate  inventories," 
says  Alfonso  Alva,  di- 
rector of  IBM's  Guada- 
lajara plant,  which 
assembles  laptops, 
desktops,  and  hard 
drives.  Philips  Con- 
sumer Communica- 
tions, which  employs 
7,300  in  its  Guadala- 
jai'a  plant,  exported 
telephones,  answeiing 
machines,  and  pagers 
worth  $274  million  in 
1997  and  expects  a 
new  line  of  phones  to 
lift  sales  to  $(jl7  mil- 
lion in  '98. 

While  Mexican  ex- 
poi'tei's  are  looking 
sti'ong  so  far,  ini'oads 
by  Asians  can't  be 
mled  out.  A  study  by 
the  Institute  of  Inter- 
national Finance,  a 
Washington-based  re- 
seai'ch  arm   of  the 


GUADALAJARA  WIRING:  Philips  sees  it 
anaivenny-tnucliiiie  sales  rising  in  '9 


U.  S.  banking  industry,  estimates  thi 
the  Asian  crisis  could  cost  Mexico  i 
much  as  $5  billion  of  its  exports  to  tl  lie 
U.  S.,  which  totaled  $86  biUion  last  yea 
But  even  the  study  notes  that  the  cre( 
it  crunch  in  Asia  and  Mexico's  clos 
U.  S.  ties  will  make  it  hard  for  Asia  an 
producers  to  take  business  fi'om  Mexio  s 
OVERTAKING  OIL.  A  key  insulator  fc 
Mexico  against  Asian  competition,  saj 
Gi'ay  Newman,  chief  Latin  economij 
for  HSBc:  SecLuities  Inc.  in  New  York, 
the  vast  netwoi'k  of  almost  3,000  a; 
sembly  plants,  known  as  maquiladora 
that  exported  goods  worth  $41  billio 
last  year-,  mostly  to  the  U.  S.  Maqu 
ladora  pr'oducts  "are  an  integi'al  par 
of  the  manufacturing  process"  in  Nort 
America,  he  says. 

One  example:  Elamex,  a  contrac 
manufacturer-  in  the  boi'der  city  of  Ciu 
dad  Juarez.  It  shipped  $132  million  i 
electrical  parts  to  the  U.  S.  in  '97.  Long 
term  contracts — essential  to  the  busi 
ness — depend  on  Elamex'  closeness 
U.  S.  customer's,  who  can  quickly  fly  en 
gineer-s  down  to  make  changes.  "We  tr; 
to  oper-ate  as  though  the  border  doesn' 
exist,"  says  Tr-easurer  Jor-ge  Torres. 
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rhe  maqu  'dadora  system  also  shields 
huge  consumer-electronics  industry 
ig  the  U.  S.  border.  Last  year,  Mex- 
exported  $;3  bilhon  in  TV  sets.  "When 
I  take  into  account  the  freight  costs, 
re  still  very  competitive"  against 
.a,  says  Juan  Manuel  Hernandez, 
iptroller  of  Tijuana-based  Sony  Mex- 
Manufacturing  Center,  which  shipped 
billion  worth  of  tv  sets  and  other 
ducts  to  the  U.  S.  last  year. 
i]ven  more  insulated  from  Asian  com- 
ition  is  the  auto  industry.  Passengei- 
exports  to  the  U.  S.,  worth  $8.2  bil- 
i  last  year,  have  overtaken  oil  as  the 
ding  export  north  of  the  border.  At 
iluis  Coi-p.,  which  supplies  suspension 
iponents  to  Detroit  camnakers,  exec- 
/es  are  unconcerned  about  Asia.  San- 
gets  a  lift  from  NAFTA,  which  allows 
y-free  exports  within  the  bloc  if  at 
st  50%  of  a  car's  components  are 
de  in  the  three  nafta  coimtries.  But 
iluis  isn't  counting  just  on  NAFTA, 
'S  Hector  Amador,  investor-relations 
ector.  "The  Big  Three  don't  want  in- 
itories,"  says  Amador.  "You're  practi- 
ly     supplying     by     the  day." 
rOND  NAFTA.  Now,  Mexican  produc- 
;  are  challenging  Asia's  longtime 
ength  in  textiles  and  even  gaiTnent- 
iking.  By  eliminating  quotas 
•  garments  produced  with   ^*««-  ^ 
irth  American  fabric,  nafta  w> 
5  turned  Mexico  into  the  world's 
ding  exporter  of  clothing  to  the  U.  S. 
he  whole  industry  has  been  reconfig- 
sd,"  says  Salvador  Lozano,  planning 
•ector  at  Compama  Industrial  de  Par- 
5,  which  sold  $108  million  worth  of 
nim  in  the  U.  S.  last  year.  "We're  so 
ise  to  the  customer.  We  can  fill  de- 
eries.  We  know  the  market." 
Still,  Mexican  exporters  are  waiy 
being  overconfident.  Alreatly,  cus- 
tners  are  using  the  threat  of 
dan  competition  to  squeeze 
ices.  A  Japanese  buyer  recent- 
warned  Samsung  executives 
Tijuana  that  he  could  buy  speakers 
are  cheaply  in  Malaysia.  "We  have  to 
3rk  hard  to  improve  om*  productivity," 
ys  Young  M.  Kwon,  president  of  Sam- 
ng  Electro-Mechanics  Amenca.  Some 
ialysts  say  competition  could  heat  up 
Ler,  especially  in  products  where  Asian 
untries  have  a  technology  edge. 
But  even  pessimists  can't  deny  Mex- 
a's  newfound  export  power.  The  next 
ep:  turn  this  manufacturing  strength 
'  markets  beyond  NAFTA.  Ignacio 
ivero's  small  specialty  chemical  manu- 
cturing  company,  Tekchem,  buys  raw 
aterials  in  the  U.  S.  and  sells  to  Eu- 
)pean  as  well  as  U.  S.  customers.  "We 
ive  learned  to  be  efficient,"  Rivero 
lys.  It  has  taken  a  crisis  on  the  other 
de  of  the  world  to  prove  him  right. 
By  Elisabeth  Malkin  in  Mexico  City 


RUSSIA 


RUBLES?  WHO 
NEEDS  RUBLES? 

The  virtual  economy  hides  a  lot  of  business-and  tax  revenue 


Ri 


ussia's  Yamal-Nenets  Autonomous 
Region,  north  of  the  Arctic  Circle, 
lis  rich  in  natural  gas,  vast  in  size, 
and  small  in  population.  The  local  gov- 
ernment in  the  capital  of  Salekhard  gets 
most  of  its  income  from  energy  royal- 
ties. Aiiplanes  ai'e  the  prefen-ed  method 
of  travel.  But  the  tale  of  how  Yamal- 
Nenets  Governor  Yuii  V.  Neyolov  ac- 
quired a  Tupolev  154  airplane  shows 
just  how  far  Russia  still  has  to  go  be- 


gas  paid  to  his  government  in  lieu  of  en- 
ergy royalties  (chai-t,  page  46).  Tlie  deal 
involved  not  only  monopoly  Gazprom, 
which  owed  the  royalties,  but  manufac- 
turers of  aircraft  and  components  in 
three  other  cities.  The  middleman 
earned  a  commission — in  goods — equal 
to  10%  of  the  $17  million  plane. 

Russia's  economy  revolves  around 
such  deals.  They  are,  in  effect,  the  tape 
and  wire  that  keep  the  $425  billion  econ- 


fore  it  can  accurately  be  called  a  free- 
market  economy. 

To  get  his  plane,  Neyolov  had  to  turn 
to  what  is  fast  becoming  known  as  Rus- 
sia's "vhtual  economy."  Representing  as 
much  as  two-tliirds  of  all  transactions  in 
Russia,  the  virtual  economy  is  a  vast 
web  of  barter,  promissory  notes,  tax 
offsets,  and  other  nonmonetary  forms 
of  payment.  The  key  players  are  not 
banks  but  thousands  of  intennediaries 
called  barter  specialists.  Theii-  job:  to 
put  buyers  and  sellers  of  goods  togeth- 
er, often  via  complicated  chains  of  trans- 
actions. Through  such  a  middleman, 
Neyolov  "bought"  his  plane  by  trading 


omy  together  de- 
spite liquidity  shortages  and  a  scarcity 
of  bank  credit  for  companies  that  can't 
afford  to  borrow  at  Russia's  30%  inter- 
est rates.  Because  of  bartei;  scores  of 
enterprises  that  would  have  been  bank- 
i-upt  in  the  West  are  still  producing — 
and  employing  workers.  That  has  pro- 
vided a  safety  valve,  especially  for 
one-factoi-y  towns.  And  because  so  much 
business  is  done  with  hard-to-measure 
substitute  money  rather  than  cash,  offi- 
cial statistics  understated  the  plunge  in 
the  economy  from  1992  to  1996 — and 
the  speed  of  gi-owth  today.  The  govern- 
ment says  Russia's  gross  national  prod- 
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uct  rose  0.4%  last  year,  but  the  economy 
may  actually  be  chugging  along  at  3% 
or  4%,  says  Andrei  Volgin,  president  of 
Moscow-based  Adamant  Financial  Corp. 

That  doesn't  mean  barter  is  a  good 
thing  for  Russia's  economy.  With  so  lit- 
tle business  done  in  cash,  the  govern- 
ment can  collect  hardly  any  taxes. 
Meanwhile,  barter  raises  the  cost  of  do- 
ing business,  most  economists  say.  Since 
most  sellers  prefer  cash,  they  charge  a 
premium  to  accept  bartered  goods  or 
promissory  notes.  Then,  barter  .special- 
ists take  commissions.  Together,  these 
markups  can  add  10%  to  70%  to  the 
cost  of  a  transaction. 

Barter  may  also  be  massively  dis- 
torting the  value  of  Russia  Inc.  Most 
companies  accept  more  than  half  of  their 
revenue  in  bartered  goods.  These  sales 
are  recorded  as  inventories,  works-in- 
progress,  or  accounts  receivable.  Profits 
are  almost  impossible  to  measure,  since 
the  value  of  a  truckload  of  widgets  in 
Ueu  of  payment  in  rubles  may  be  arbi- 
trary. Says  Volgin:  "Corporate  books 
have  almost  nothing  to  do  with  reality." 

Why  do  companies  use  such  a  cum- 


sory  notes  also  wreak  havoc  with  the 
Central  Bank's  monetary  policy.  They 
are  a  form  of  private  money  not  mea- 
sured in  statistics.  Indeed,  some  experts 
say  that  just  as  much  of  this  substitute 
money  floats  around  as  there  are  rubles 
in  circulation — some  $61.6  billion.  So 
while  the  official  inflation  rate  has  fallen 
from  an  annual  840%  in  1992  to  11.4%  in 
1997,  hidden  inflation  is  probably  higher. 

The  barter  boom  took  Boris  Yeltsin's 
government  by  surprise.  His  reformers 
thought  that  freeing  prices  in  1992  and 
later  tightening  monetary  pohcy  would 
force  inefficient  enterprises  out  of  busi- 
ness. But  companies  continued  to  ship  to 
one  another.  Those  that  couldn't  pay 
simply  swapped  products.  In  1994,  after 
the  government  cut  off  subsidies,  en- 
terprises began  issuing  promissory 
notes.  These  circulate  through  a  large 
but  unregulated  market  dominated  by 
local  banks.  Most  notes  end  up  in  the 
hands  of  customers,  who  return  them  to 
the  issuing  company  in  exchange  for 
goods  or  services.  A  small  percentage 
are  redeemed  for  cash. 

Ironically,  the  government  has  con- 


PORTRAIT  OF  A  DEAL 


1 GOVERNOR  of  Yamal-Nenets 
Region  demands  payment  of 
energy  royalties  from  gas 
monopoly  GAZPROM. 


GAZPROM,  claiming  to  lack 
cash,  offers  to  pay  in  gas. 


3 GOVERNOR  asks  barter 
specialist,  ANDREI  TOLMACHEV, 

to  trade  the  gas  for  an  airplane. 


4 TOLMACHEV  then  signs 
contract  with  aircraft 
manufacturer  AVIACAR. 


6 GOVERNOR  gets  his 
plane  six  months  after 
the  transaction  begins. 
TOLMACHEV  earns  a 
commission  equal  to  10% 
of  the  $17  million  plane. 


5 AVIACAR,  lacking  cash,  can't  buy 
components  to  make  the  plane.  TOLMACHEV 
trades  more  than  100  cars,  tractors,  and  buses 
to  acquire  a  $2  million  engine  and  swaps 
$250,000  of  electricity  and  tires  to  secure 
electrical  equipment  from  different  companies. 


bersome  system?  For  many  heavy  in- 
dustries, it's  a  matter  of  survival.  Ma- 
chine-tool builders,  steel  mills,  and 
chemical  makers  have  a  harder  time 
selling  goods  than  producers  of  con- 
sumer items,  so  they  rely  on  barter. 
For  more  prosperous  companies,  barter 
is  a  way  to  skirt  Russia's  onerous  taxes. 
"Companies  report  virtual  profits  and 
have  no  cash  to  pay  wages  or  taxes," 
says  Pyotr  Karpov,  deputy  head  of  Rus- 
sia's bankruptcy  commission  and  author 
of  a  government  study  on  barter. 
Needless  to  say,  proliferating  promis- 


tributed  to  the  growth  of  this  virtual 
economy.  Under  pressure  from  the  In- 
ternational Monetary  Fund  to  cut  state 
spending,  Yeltsin's  policymakers  some- 
times substituted  tax  credits  for  gov- 
ernment outlays.  By  1997,  only  10%  of 
tax  payments  were  made  in  cash,  says 
Karpov.  The  rest  came  in  the  form  of 
electrical  energy,  natural  gas,  or  rail 
shipments  that  the  government  accept- 
ed from  companies  in  lieu  of  cash. 

Now,  Moscow  wants  to  break  the 
barter  chain.  After  months  of  resisting, 
the  parliament  recently  passed  a  tight 
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DATA.-  RUSSIAN  GOVERNMENT,  ADAMANT  FINANCIAL  CORP 

1998  budget  that  aims  for  a  deficit 
low  4.7%  of  GDP.  And  tax  offsets  w 
outlawed  as  of  Jan.  1,  1998.  That  nn 
all  taxes  must  be  paid  in  cash.  li 
break  with  the  past,  energy  giants 
as  Gazprom  and  Unified  Energy  S 
tem  no  longer  vrill  be  forced  to  sui)| 
government  and  corporate  custoni 
who  can't  pay.  That  vdll  minimize 
energy  trades  that  are  at  the  root  ot 
barter  economy.  As  Gazprom  and  i 
demand  payment  in  cash,  Mos< 
hopes,  their  customers  vdll  begin  > 
manding  cash  from  their  own  clients. 
PAINFUL  STEP.  Smart  managers  aire;! 
are  reaping  benefits  by  cutting  di 
on  barter  Severstal,  a  leading  steel  ]  ii 
ducer,  has  cut  costs  by  10%  to  12%  sin 
1996  by  paying  cash  for  iron  ore,  gj 
power,  and  transportation.  The  compai 
has  reduced  barter  operations  from  3C 
of  sales  in  1996  to  17%  in  1997. 

Many  more  enterprises  vriU  have 
follow  Severstal's  lead  before  the  Ri 
sian  economy  can  function  Uke  a  tr 
market.  If  the  government  forces  mo 
companies  to  buy,  sell,  and  keep  boo 
based  on  cash,  it  may  sharply  accelera 
the  restructuring  of  Russian  industi 
Such  steps  may  prove  painful,  but  thi 
could  speed  growth  and  bolster  goveij 
ment  coffers  as  companies  generate  ti 
cash  they  need  to  pay  taxes. 

A  big  question  is  whether  Moscc 
has  the  guts  to  push  through  such 
strategy  just  two  years  before  key  pr 
idential  elections.  It  faces  a  diffic 
task:  convincing  both  voters  and  t 
Communist-dominated  Duma  that  ke 
ing  the  virtual  economy  ahve  will, 
the  end,  sabotage  workers'  securi 
Barter  was  an  innovative  way  for  coi 
panies  to  survive  the  initial  stresses 
the  shift  to  capitalism.  But  now,  t 
country  must  trade  in  its  virtual  ecor 
my  for  the  real  thing — one  based 
cold,  hard  cash. 

By  Patricia  Kranz  in  Mosc 
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It  is  more 

than  just  a  new 

cure  for  headaches. 
It  is  over  four  years 
of  lab  research  and 
seven  years  of  clinical 
trials  resulting  in  a 
terabyte  of  electronic 
images,  analytical  reports 
and  queries  distributed 
across  eight  servers  and 
three  different  platforms. 
However,  without  the  right 
storage,  system  in  place,  it 
can  cause  more  pain  than  it 
relieves.  Call  StorageTek®  at 
1-800-STORTEK  or  visit  us 
on  the  Web.  Because  when  the 
health  of  your  business  depends 
on  your  information,  you  should 
have  an  expert  taking  care  of  it. 


www.storagetek.com/cure 
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COMMENTARY 


By  Dexter  Roberts  and  Pete  Engardio 


CHINA:  FINALLY.  A  CHANGING  OF  THE  GUARD 


PEOPLE'S  CONGRESS 

A  slew  of  reforms 
were  introduced 


It's  the  kind  of  publici- 
ty whirlwind  rarely 
seen  by  a  Chinese 
leader.  Days  after  Zhu 
Rongji  wowed  Chinese 
TV  viewers  with  a  live 
press  conference,  where 
he  joked  with  reporters 
and  fielded  questions  on 
such  taboo  topics  as 
democracy  and  the  1989 
Beijing  massacre,  the 
new  Premier  was  in 
northern  China  meeting 
with  suffering  blue-col- 
lar workers.  Then  he 
was  off  to  London.  Then 
Paris.  Now,  U.  S.  diplo- 
mats are  pushing  to  get 
Zhu  to  visit  Washington  this  fall. 

That  a  top  official  is  portraying 
himself  as  globally  minded  and  an- 
swerable to  the  public  speaks  volumes 
about  the  new  style  of  leadership 
emerging  in  Beijing.  Compared  with 
such  stodgy  apparatchiks  as  former 
Premier  Li  Peng — and  especially  to 
the  xenophobic  Commimist  Party  fos- 
sils who  reigned  just  a  few  years 
ago — the  change  is  remafkable.  Presi- 
dent Jiang  Zemin,  Uke  Zhu  a  fluent 
English  speaker,  charmed  Americans 
last  summer  with  an  unscripted  ques- 
tion-and-answer  session  at  Harvard 
Univereity.  Such  top  leaders  as  Vice- 
Premiers  Li  Lanqing  and  Wu  Bang- 
guo  and  Central  Bank  chief  Dai  Xiang- 
long  also  impress  foreign  visitors  with 
their  detailed,  no-nonsense  explana- 


and  economic  problems. 

It's  more  than  PR.  Be- 
hind this  new  era  of  frank- 
ness  is  a  historic  changing 
of  the  guard.  With  the  passing  or  re- 
tu'ement  of  revolutionaries  such  as 
Deng  Xiaoping,  Chen  Yuan,  and  Yang 
Shangkun,  Beijing  is  now  dominated 
by  technocrats  whose  main  concern  is 
solving  China's  many  problems.  Of 
the  top  seven  party  leaders,  five  have 
degrees  from  prestigious  Chinese  uni- 
versities. Jiang  and  Zhu,  aged  71  and 
69,  are  engineers.  So  is  Vice-Presi- 
dent Hu  Jintao.  Three  of  China's  four 
vice-premiers  have  extensive  econom- 
ic experience.  Below  them,  younger 
technocrats — some  U.  S.-trained — hold 
high  posts  in  the  Finance  Ministry, 
banks,  regulatory  bodies,  and  think 
tanks. 

The  impact  of  this  generational 
change  already  is  profound.  No 
longer  stifled  by  a  powerful  old 


tions  of  China's  fi^ee-market  reforms       guard,  the  leadership  is  wasting  no 


BEIJING'S  NEW  TECHNOCRATIC  ELITE 


NAME/AGE/TITLE 


BACKGROUND 


WU  BANGGUO 

56,  Vice-Premier 

A  Jiang  Zemin  protege  who  helped  oversee  development  in 
Shanghai.  Responsible  for  state  enterprise  reform 

LI  LANQING 

65,  Vice-Premier 

English-speaking  Fudan  University  graduate  who  is 
responsible  for  trade  issues 

WEN  JIABAO 

55,  Vice-Premier 

i  The  only  high  official  tied  to  reformist  premier  Zhao  Ziyang 
:  in  the  1980s.  In  charge  of  finance  and  agriculture 

DAI XIANGLQNG 

53,  Cent  ral  Bank  Govermr 

Liberal  reformer  who  is  closely  tied  to  Zhu  Rongji 

XIANG  HUAiCHENG 

59,  Finance  Minister 

Technocrat  who  spent  26  years  rising  through  the 
ranks  of  the  Finance  Ministry 

DATA:  BUSINESS  WEEK 

time  pushing  its  radical 
agenda.  With  Zhu  rather 
than  the  conservative  Li 
Peng  controlhng  the  bu- 
reaucracy, a  crash  plan  to 
overhaul  China's  financial 
system,  state  enterprises, 
and  major  ministries  is 
under  way.  Big  foreign 
investments  that  have 
been  stymied  for  years 
are  getting  approved. 
And  calls  for  political  re 
form,  muted  since  '89,  are 
resurfacing.  "This  govem-j 
ment  is  business-oriented,"  says  Fan 
Gang,  director  of  the  National  Eco- 
nomic Research  Institute.  "Instead  oi 
talking  about  principles,  they  are 
looking  for  solutions." 

To  be  sure,  Washington  and  Bei- 
jing still  have  lots  of  differences. 
Jiang  and  Zhu  are  no  democrats. 
They  are  unlikely  to  compromise  on 
Taiwan  and  Tibet,  and  they  believe 
the  state  should  retain  a  big  stake  in 
industry.  But  neither  had  a  hand  in 
the  Tiananmen  Square  massacre. 
That  will  make  it  easier  for  Presi- 
dent Bill  Clinton,  who  v*dll  visit  Bei| 
jing  in  June,  to  appear  cordial. 

Of  course,  there's  still  the  danger 
that  Zhu's  economic  reforms  will  fail 
and  cause  a  relapse  of  more  central 
control.  Also,  branches  of  govern- 
ment that  aren't  managing  the  econ- 
omy tend  to  be  staffed  with  poUtical 
appointees.  Take  the  Supreme  Peo- 
ple's Procuratorate,  Cliina's  top 
crime-fighting  agency.  The  new  head, 
Han  Zhubin,  is  a  railways-ministry 
vet  with  no  legal  experience  or  even 
a  coUege  education.  But  in  the  eco- 
nomic ministries,  progress  will  be 
difficult  to  undo.  "They've  gotten  rid 
of  most  of  the  incapable  people," 
says  Yan  Xuetong,  a  director  at  a 
Chinese  foreign-pohcy  think  tank. 

China  won't  become  Uke  the  rest 
of  the  world  overnight.  But  as  power 
shifts  toward  these  more  outward- 
looking  technocrats,  the  rest  of  the 
world  should  find  dealing  with  China , 
ever  more  comfortable. 


Roberts  is  BUSINESS  week's  Bei- 
jing correspondent,  and  Engardio  is 
a  senior  news  editor. 
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How  do  you  measure  things 
like  enthusiasm,  cooperation  and  trust? 


/ou  were  the  organizer,  the  kid  with 
;  great  ideas.  You  brought  out  the  best 
people.  Today,  your  skills  could  impact 
3  success  of  major  corporations— help 
;m  increase  productivity.  Win  and 
:ain  more  customers.  Achieve  better 
erall  business  results. 
^s  a  leading  management  and 
:hnology  consulting  organization, 
idersen  Consulting  helps  top-tier 
mpanies  achieve  successful  change. 
lU'll  team  with  clients  to  develop  tools. 


training  and  techniques  that  will 
unleash  the  full  performance  potential 
of  their  work  forces.  On  large-scale 
projects,  you'll  work  with  professionals 
from  diverse  disciplines  to  help 
companies  align  strategy  with  people, 
processes  and  technology— a  holistic 
approach  that  transforms  visionary 
ideas  into  successful,  working  realities. 

It's  a  discipline  that  blends  your 
experience  and  insights  with  constantly 
evolving  methodology.  You'll  learn 


quickly.  Gain  broad  business  exposure. 
And  achieve  real,  measurable  results. 
To  explore  opportunities,  visit  our  web 
site  at  www.ac.com/careers/explore. 

Bring  your  people  skills  to  us. 

Andersen 
Consulting 


dersen  Consulting  is  an  Equal  Opportunity  Employer.  ©  1^98  Andersen  Consulting. 
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ZYBAN  beat  the  #1  prescription  patch 


AN  has  been  proven  more  effective  than 
cotine  patch 

medical  study  using  patient  support  materials  and 
1  therapy,  ZYBAN  helped  more  smokers  quit  for 
5el<s  than  Habitrol®  (nicotine  transdermal  system),* 
cotine  patch.  And  unlike  the  patch  and  gum,  ZYBAN 
aces  cigarettes  with  nicotine-free  medicine. 

can  break  free  from  smoking 

Du've  tried  to  quit  before  and  are  still  smoking,  ask 
r  health  care  professional  about  nicotine-free  ZYBAN. 
a  pilL  Prescription  medicine  that  can  help  reduce 
r  urge  to  smoke  and  make  quitting  bearable. 

It  you  need  to  know  about  ZYBAN 

most  common  side  effects  with  ZYBAN  include  dry 
ith  and  difficulty  sleeping.  Although  uncommon, 
e  is  a  risk  of  seizure  associated  with  ZYBAN.  (See 
portant  Warning"  section  in  Information  for  the 


Patient  on  following  page.)  So  it  is  important  to  talk  to 
your  health  care  professional  to  see  whether  ZYBAN  is 
right  for  you.  You  should  not  take  ZYBAN  if  you  have  a 
seizure  disorder;  are  already  taking  WELLBUTRIN®, 
WELLBUTRIN  SR®,  or  any  other  medidnes  that  contain 
bupropion  HCl;  have  or  have  had  an  eating  disorder;  or 
are  currently  taking  or  have  recently  taken  a  monoamine 
oxidase  (MAO)  inhibitor.  It  is  important  to  let  your  health 
care  professional  know  about  any  other  prescription  or 
over-the-counter  medications  you  are  taking.  ZYBAN  is  not 
recommended  for  women  who  are  pregnant  or  breast-feeding. 

SEE  YOUR  HEALTH  CARE  PROFESSIONAL  ABOUT  ZYBAN 

ZYBAN  and  the  ZYBAN  Advantage  Plan™,  a  free  counseling 
and  personalized  support  program,  are  part  of  an  overall 
plan  recommended  by  your  health  care  professional  to  help 
you  quit  smoking. 

For  more  information,  call  1-888-959-STOP  (7867)  ext  50 

or  visit  our  Web  site  at  www.zyban.com 
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BREAK  FREE  FROM  NICOTINE  J 
BREAK  FREE  FROM  SMOKING^ 

ice:  1.  Scott-Levin  Source  Prescription  Audit  (SPA)  9/97. 
is  a  registered  trademark  of  Ciba-Geigy  Corporation. 

e  consult  Information  for  the  Patient  on  the  following  page. 
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Information  for  the  Patient 

ZYBAN^*^  (bupropion  hydroctiloride)  Sustained-Release  Tablets 

Please  read  this  information  before  you  start  taking  ZYBAN.  Also  read  this 
leaflet  each  time  you  renew  your  prescription,  in  case  anything  has  changed. 
This  information  is  not  intended  to  take  the  place  of  discussions  between  you 
and  your  doctor.  You  and  your  doctor  should  discuss  ZYBAN  as  part 
of  your  plan  to  stop  smoking.  Your  doctor  has  prescribed  ZYBAN  for  your 
use  only.  Do  not  let  anyone  else  use  your  ZYBAN. 

IMPORTANT  WARNING: 

There  is  a  chance  that  approximately  1  out  of  every  1 ,000  people  taking 
bupropion  hydrochloride,  the  active  ingredient  in  ZYBAN,  will  have  a  seizure. 
The  chance  of  this  happening  increases  if  you: 

•  have  a  seizure  disorder  (for  example,  epilepsy); 

•  have  or  have  had  an  eating  disorder  (for  example,  bulimia  or 
anorexia  nervosa); 

•  take  more  than  the  recommended  amount  of  ZYBAN;  or 

•  take  other  medicines  with  the  same  active  ingredient  that  is  in  ZYBAN, 
such  as  WELLBUTRIN'  (bupropion  hydrochloride)  Tablets  and 
WELLBUTRIN  SR "  (bupropion  hydrochlonde)  Sustained-Release  Tablets. 
(Both  of  these  medicines  are  used  to  treat  depression.) 

You  can  reduce  the  chance  of  experiencing  a  seizure  by  following  your 
doctor's  directions  on  how  to  take  ZYBAN.  You  should  also  discuss  with  your 
doctor  whether  ZYBAN  is  right  for  you. 

LWhat  is  ZYBAN? 

ZYBAN  IS  a  prescription  medicine  to  help  people  quit  smoking.  Studies  have 
shown  that  more  than  one  third  of  people  quit  smoking  for  at  least  1  month 
while  taking  ZYBAN  and  participating  in  a  patient  support  program.  For  many 
patients,  ZYBAN  reduces  withdrawal  symptoms  and  the  urge  to  smoke.  ZYBAN 
should  be  used  with  a  patient  support  program.  It  is  important  to  participate 
in  the  behavioral  program,  counseling,  or  other  support  program  your  health 
care  professional  recommends. 

2.  Who  should  not  take  ZYBAN? 

You  should  not  take  ZYBAN  if  you: 

•  have  a  seizure  disorder  (for  example,  epilepsy). 

•  are  already  taking  WELLBUTRIN,  WELLBUTRIN  SR,  or  any  other  medicines 
that  contain  bupropion  hydrochloride. 

•  have  or  have  had  an  eating  disorder  (for  example,  bulimia  or 
anorexia  nervosa). 

•  are  currently  taking  or  have  recently  taken  a  monoamine  oxidase 
inhibitor  (MAOl). 

•  are  allergic  to  bupropion. 

3.  Are  there  special  concerns  for  women? 

ZYBAN  IS  not  recommended  for  women  who  are  pregnant  or  breast-feeding. 
Women  should  notify  their  doctor  if  they  become  pregnant  or  intend  to  become 
pregnant  while  taking  ZYBAN. 

4.  How  should  I  take  ZYBAN? 

•  You  should  take  ZYBAN  as  directed  by  your  doctor.  The  usual  recommend- 
ed dosing  is  to  take  one  1 50-mg  tablet  in  the  morning  for  the  first 

3  days.  On  the  fourth  day,  begin  taking  one  15Q-mg  tablet  in  the  morning 
and  one  1 50-mg  tablet  in  the  early  evening.  Doses  should  be  taken  at 
least  8  hours  apart. 

•  Never  take  an  "extra"  dose  of  ZYBAN.  If  you  forget  to  take  a  dose,  do 
not  take  an  extra  tablet  to  "catch  up"  for  the  dose  you  forgot.  Wait  and 
take  your  next  tablet  at  the  regular  time.  Do  not  take  more  tablets  than 
your  doctor  prescribed.  This  is  important  so  you  do  not  increase  your 
chance  of  having  a  seizure. 

•  It  is  important  to  swallow  ZYBAN  Tablets  whole.  Do  not  chew,  divide,  or 
crush  tablets. 

5.  How  long  should  I  take  ZYBAN? 

Most  people  should  take  ZYBAN  for  7  to  12  weeks.  Follow  your  doctor's 
instructions. 


6.  When  should  I  stop  smoking? 

It  takes  about  1  week  for  ZYBAN'"  (bupropion  hydrochloride)  Sustained 
Release  Tablets  to  reach  the  right  levels  in  your  body  to  be  effective.  So 
to  maximize  your  chance  of  quitting,  you  should  not  stop  smoking  until 
have  been  taking  ZYBAN  for  1  week.  You  should  set  a  date  to  stop  smok 
during  the  second  week  you're  taking  ZYBAN. 


7.  Can  I  smoke  while  taking  ZYBAN? 

It  IS  not  physically  dangerous  to  smoke  and  use  ZYBAN  at  the  same  tir 
However,  continuing  to  smoke  after  the  date  you  set  to  stop  smoking  wi^ 
seriously  reduce  your  chance  of  breaking  your  smoking  habit. 


8.  Can  ZYBAN  be  used  at  the  same  time  as  nicotine  patches? 

Yes,  ZYBAN  and  nicotine  patches  can  be  used  at  the  same  time  but  sh 
only  be  used  together  under  the  supervision  of  your  doctor.  Using  ZYBA^ 
nicotine  patches  together  may  raise  your  blood  pressure.  Your  doctor  wil 
probably  want  to  check  your  blood  pressure  regularly  to  make  sure  that 
stays  within  acceptable  levels. 

DO  NOT  SMOKE  AT  ANY  TIME  if  you  are  using  a  nicotine  patch  or  any  c 
nicotine  product  along  with  ZYBAN.  It  is  possible  to  get  too  much  nicotin 
have  serious  side  effects. 
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9.  What  are  possible  side  effects  of  ZYBAN? 

Like  all  medicines,  ZYBAN  may  cause  side  effects. 

•  The  most  common  side  effects  include  dry  mouth  and  difficul^/  sleej 
These  side  effects  are  generally  mild  and  often  disappear  after  a  few 
weeks.  If  you  have  difficulty  sleeping,  avoid  taking  your  medicine  too 
to  bedtime. 

•  The  most  common  side  effects  that  caused  people  to  stop  taking  ZYI 
during  clinical  studies  were  shakiness  and  skin  rash. 

•  Contact  your  doctor  or  health  care  professional  if  you  have  a  rash  or 
troublesome  side  effects. 

•  Use  caution  before  driving  a  car  or  operating  complex,  hazardous  mi 
ery  until  you  know  if  ZYBAN  affects  your  ability  to  perform  these  task 

10.  Can  I  drink  alcohol  while  I  am  taking  ZYBAN? 

It  is  best  to  not  drink  alcohol  at  all  or  to  drink  very  little  while  taking  I 
If  you  drink  a  lot  of  alcohol  and  suddenly  stop,  you  may  increase  your  ct  •* 
of  having  a  seizure.  Therefore,  it  is  important  to  discuss  your  use  of  aico  P 
with  your  doctor  before  you  begin  taking  ZYBAN. 


11.  Will  ZYBAN  affect  other  medicines  I  am  taking? 

ZYBAN  may  affect  other  medicines  you're  taking.  It  is  important  not  to 
medicines  that  may  increase  the  chance  for  you  to  have  a  seizure.  Then 
you  should  make  sure  that  your  doctor  knows  about  all  medicines — 
prescription  or  over-the-counter  —  you  are  taking  or  plan  to  take. 
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12.  Do  ZYBAN  Tablets  have  a  characteristic  odor?  J* 

ZYBAN  Tablets  may  have  a  characteristic  odor.  If  present,  this  odor  is  nfj* 

13.  How  should  I  store  ZYBAN? 

•  Store  ZYBAN  at  room  temperature,  out  of  direct  sunlight. 

•  Keep  ZYBAN  in  a  tightly  closed  container 

•  Keep  ZYBAN  out  of  the  reach  of  children. 

This  summary  provides  important  information  about  ZYBAN.  This  sumr 
cannot  replace  the  more  detailed  information  that  you  need  from  your  di 
If  you  have  any  questions  or  concerns  about  either  ZYBAN  or  smoking  o 
tion,  talk  to  your  doctor  or  other  health  care  professional. 
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( ITED  BY  JOHN  TEMPLEMAN 


IfHY  THE  SAUDIS  ARE  INCHING  AWAY 
ROM  WASHINGTON  ^  TENT 


|hortly  after  President  Clinton's  Middle  East  envoy,  Den- 
knis  Ross,  flew  to  Israel  in  late  March,  the  Foreign  Min- 
Pisters  of  Egypt  and  Syria  were  jetting  to  Saudi  Arabia, 
spite  the  different  destinations,  they  all  wanted  to  discuss 

same  topic:  the  Middle  East  peace  process,  how  to  get  it 
■k  on  track,  and  on  what  terms.  It  was  yet  another  demon- 
ation  of  how  Saudi  Arabia,  Washington's  staunchest  Arab 
!,  is  moving  toward  an  independent  foreign  policy. 
\  few  weeks  earUer,  the  sudden  hospitalization  of  Saudi 
abia's  already  frail,  77-year-old  King  Fahd 

Abdulaziz  had  underlined  that  his  reign 
1  the  kingdom's  instinctively  pro-U.  S.  poU- 
3  are  coming  to  an  end  after  16  years.  While 

one  suggests  tnat  Saudi  Arabia  and  the 
S.  are  on  a  collision  course,  the  ascendancy 
Fahd's  half-brother  and  designated  succes- 
;  Grown  Prince  Abdullah,  73,  means  that 

U.  S.-Saudi  relationship  vdll  be  "much  more 
nphcated"  than  before,  as  one  top  State 
pt.  official  puts  it.  Adds  Sarah  YizraeU,  vls- 
ig  fellow  at  the  Washington  Institute  for 
ar  East  Pohcy:  "[Abdullah]  will  decrease 
;rt  Saudi  dependence  on  the  U.  S." 
M  INITIATIVE.  Already,  Abdullah  has  put  a 
ong  stamp  on  Saudi  foreign  affairs.  He  has 
jineered  the  surprising  rapprochement  be- 
een  Saudi  Arabia  and  its  longtime  enemy, 
m.  Abdullah,  who  is  related  by  marriage  to  the  family  of 
ria's  Hafez  Al-Assad,  Iran's  key  Arab  ally,  went  to  the  Is- 
lic  summit  in  Tehran  last  December.  By  February,  the 
own  Prince  was  hosting  a  large  Iranian  delegation  headed 

former  President  Hashemi  Rafsanjani— the  first  high-lev- 
Iranian  visit  to  Saudi  Arabia  since  the  Shah  of  Iran's 
srthrow  in  1979.  Now,  air  links  between  the  two  coun- 
es  are  resuming  after  a  long  hiatus. 
Some  critics  charge  that  Abdullah  stiU  is  attached  to  ro- 
Jitic  notions  of  pan-Arabism.  Like  many  other  Gulf  Arabs, 


ABDULLAH:  Independent 


for  example,  he  helped  bankroll  Saddam  Hussein  during 
Iraq's  eight-year  war  with  Iran.  But  these  days,  he  seems  to 
be  aiming  for  a  regional  balance  of  power  in  which  Saudi  Ara- 
bia plays  a  pivotal  role. 

Saudi  Arabia's  recent  actions  certainly  are  at  odds  with 
Washington's  official  pohcy  of  dual  containment  of  both  Iran 
and  Iraq.  Last  November,  before  Abdullah  went  to  Tehran, 
Riyadh  had  snubbed  a  U.  S.-sponsored  economic  summit  in 
Doha,  Qatar.  More  recently,  Abdullah  seems  to  have  been  be- 
hind the  Saudis'  refusal  to  back  a  U.  S.  mili- 
tary strike  against  Iraq.  And  some  observers 
detiect  Abdullah's  influence  in  the  pact  inked  on 
Mar.  22  in  Riyadh  between  Saudi  Arabia, 
Venezuela,  and  Mexico  to  curb  oil  pnxluction — 
a  move  that  has  led  to  a  27%  increase  in  Gulf 
oil  prices  from  earher  lows. 

Although  Abdullah's  accession  to  the  throne 
is  assured,  his  leadership  of  Saudi  Arabia  still 
faces  some  key  tests.  For  one  thing,  he  must 
manage  with  great  care  his  relations  with 
King  Fahd's  six  powerful  fiill  brothers,  partic- 
ularly Defense  Minister  Prince  Sultan,  an  erst- 
while rival  for  the  succession.  The  so  caUed 
Sudeiri  Seven,  all  sons  of  the  same  mother, 
have  long  had  a  monopoly  on  key  government 
portfolios,  such  as  Defense  and  Interior — along 
v«th  the  vast  patronage  and  budgets  that  go 
with  them.  Many  Saudis  hope  Abdullah  will  crack  down  on 
endemic  high-level  corruption  when  he  succeeds  Fahd. 

Internal  change,  though,  may  be  slower  to  come  than  the 
shifts  in  external  poUcies  that  already  are  under  way.  Ab- 
dullah is  far  from  being  anti- American;  U.  S.  military  advisers, 
after  all,  hel|)ed  to  train  the  National  Guard  that  he  leads.  But 
his  increasing  influence  will  mean  a  more  assertive  and  more 
independent  Saudi  Arabia.  And  as  Washington's  Middle  East 
policy  crumbles,  that  will  be  one  more  headache  for  the  U.  S. 
By  John  Templeman  in  New  York  with  bureau  report's 


GLOBAL  WRAPUP^ 


lETBACK  FOR  UKRAINE  REFORMS 

•  Prospects  that  President  Leonid  D. 
Luchma  might  be  able  to  jump-start 
Jkraine's  crippled  economy  are  con- 
iderably  dimmer  after  the  Mar.  29 
lections.  Communists  picked  up  41 
ew  seats,  giving  leftist  factions  more 
han  170  seats  in  Ukraine's  450-mem- 
ler  Parliament — almost  twice  as 
nany  as  moderate  pro-reform  parties 
ron.  The  result  could  doom  Kuchma's 
lUsh  to  privatize  industry,  overhaul 
ax  laws,  and  roll  back  regulations. 
Independents,  who  made  a  strong 


showdng,  may  prove  to  be  a  wild  card. 
Many  are  businesspeople  who  could 
support  market  initiatives.  But  they're 
unlikely  to  form  an  effective  bloc  in  the 
fractious  legislature,  where  even  pro-re- 
form leadei"s  are  squaring  off  against 
Kuchma  as  they  position  themselves  to 
run  in  next  year's  presidential  election. 

A  STRONGER  BANK  OF  MEXICO? 

►  Mexico  may  finally  take  politics  out 
of  managing  the  peso,  devalued  five 
times  since  1976.  A  bill  sent  to  Con- 
gress by  President  Ernesto  Zedillo 
Ponce  de  Leon  on  Mar.  26  would  give 


the  Bank  of  Mexico  full  responsibihty 
for  exchange-rate  pohcy.  The  central 
bank  would  also  take  charge  of  bank 
regulation  in  an  effort  to  halt  the  lin- 
gering crisis  in  the  industry  and  clean 
up  scandals,  such  as  attempts  by  drug 
bosses  to  muscle  into  the  financial 
business. 

The  bank's  strengthened  powers 
mean  that  even  if  an  opposition  candi- 
date wins  the  presidential  election  in 
2000,  a  Zedillo  nominee  would  continue 
to  run  monetary  pohcy.  Bank  Governor 
Guillermo  Ortiz  Martinez  started  a  six- 
year  term  in  December. 
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COMPUTER  STORAGE  

HOW  IOMEGA 
LOST  ITS  ZIP 

Disk-drive  sales  are  flat.  Its  CEO  is  out.  Can  it  reboot? 


In  recent  months,  enraged  customers 
of  Iomega  Corp.  have  been  filling 
homegrown  Web  sites  with  angry 
tales  of  the  "click  of  death."  That's 
the  sound  that  Zip  drives,  Iomega's  pop- 
ular computer  storage  devices,  make 
when  they  malfunction.  But  Iomega 
Chief  Executive  Kim  B.  Edwards  down- 
played the  trouble,  saying  it  affected 
fewer  than  1%  of  Zip  drives. 

Bad  call.  The  click  of  death  is  the 
sort  of  operational  snafu — along  with 
other  production  and  service  lapses — 
that  led  to  the  kiss  of  death  for  Ed- 
wards. The  hard-charging  salesmeister — 
considered  by  many  the  top  consumer 
marketer  in  the  stodgy  PC  peripherals 
business — shocked  the  computer  indus- 
try when  he  resigned  on  Mar.  25.  "We 
want  to  grow  this  company  to  $10  or 
$20  billion,  not  just  go  to  $3  billion.  To 
do  that,  you  need  to  do  things  differ- 
ently," says  Chairman  David  J.  Dunn, 
who  named  director  James  E.  Sierk  in- 


terim CEO  while  the  company  searches 
for  a  permanent  chief. 

Edwards'  fall  came  even  quicker  than 
Iomega's  rise.  In  just  foiu"  yeai-s  since 
he  joined  as  CEO,  Edwards  had  trans- 
formed Iomega  from  a  dying,  $140  mil- 
lion outfit  into  a  $1.7  billion  highflier 
that  grew  43%  last  year.  At  its  peak  in 
May,  1996,  Iomega  had  a  market  capi- 
talization of  $7  billion.  Today,  it's  less 
than  a  third  that.  Now,  just  three 
months  after  the  board  approved  Ed- 
wards' 1998  growth  plans  and  gave  him 
a  $641,000  bonus,  he's  gone 

What  happened?  It's  a 
classic  high-tech  story. 
Edwards  simply  skimped 

OVERDRIVE 

Edwards  developed  the 
Zip  drive  in  a  year  of 
"managed  chaos."  But 
glitches  are  hurting 


on  the  basics — fine-tuning  producti( 
and  tending  to  customer  complaints — 
his  hurry  to  put  Iomega  on  the  ma 
Edwards  was  in  many  ways  a  victim  ' 
his  own  success.  The  more  Zip  driv 
consumers  snapped  up,  the  more  cri 
cal  became  such  mundane  tasks  as  cd 
tomer  service  and  supply-chain  ma 
agement — not  his  strong  suits.  "Ki 
got  Iomega  to  where  they  are,  b 
maybe  it's  not  all  about  flash  and  siz5 
anymore — it's  about  reducing  scrap  ai 
improving  manufacturing  yields,"  sa 
analyst  Crawford  Del  Prete  of  Inte 
national  Data  Corp. 

But  Edwards  leaves  at 
critical  juncture.  The  comp 
ny's  goal  of  establishing  t> 
Zip  drive  as  the  floppy  of  t; 
future  is  far  from  done.  Coi 
petition  is  rising  fast.  One- 
moribund  Syquest  Technolo;' 
Inc.  has  sold  300,000-plus  of 
rival  SparQ  drive,  Sony  is 
to  unveil  a  Zip-like  model,  a 
a  consortium  that  includi 
Compaq  Computer  Corp.  a:l 
3M  spin-off  Imation  is  pushi 
its  SuperDisk  technology 
the  standard  for  portable  coi- 
puters.  "The  risks  are  high- 
than  they've  been,"  says  Ha 
brecht  &  Quist  analyst  Toa 
D.  Bakar. 

Edwards,  an  18-year  Cent- 
al Electric  Co.  marketing  v(- 
eran,  came  to  Iomega  with* 
bold  idea:  He  figured  PC  ownrt 

SKEWED  VISION?  Edwards 
with  Clik!  drive  for  camera 

fioistrated  by  the  slim  capacity  of  flop 
disks  would  buy  a  $199  storage  dev  - 
that  would  let  them  take  up  to  D 
megabytes  worth  of  files  or  images  w 
them  on  a  single  disk.  He  set  lomt 
foiTOerly  a  maker  of  liigh-end  corpor;i. 
flrives,  on  a  crash  one-year  process  - 
called  "managed  chaos"  to  develop  i 
Zip  drive.  A  year  after  it  debuted 
March,  1995,  Zip  sales  passed  1  milli( 
To  rake  in  the  sales  and  establi. 
itself  before  a  bigger  rival  steppi 
in,  F^dwards  shifted  Iomega  into  ov(- 
drive.   He  admonishi 
Iomega's  production  pi- 
ple  to  keep  well  ahei 
of  demand  by  orderig 
parts  in  high  volumes  0 
meet   future  demar. 
And    he   primed  te 
pump  with  edgy  adsn 
national   publicatio  . 
with  taglines  Uke  "h 
hip;  it's  Zip."  His  1- 
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JEER  THE  MOST 
AWARD-WINNING 
BRAND  OF  4x4s 
ON  EARTH. 


That's  not  surprising  consid- 
ering that  Jeej3  vehicles  have 
been  at  the  forefront  of  4x4 
technology,  innovation,  and 
design  for  over  50  years.  All  you 
have  to  do  is  check  the  myriad 
of  four-wheel  drive  and  auto- 
motive enthusiast  magazines  out 
there — we've  collected  numer- 
ous awards  and  endorsements 
from  almost  all  of  them. 


All  those  awards  and  endorse- 
ments are  the  result  of  our  con- 
stant mission  to  improve  and 
perfect  4x4  technology  Whether 
it's  the  legendary  Jeep  Wrangler, 
the  rugged  Jeep  Cherokee,  or 
the  ultimate  in  4x4s,  Jeep  Grand 
Cherokee,  they  all  share  in  that 
classic  Jeep  capability  and 
award-winning  tradition. 

Speaking  of  winning,  we're 
proud  to  announce  that  Jeep 


Grand  Cherokee  5.9  Limited,  the 
fastest  sport  utility  vehicle  in  the 
worldt  has  been  named  the  1998 
4x4  of  the  Year  by  Petersen's 
4- Wheel  &"  Off -Road  magazine. 
But  then,  what  would  you  expect 
from  the  most  award-winning 
brand  of  4.x4s  on  eanh?  For  more 
infonnation,  call  1 -800-92 5-JEEP 
or  check  out  our  Web  site  at 
wwwjeep.com 


Jeep 

THERE'S    ONLY  ONE 


*Based  on  0-60  acceleration  Always  use  seat  belts  Remember,  a  backseat  is  the  safest  place  for  children. 
Jeep  IS  a  registered  trademark  of  Chrysler  Corporation. 
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est  salvo:  a  $100  million  advertising 
campaign — upping  the  1998  budget  to 
$200  million,  double  last  year's.  Iomega 
has  sold  more  than  12  million  Zip 
drives.  And  PC  powerhouses  like  Dell 
Computer  Corp.  and  Compaq  now 
include  Zip  drives  on  some  of  their 

PCS. 

POTHOLES.  But  Edwards  was  not 
able  to  keep  Iomega  on  the  fast  track 
without  hitting  pot- 
holes. From  the 
start,  the  company 
struggled  with  sup- 
phers  to  get  quality 
parts  to  fill  de- 
mand— a  problem 
exacerbated  when 
Iomega  started  up  a 
new  factory  in 
Penang,  Malaysia, 
in  1996  without  in- 
stalling up-to-date 
information  systems. 

Iomega  also  couldn't  keep  up  with  its 
growing  number  of  customers.  A 
breach-of-warrantee  suit  was  filed  last 
July  by  angry  users,  citing  long  waits 
for  telephone  service  and  hefty  charges 
for  the  calls.  On  Feb.  17,  the  company 
agreed  to  settle.  Should  a  federal  judge 
approve  the  agreement,  Iomega  will  in- 
stall an  online  help  site,  extend  war- 
ranties for  many  customers,  and  pick 
up  $650,000  in  legal  expenses. 

But  the  biggest  problem  of  all  for 
Iomega  could  be  quality  control.  A  year 
ago,  the  company  announced  a  recall 
of  75,000  diskettes  used  with  its  higher- 
capacity  1-gigabyte  Jaz  drive,  a  follow- 
on  to  the  popular  Zip.  That  ghtch  was 
the  result  of  a  bad  batch  of  compo- 
nents. And  last  December,  Iomega  de- 
layed introduction  of  its  just  released  2- 
gigabyte  version  when  it  became  clear 
the  product  wasn't  performing  up  to 
snuff,  say  suppliers. 

As  for  the  Zip,  the  company  insists 
its  quality  meets  industry  standards — 
but  admits  that's  not  good  enough  to 
satisfy  the  PC  makers  who  must  bundle 
it  for  the  Zip  to  become  an  industry 
standard.  With  PC  prices  falling  to  his- 
toric lows,  computer  makers  can't  risk  a 
wave  of  returns  just  to  fix  a  sub-$100 
part.  "It's  one  thing  for  a  consumer  to 
retui'n  a  Zip  drive.  It's  another  to  re- 
turn an  entire  PC,"  says  Bakar. 

Those  issues  didn't  appear  to  deter 
Edwards.  Analysts  say  the  ceo  figured 
he'd  get  the  chance  to  plug  Iomega's 
leaks  as  he  pursued  his  high-speed 
plans.  He  had  hired  former  Dell  opera- 
tions boss  L.  Scott  Flaig,  who  was  over- 
seeing installation  of  software  that 
would  help  manage  production.  And  di- 


IOMEGA'S  ROLLER  COASTER 

JAN.  1, 1994  GE  veteran  Kim 
Edwards  is  hired.  With  Iomega  stock 
at     and  sales  plummeting,  he 
starts  development  of  a  new  kind  of 
portable  storage,  the  Zip  drive. 

MAR.  14, 1996  Thanks  to  glitzy  mar- 
keting, Zip  shipments  reach  1  mil- 
lion and  sales  more  than  triple  for 
the  year,  to  $1.2  billion. 

WAY  22,  1996  Urged  on  by  Its 
frenzied  Internet  followers, 
Iomega  stock  hits  a  high  of  27. 

i  APR.  25, 1997  The  company 
^    recalls  75,000  diskettes  for  its 
high-capacity  Jaz  drive. 

OCT.  16, 1997  James  Sierk,  a  re- 
tired AlliedSignal  exec  with  a 
background  in  total  quality  man- 
agement, joins  Iomega's  board 
at  Chairman  David  Dunn's  behest. 

JAN.  25, 1998  Iomega  runs  a  high- 
priced  ad  during  the  Super  Bowl — 
part  of  Edwards'  $200  million 
marketing  push  for  1998. 

FEB.  17,  1998  Iomega  agrees 
to  settle  a  class-action  suit 
related  to  its  customer  service. 
Besides  setting  up  a  Web  site 
and  promising  to  limit  hold 
times  to  10  minutes,  Iomega 
offers  toll-free  support  and 
extends  some  warranties. 

MAR.  16, 1998  Edwards  warns 
of  a  first-quarter  loss  of  up  to 
$25  million  on  flat  sales,  sending 
the  stock  down  16%,  to  7^6. 

MAR.  25, 1998  Edwards  resigns. 
Sierk  takes  over  as  interim  chief. 

rectors  okayed  his  $100  million  ad  cam- 
paign at  a  Januar-y  board  meeting. 

But  Dunn  was  growing  concerned 
that  the  company  had  outgrown  Ed- 
wards' go-for-broke  style.  So  when 
Lawi-ence  A.  Bossidy,  CEO  of  AlhedSig- 
nal  Inc.,  told  him  that  just-retired  Sierk 
might  be  looking  for  a  directorship, 
Dunn  invited  him  to  join  the  board. 
Sierk,  a  proponent  of  Six  Sigma  quality 
techniques,  accepted  in  October.  He 
quickly  began  an  informal  audit  of 
Iomega's  production  processes.  "Quality 
is  Jim's  hfeblood,"  says  Dunn. 

Dunn  soon  had  other  concerns.  Af- 
ter two  years  of  rushing  to  catch  up 
with  demand,  sales  gi-owth  was  slow- 
ing. Asia's  economic  woes  and  soft  sales 
of  Zip  diskettes  hurt  revenue.  On 


Mar.  16,  the  company  said  sales  wou( 
be  flat  from  the  year-before  quarter 
$360  million.  Worse,  since  these  $: 
diskettes  provide  much  of  Iomega's  pre 
its — they  carry  50%-plus  margins,  v 
15%  for  the  $199  drives — the  compai 
expects  to  lose  $10  million  to  $25  milli( 
in  the  quarter  that  ended  Mar.  29. 

Company  executives  say  they  havei 
yet  determined  the  cause  of  the  sloi 
down.  But  the  Asian  flu  hurt.  The  coi 
pany  posted  $50  milhon  less  than  e 
pected  in  Asia  in  the  fourth  quarter,  ai 
Iomega  Chief  Financial  Officer  Leona 
C.  Purkis  now  doesn't  expect  much  sal 
growth  through  the  first  half  of  1998. 

Push  came  to  shove  when  reveni 
growth  slowed.  Edwards,  convinced  or 
more  marketing  could  increase  Zip  di 
usage,  stuck  by  his  fast-growth  plai 
The  board  asked  for  his  resignation,  s 
analysts.  Dunn  insists  that  Edwards'  c 
parture  was  unrelated  to  first-quart- 
problems.  But  others  don't  buy  it.  "K 
would  have  been  fine  so  long  as  the 
were  no  execution  accidents — ^but  th 
had  a  major  coUision,"  says  J.  P.  Morg 
Securities  analyst  Daniel  Kunstler. 

Neither  party  w 
discuss    details  f 
Edwards'  resign- 
tion.  Says  Edwan 
"We've  had  a  fantas 
run  for  four  yea 
I'm  as  proud  of  or 
production  ramp  a;  I 
am  of  our  marketin 
For  Sierk,  the  ;• 
lution  lies  in  addif 
heavy  doses  of  E;t 
Coast  managenK 
theory  to  lomeg 
West  Coast  spirit.  By  tightening 
quirements  on  supphers  and  improvi 
its  information  systems,  he  hopes 
avoid  ghtches.  "We  have  to  improve  ( ) 
processes  so  that  everything  is  not  - 
complished  through  heroic  last-mime 
measures,"  says  Sierk. 

Will  Sierk's  textbook  approach  e 
enough  to  establish  the  Zip  as  a  mu. 
have  feature  of  tomorrow's  PC?  Compty 
executives  insist  they're  not  about  o 
ease  up  on  the  gas  pedal.  "Sometin 
when  people  leave,  the  course  chani 
JK)%.  Our  course  will  change  5  to  10' 
insists  Dunn,  who  says  the  plan  is 
proceed  with  Edwards'  ad  blitz  imtil  IV 
when  the  company  will  measure  the  a  i 
paign's  success.  By  year-end,  the  cci- 
pany  hopes  to  hire  a  new  ceo. 

He'll  no  doubt  be  a  nuts-and-bt  ;- 
executive,  but  he  may  need  a  touch)l 
Edwards'  panache,  as  well. 

By  Peter  Burrou'> 
San  Mateo,  Cd 
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21  floors  worth  of  information.  % 
And  Mita  puts  it  all  on  paper.  ^ 

Digital  color.  An  advanced  digital  copier/printer.  Wide  format  and  desktop  printers.  Multifunction  JfttWWift 


nachines.  In  short,  the  more  infornnation  you  need  to  manage,  process  and  present,  the  more  you  need  Mita 
■or  more  information  call  I -800-ABC-MITA  or  visit  www.mita.com. 
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Cutting  Fraud, 
Cutting  Costs 


DETECTING  AND  INVESTIGATING  FRAUD  IS  PART  OF 
CLAIMS  MANAGEMENT  AT  GAB  ROBINS 


Today,  insurance  companies  and  self-insured  corporations  are 
stepping  up  the  battle  against  insurance  fraud,  spending  more 
than  $650  million  per  year  to  combat  the  problem,  according 
to  Mark  Stevens,  Special  Investigations  Unit  manager  at  independent 
claims  administrator  GAB  Robins.  Below,  this  experienced  investiga- 
tor discusses  the  financial  importance  of  fraud  detection  and  preven- 
tion, as  well  as  the  impact  of  new  state-level  anti-fraud  laws. 

fraud  costs  on  to  consumers 


O:  How  large  a  problem  is 
insurance  fraud? 

A:  Insunince  fraud  is  a  tremen- 
dous problem.  Insurers  and 
self-insureds  pay  out  more 
than  $30  billion  each  year  in 
fraudulent  claims,  according 
to  the  National  Insurance 
Crime  Bureau  (NICE),  a 
Washington-based  group. 


Mark  Stevens, 
national  manager, 
SlU  for  GAB  Robins 
North  America 


O:  What  is  the  most  common 
type  of  insurance  fraud? 

A:  1  he  NICE  estimates  that  between 
1 7%  and  34%  oi  all  claims  reported  con- 
tain  some  element  of  Iraud.  Although 
fraud  is  an  issue  in  all  lines,  the  problem 
is  greatest -in  workers  compensation. 

O:  What  kinds  of  fraud  do  you  see? 

A:  Insurance  fraud  has  become  sophisti- 
cated. Rings  of  people  move  from  city  to 
city,  employer  to  employer,  setting  up 
accidents  and  filing  claims.  In  some 
cases,  mills  of  doctors,  attorneys,  and 
claimants  are  involved  in  staging  acci- 
dents. These  cases  can  be  much  more 
difficult  to  unwind,  collect  evidence  on, 
and  prosecute. 

O:  Is  it  true  that  'nobody  really  gets  hurt' 
when  insurance  fraud  is  committed? 

A:  No,  absolutely  not.  Ultimately,  the 
insurance  carriers  are  forced  to  pass 


and  corporate  customers  in 
the  form  of  higher  insurance 
premiums.  For  companies 
that  self-insure,  the  cost  of 
fraud  is  borne  directly.  In 
either  case,  the  expense  of 
fraud  negatively  impacts 
every  company's  profits. 


O:  Aren't  state  governments 
getting  involved  in  the  war 
against  insurance  fraud? 

A:  Today,  12  states  require  insurers  and 
self-insureds  to  file  formal  plans  to 
combat  fraud  with  the  government. 
Eleven  states  also  require  insurers  and 
self-insureds  to  have  special  investiga- 
tions units  (SIUs)  to  combat  fraud. 
Twenty-three  states  require  fraud  warn- 
ings on  a  variety  of  documents.  And  33 
states  have  mandatory  fraud  reporting 
requirements.  These  new  requirements 
are  already  helping  insurers  and  self- 
insureds  to  reduce  losses  due  to  fraud. 
But  complying  with  these  new  regula- 
tions can  require  the  know-how  that  only 
experienced  fraud  investigators  and 
fraud-oriented  claims  handlers  have. 

O:  How  can  insurers  and  self-insureds 
reduce  fraud  and  fraud's  financial  toll? 

A:  First  of  all,  careful  claims  manage- 
ment can  improve  early  fraud  detection. 


Second,  special  investigations  units,  coi^ 
posed  of  seasoned  professionals  —  ta 
kind  of  people  who  can  spot  a  stagd 
slip-and-fall  a  mile  away — are  invalj 
able.  Within  GAB  Robins'  SIU  grou 
for  example,  management  and  investigj 
tors  have,  on  average,  1 5  years  of  expei 
ence  in  the  insurance  and/or  la 
enforcement  industries.  Our  SIU  teal 
works  hand-in-hand  with  claims  maj 
agement  to  detect  suspicious  clairrj 
Also,  we  help  make  sure  that  insurers  an 
self-insureds  are  in  compliance  with  nd 
government  requirements. 

O:  Does  anti-fraud  vigilance  pay  off? 

A:  Absolutely.  For  example,  investigatid 
into  one  auto  liability  claim  revealed  tq 
the  driver  of  the  car  had  false  identitil 
and  had  filed  many  such  claims  befoJ 
The  insurer  saved  nearly  $60,000. 

In  another  incident,  a  clothing  stcl 
owner  demanded  $287,000  in  wafl 
damage  stock  loss  and  business  interrul 
tion  claims  until  it  was  uncovered  that 
had  intentionally  staged  this  and  othl 
similar  losses.  Not  every  claim  investid 
tion  turns  up  such  savings,  of  course,  bl 
we  estimate  overall  savings  of  six  tirri 


STATES  REQUIRING  FRAUD  PtANS  OR  Sl| 

(YEAR-END  1997) 


. ARKANSAS 
.  CALIFORNIA 
■  COLORADO 
•  FLORIDA 


■  KENTUCKY 

•  MARYLAND 

•  MINNESOTA 

■  NEW  JERSEY 


the  cost  of  investigation.  And  over 
long  term,  such  vigilance  will  m 
people  think  twice  about  committ 
fraud  —  both  big  scams  and  so-cal 
white-lies  —  in  the  first  place. 


Ciam  Van  Hast,  a  New  York-based  wri 
reports  frequently  on  insurance  and  r 

management. 
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EMERGENCY  PROCEDURE 


IH  Vr\t  £V£H T  Or 
Ai^i  ACCIDEMTt 


CHECK  FO;<  IM  JUr<l£S. 

CH£C;<  CLAIM  AGAIMST 
STAMDAkDIZcD  FRAUD  IMDICATORS. 


Detecting  insurance  fraud  isn't  just  about  conducting  an  investigation, 
but  determining  if  a  fraud  investigation  even  needs  to  be  done. 
Review  for  fraud  indicators  is  just  a  normal  part  of  GAB  Robins'  claims 
handling  process  because  we  integrate  our  Special  Investigations 
Unit  (SlU)  with  our  claims  operations.  And  if  fraud  indicators  do 
show  an  investigation  is  needed,  our  SlU  investigators  work 
with  the  adjuster  and  client  to  ensure  that  each  claim  is  resolved 
fairly.  Questions?  answers@gabrobins.com  or  call  888.888.4242 


GAB 

Robiiis. 
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f^fM      Wander  the  world's  great 
libraries  with  the  new 
U.S.  Robotics'^'  V.90  56K* 
standard  modem.  With  its 


U.S.  Rohotics^ 


faster  browsing,  smoother 
video  and  more  life-like 
sound,  everything  you  can 
get  on  the  Internet  gets 
better.  It  connects  up  to 
80%  faster  than  other 
28.8  modem  brands.  And 
it's  compatible  with  nine 
of  the  top  ten  Internet 
providers  and  over  i,4oo 
more  around  the  globe.  No 
wonder  U.S.  Robotics  is  the 
world's  best-selling  modem. 

To  learn  more,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56kcentral. 
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OW  THE  PC  KILLER* 
IAS  HUMBLED 

^w  machines  and  cheap  rivals  undercut  network  computers 

fhen  Otto  K.  Folprecht  fast  heard  plans  to  use  NCs.  Some,  such  as  Wyse 
about  slimmed-down  desktop  ma-  Technology  Inc.,  gave  up  and  switched  to 
chines  called  network  computers  making  Windows-based  terminals.  Ora- 
)  two  yeai-s  ago,  he  was  jazzed.  The  cle's  Network  Computer  Inc.  unit,  which 
rmation-systems  manager  at  steel-  designed  the  original  NCs,  laid  off  15%  of 
lucts  maker  Tree  Island  Industries  its  200  employees  in  December  and  re- 
in Vancouver,  B.  C,  hoped  to  slash  placed  its  ceo  in  Febinaiy.  The  rest,  in- 
;omputing  costs  30%  by  replacing  as  eluding  Sun  and  IBM,  sell  NCs  largely  to 
y  as  400  PCs  with  simpler,  cheaper  replace  cheap  teiTninals. 
hines  from  Sun  Microsystems  Inc.  Wliat  went  wrong?  Almost  every- 


change  software.  "We  want  the  Win- 
dows applications,"  insists  Timothy  T. 
Albrecht,  information-systems  manager 
at  industrial-supplies  distributor  Faste- 
nal  Co.  in  Winona,  Minn.,  which  is  using 
Windows  terminals. 

The  biggest  blow  to  NCs,  though,  was 
dealt  by  the  PC  crowd.  Last  year,  com- 
puter prices  sank  40%,  to  .$1,169  on  av- 
erage, with  some  PCs  edging  below 
$1,000 — smack  into  NC  ten-itoiy.  Mean- 
while, Microsoft  and  Intel  Coqj.,  after 
initially  deriding  the  NC  concept,  jumped 
in  with  promises  of  cheaper,  more  flexible 
ways  to  manage  pes.  In  June,  Microsoft 
plans  to  ship  Windows  Tenninal  Server, 
which  win  let  temiinals  and  pes  iTin  Win- 
dows progi'ams  from  a  sei-ver.  Analysts 
estimate  that  the  overall  cost  of  a  Win- 
dows terminal  is  25%  less  than  a  Win- 
dows PC — including  maintenance  costs — 
and  close  to  the  30%.  savings  on  an  nc. 


NCs:  A  SLOW  TAKEOFF 

WORLDWIDE  UNIT  SALES 


0- 


■99 


'01 


'S  FEAT:  Its  But  after  more  than  a 
s  at  work  yeai''s  delay,  he  ditched 
"oxwoods  Sun  and  bought  tei-mi- 
ort  Casino  nals  running  Microsoft 
Corp.'s  Windows  pro- 
ns  off  a  central  computer  Says  Fol- 
;ht:  "I  would  have  hoped  for  some- 
g  from  Sun  a  lot  sooner." 
k  BUGS.  So  had  a  lot  of  others.  Now, 
1  though  Sun  finally  sliipped  its  $699 
iStation  nc  on  Mar.  24,  the  Nc's  fu- 
!  looks  grim.  For  a  device  that  Ora- 
Corp.  ceo  Lawi-ence  J.  Ellison  ex- 
;d  as  a  pc  killer  when  he  conceived 
1  October,  1995,  the  dive  is  bi-eath- 
ng.  Market  researcher  Dataquest 
estimates  that  144,000  ncs  were 
'  last  yeai',  way  off  its  400,000  origi- 
forecast. 

■  ligh-proftle  backers  such  as  Federal 
ij  iress  Corp.  have  delayed  or  scrapped 


thing.  For  one,  Ellison  promised  too 
much  too  soon.  He  predicted  that  ncs 
would  quickly  supplant  PCs.  The  idea 
behind  ncs:  They  would  run  "applets" — 
small  programs  based  on  Sun's  Java 
network  softwai-e — that  are  downloaded 
on  demand  from  a  central  server  com- 
puter. That  way,  a  network  computer 
wouldn't  need  a  disk  drive  or  the  man- 
ual software  upgrades  that  drive  up 
the  price  and  maintenance  costs  of  PCs. 
Yet  unlike  a  terminal,  which  simply  dis- 
plays programs  run  on  a  server,  ncs 
have  enough  horsepower-  to  run  applets 
themselves. 

Problem  was,  because  Java  was  so 
new,  it  wasn't  ready  to  do  all  the  tasks 
customers  wanted.  Early  programs  ran 
slowly  and  requfred  machines  with  lots 
of  memory  chips — not  so  slim  after  all. 
And  companies  weren't  itching  to 


'97*  '9? 
A  MILLIONS 

^INCLUDES  WINOOWS-BASEO  TERMINALS  IN  1997  ONLY 

DATA:  INTERNATIONAL  DATA  CORP. 


The  one  bright  spot  in  network  com- 
puters: IBM.  In  the  past  year.  Big  Blue 
has  shipped  100,000  NCs  to  3,000  cus- 
tomers including  Allstate  Coi-p.,  which 
is  considering  buying  as  many  as  40,000 
NCS.  IBM's  success  stems  from  being  one 
of  the  fu'st  to  offer  ncs  nmning  either 
Windows  or  Java  progi'ams.  Still,  with 
20%  gi'oss  mai'gins,  they're  hardly  profit 
engines.  'We  got  an  incredible  deal  from 
them,"  says  John  CaViral,  network  man- 
ager at  Foxwoods  Resort  Casino  in  Led- 
yard.  Conn.,  which  is  using  650  ncs  for 
jobs  like  scheduling  employees. 

Indeed,  NC  makei-s  may  have  done  Lit- 
tle more  than  goad  PC  makers  into  ch-op- 
ping  prices.  WMe  that's  gi'eat  for  buyers, 
it's  cold  comtbrt  for  nc:  makers  that  had 
hoped  to  change  the  computing  world. 

By  Robert  D.  Hof  in  Cupertino, 
Calif.,  with  bureau  reports 
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Science  &  Technology 


DRUGS 


IS  GOOD  MARKETING 
BAD  MEDICINE? 

Why  costlier,  riskier  hypertension  drugs  are  best-sellers 


In  the  treatment  of  the  50  million 
Americans  with  high  blood  pres- 
sure, doctors  and  cost-cutters  line 
up  on  the  same  side:  The  cheapest 
antihypertension  drugs  have  been 
proven  in  numerous  long-term  studies 
to  be  the  safest  and  most  ef- 
fective. A  panel  of  cardiolo- 
gists assembled  by  the  Na- 
tional Institutes  of  Health 
recommended  in  1995  and 
again  last  November  that,  in 
the  absence  of  other  compli- 
cations, the  cheaper  drugs 
should  be  used.  So  it  seems  a 
no-brainer  that  doctors  in  this 
health-cost-conscious  age 
w^ould  iTish  to  prescribe  them. 

But  Alice  seems  to  have 
stepped  through  the  looking 
glass.  Two  new  studies  show 
that  prescriptions  for  the 
cheapest  drugs — beta-block- 
ers and  diuretics — declined 
markedly  from  1992  to  1996. 
Meanwhile,  prescriptions  for 
the  newer  and  more  expen- 
sive calcium-channel  blockers 
and  ACE  inhibitors  soared.  A 
1995  study  concluded  that 
overuse  of  the  newer  drugs 
was  already  adding  $3  billion 
in  unnecessary  expenditures 
to  the  national  medical  bill — 
and  the  trend  is  continuing. 
ADS  GALORE.  So  what  do  cal- 
cium-channel blockers  and 
ACE  inhibitors  have  that  beta- 
blockers  and  diuretics  lack? 
Marketing.  In  the  battle  for  a 
slice  of  a  .$24  billion  market, 
drug  companies  are  pouring 
their  resources  into  the  high- 
er-priced, higher-profit  treat- 
ments. Dr.  Thomas  J.  Wang 
and  Dr.  Randall  S.  Stafford 
of  Massachusetts  General 
Hospital  reported  at  the 
March  meeting  of  the  Ameri- 
can College  of  Cardiology 
that  calcium-channel  blockers 
are  the  most  heavilv  adver- 


tised of  any  drug  in  the  Nem  England 
Journal  of  Medicine.  And  it  is  diffi- 
cult, they  said,  to  find  a  single  ad  for 
diuretics  and  beta-blockers  (table). 

Drugmakers  are  also  dispatching 
salespeople  with  pockets  full  of  free 


DO  ADS  DISTORT  PRESCRIPTIONS? 

A  higher  percentage  of  the  drug  ads  in  the  New  England  Journal 
of  Medicine  kature  costher  calcium-channel  blockers  and  ACE 
inhibitors  over  cheaper  drugs — beta-blockers  and  diuretics.  The 
trend  in  the  percentage  of  hypertension  prescriptions  for  each 
category  is  the  same.  Researchers  say  there's  a  link. 


DRUG  ADS 


PRESCRIPTION  TREND 


CALCIUM-CHANNEL  BLOCKERS 


1985  1996  1992  1995 

DATA;  JOUmL  OF  THE  AMERICAN  MEDICAL  ASSN..  MASSACHUSEHS  GENERAL  HOSPITAL 


samples.  "Virtually  every  day,  my 
fice  is  inundated  by  drug-comp£ 
reps  peddling  their  wares — usuc 
newer,  higher-priced  medications,"  s 
a  general  pi-actitioner  in  New  Yc 
who  asked  not  to  be  identified.  "I  c 
not  remember  ever — and  I  m( 
ever — being  approached  by  a  drug 
who  was  pitching  [diuretics  or  be 
blockers]."  This  gp  says  drug  n 
leave  behind  stacks  of  free  samp 
hoping  doctors  will  give  them  to 
tients.  "Once  a  patient  is  takin] 
medication  and  it's  working  w 
there's  a  disincentive  to  svdtch  to 
other,"he  says. 

"PUZZLING."  The  cost  implications 
huge.  A  report  in  the  December  is 
of  the  Jotmial  of  the  American  M 
ical  Assn.  (.TAMA)  estimates  that 
wholesale  price  of  calcii 
channel  blockers,  for  ex; 
pie,  is  more  than  three  tii 
that  of  diuretics.  "I  think 
a  little  bit  unfortunate  t 
marketing  may  influe 
these  [prescribing]  tren( 
says  Mass  General's  Wa 
"At  a  time  when  we  are 
ing  to  cut  back  on  health-( 
costs,  it  seems  a  little  \ 
zling  that  we'd  be  opting 
more  expensive  medical 
that  we  aren't  even  sur( 
100%  safe." 

In  1995,  Pfizer  Inc.'s  1 
cardia,  a  calcium-chan 
blocker  also  known 
nifedipine,  was  the  most 
scribed  antihypertensive, 
cording  to  market  researc 
PMSi  Scott-Levin  Inc.  of  N 
town.  Pa.;  it  was  the  sevei 
most-prescribed  medica' 
overall  in  the  U.  S.  This 
spite  the  fact  that  stu( 
have  found  that  calcium-cl 
nel  blockers  are  linked  t( 
increased  lisk  of  heart  ati 
and  cancer — and  to  a  I 
rate  of  suicide.  In  sec 
place  among  people  with 
blood  pressure  was  the 
inhibitor  Vasotec,  or  enala 
from  Merck  &  Co. 

Hypertension  drugs 
aiTived  in  the  1950s,  and  f 
have  been  remarkably 
cessful.  From  1972  to  1 
according  to  the  NIH, 
proved  therapies  for  hy 
tension  reduced  deaths  f 
stroke  by  59%  and  coroi 
heart  disease  by  53%.  ACI 
hibitors  and  calcium-cha 
blockei's,  which  anived  in 
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The  new  Roth 
make  retirement 


RAscan 
ess  taxing. 


Especially  with  advice 
from  Dean  Witter. 


Your  resource  for  understanding 
thenewIRAs. 

It  is  perhaps  the  biggest  news  in  retirement 
investing  since  the  enactment  of  the  IRA  itself: 
the  Roth  IRA. 

As  always,  your  earnings  grow  tax- 
deferred.  But  now,  tax-free  withdrawals  may 
be  made  in  as  little  as  five  years  if  you  are  age 
59  Hl  or  to  help  buy  a  first  home  or  for  other 
qualified  purposes. 

Tlie  Roth  IRA  creates  new  rewards  for 
investors.  As  well  as  new  questions.  Which 
is  where  one  of  our  more  than  10,000  Dean 
Witter  Account  Executives  can  help.  With 
advice.  Solid  advice  on  how  best  to  make  the 
Roth  IRA  work  for  you.  Based,  as  always,  on 
a  thorough  understanding  of  your  unique 
financial  goals. 

Talk  to  a  Dean  Witter  Account  Executive 
today  to  help  you  sort  through  the  new  tax 
laws.  And  ask  for  a  copy  of  our  new  brochure, 
"New  Legislation,  New  Opportunities. .  .The 
Dean  Witter  Individual  Retirement  Accounts" 
Stop  by  or  give 


us  a  call. 


We    Measure    Success    One     Investor    At    A  Time 


9} 


DEAN  WITTER 


iWitter  IS  not  a  tax  adviser.  Investors  are  urged  to  consult  with  their  personal  tax  advisers  regarding  the  effects 
le  new  legislation  on  their  situation  as  well  as  the  tax  consequences  of  any  investment  decisions  they  may  make. 


)  1998  Dean  V/ittir  Reynolds  he  Member  SIPC 


Processing  Informatiqn 


E-commerce  is  booming^.  And  card-swiping  customer  demand  is  exploding.  To  stay  competitive,  your  network  has  to  proc 
more  quickly  than  ever  before.  Enter,  our  Cheetah*  disc  drive.  At  10,000  RPM,  it's  the  world's  fastest.  In  fact,  it's  40%  faster  th 
almost  anything  else  out  there.  Which  means  your  customers  can  transact  at  record-breaking  speeds,  while  your  networl- 
poised  to  handle  whatever's  aroCind  the  next  curve.  If 's  just  one  of  the  ways  Seagate  hardware  and  software  can  help  proce 
analyze  and  protect  your  information.  So  you'll  have  it,  the  way  you  want  it.  To  find  out  more,  visit  us  at  www.seagate.com/bvj 


Seagate,  the  Seagate  logo,  the  tagline  and  Cheetah  are  registered  trademarks  or  trademarks  of  Seagate  Technology,  Inc. 
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)80s,  offered  more  convenience  and 
wer  apparent  side  effects  than  di- 
•etics  and  beta-blockers.  They  only 
icd  to  be  taken  once  a  day,  for'  exam- 
e,  while  diuretics  usually  need  to  be 
ken  three  times  a  day  and  can  cause 
equent  urination.  And  beta-blockers 
,n  sometimes  cause  fatigue  and  im- 
itence  and  can  mask  sijjns  of  low 
ood  suf^ai'. 

A  decade  aj^o,  the  National  Insti- 
tes  of  Health  panel  recommended  cal- 
im-chann(!l  blockers  alonj^  with  di- 
etics  and  beta-blockers  as  the  first 
le  of  treatment.  No  large-scale  clinical 
ials  had  been  conducted  for  the  new- 
agents,  so  researchers  did  a  new 
alysis  of  existing  data  and  found  that 
;e  inhibitors  and  calcium-channel 
Dckers  were  no  better  than  the  older 
satments  at  lowering  blood  i)ressure. 
id  the  newer  drugs  did  not  reduce 
6  number  of  d(!aths. 
That  was  enough  to  convince  the 
H  panel.  In  1093,  the  committee 
anged  its  guidelines,  recommending 
at  beta-blockers  and  diuretics — not 
Icium-channel  blockers — be  consid- 
ed  the  first  line  of  treatment  in  pa- 
ints who  don't  have  such  complica- 
ins  as  diabetes  or  additional  forms 


of  hvurt  disease.  In  November,  it  re- 
confirmed that  recommendation  in  its 
sixth  set  of  guidelines. 

The  change  drew  criticism  from  the 
makers  of  calcium-channel  blockers. 
"We  believe  they  represent  an  advance, 
and  we  market  them  based  on  their 
safety  and  efficacy,"  said  Andrew  Mc- 
Cormick,  a  Pfizer  spokesman.  The  ques- 
tions over  the  safety  of  calcium-channel 


Calcium-channel 
blockers  are  linked  to 
a  higher  risk  of  heart 

attack-and  suicide 


blockers  will  not  be  resolved  with  any 
certainty  until  2002,  with  the  comple- 
tion of  a  large  federal  trial  comparing 
various  hypertension  drugs. 

In  the  meantime,  doctors  seem  de- 
termined to  stay  with  the  new  over 
the  tried  and  time.  In  the  December 
.JAMA  study,  a  team  of  California  re- 
searchers reported  that  in  199.5,  calci- 
um-channel blockers  and  ace  inhibitors 


made  up  71%  of  all  hypertension  pre- 
scriptions filled  by  retail  drugstores. 
Beta-blockers  and  diui-etics  totaled  only 
18%.  "The  role  of  pharmaceutical  pro- 
motion practices,  including  both  face-to- 
face  sales  activities  and  pharmaceutical 
advertisements,  probably  has  had  the 
greatest  impact"  on  prescribing  trends, 
the  researchers  said. 
CALLING  ALL  CPs.  The  NlH  panel  frets 
that  its  message  on  appropriate  treat- 
ment is  just  not  getting  out  to  the 
physicians  who  should  be  heeding  them. 
Only  53%/  of  patients  diagnosed  with 
hypertension  receive  any  kind  of  treat- 
ment. Of  those  who  are  treated,  most 
are  seen  by  general  practitioners,  says 
Dr.  Thomas  A.  Pearson,  chairman  of 
the  department  of  community  and  pre- 
ventive medicine  at  the  University  of 
Rochester. 

According  to  the  Massachusetts  Gen- 
eral study,  general  practitioners  are 
the  least  likely  to  prescribe  beta-block- 
ers. For  these  doctors  especially,  drug 
companies  are  a  potent  source  of  in- 
formation, Pearson  says.  Perhaps  man- 
aged-care organizations  should  invest 
part  of  their  profits  in  some  education 
of  their  own. 

By  Catherine  Anist  in  New  York 


Business  Bulletin 

PathoTEK 
Cures  Common  Cold 


COLD  CURK  IN  A  BO  l  TLK, 

TliK,  is  Juc  for  relciisc  in  niiti  April 
^       CoryzaCC  will  suppress,  and  i 
-  nilctely  wipc-out. '•■mtoms  of  tt- 


iped  by  P'O^' 


Big  news  can  mean  big  opportunity.  In  the  time  it  takes  to  sneeze, 
you  can  catch  an  unbelievable  opportunity.  So  Trade  Now^"^.  Go 
directly  to  Datek...the  fastest  and  easiest  way  to  trade  on  the 
I  web.  Only  $9.99  for  any  trade*.  And  if  it's  not  executed  within  60 
■  seconds,  it's  commission-free.  Trust  your  trade  to  Datek.  And  stay 
in  the  running. 


N  OW 

www.datek.com 


•  All  trades  up  to  !>,000  shares  are  only  $9  99.  Your  commission  is  waived  if  your  marketable  order  is  not  executed  within  60  seconds.  Some  restrictions  to  this  offer  apply  Please  check  our  /VTT"  1^ 

website  for  more  details  Average  execution  time  on  marketable  orders  is  less  than  10  seconds  (as  of  1/10/98)  Free  news,  charts  and  research  provided  by  NewsAlert,  BigCharts®  and  ^^dN^Nte 
Thomson  Investors  Network  Trade  Now  is  a  servicemark  of  Datek  Online    ©1998  Datek  Securities  Corp  ,  Member  NASD  and  SIPC 
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Those  who  fly  First  Class  for 
the  price  of  Coach  share  a  very 
highly  developed  characteristic. 


It's  been  said  that  we  use  a  mere  10% 
of  our  brain  capacity.  If,  however,  you're 
flying  (xjnnectFirst'''''  from  Northwest 
Airlines,  you're  using  considerably 
more.  Because  with  ConnectFirst,  you 
can  fly  First  Class  for  the  price  of 
Coach.  Pretty  smart.  Just  purcha.se  a 
full-fare  Coach  ticket  (jn  a  qualifying 
connecting  flight,  and  you'll  receive  an 
automatic  upgrade  to  f'irst  (^lass.  Plus, 
you'll  receive  an  addititjnal  1.000 
WorldPerks'  Bonus  Miles 
roundtrip.  Call  Northwest 
at  l-8(XJ-225-2525,  b(X)k 
(jnline  at  www:nwa.C(jm. 
or  call  yoLir  travel 
agent  and  a.sk  for  a 
ConnectFirst  fare.  You'll 
be  glad  you  th(;uglit  of  it 


Trjvel  tn  First  Oass  using  -UP  (are  is  valid  m  nx>sl  Out  not  all  dorriestic  marVjetc  ReservaiKJo;;  in  First  Oa55  are  required 
Passenger  mi/st  travel  m  First  Class  if  scats  are  avaiiabte  Offer  e/£ii>d«  A-iinJ^  Scats  arc  itn-.ited  Seme  restricttons  appiy 
©1998  N(xTl>west  Ajrlnes.  Inc  NorthMrst  recycles  enough  paper  proAjCts  n  one  year  lo       r>i^  6fl7'»JX)0  gilorn  d  v/aflcr  O 


NORTHWEST 
AIRLINES 

ConnectFirst-  ^ 


1-800-225-2525  /  www.nwa.com 


Developments  to  Watch 


MTED  BY  OTIS  PORT 


lINT  THAT  SEES 
JST  BEFORE  YOU  DO 

)TTING  METAL  CORROSION 

rly  means  that  remedial 
ion  can  be  taken  before 
;t  can  weaken  a  bridge  or 
figure  a  car.  And  nowhere 
jarly  detection  more  vital 
an  on  aircraft.  Now, 
;earchers  at  Ohio  State 
liversity  have 
/eloped  a  litmus 
t  for  structural 
rosion — a  special 
nt  that  visually 
fs  pockets  of  rust 
tiny  for  the  naked 
!  to  spot. 

[loiTosion  normally 
•eases  the  pH,  or 
uces  the  acidity,  of 

surrounding  metal.  So 
■aid  S.  Frankel,  an  associ- 
professor  of  mateiials  sci- 
6,  blended  a  paint  with 
nolphthalein,  a  chemical 
;  reacts  to  increases  in  pH 
turning  red.  The  "litmus 
it"  should  be  cheaper  than 
alternative  of  embedding 
sors  in  a  plane's  skin. 


Moreover,  because  the  paint 
can  even  detect  corrosion 
lurking  in  the  cracks  and 
crannies  between  metal  pan- 
els, it  promises  to  minimize 
the  need  to  periodically  take 
planes  apail  to  check  for  cor- 
rosion. That's  a  main  reason 
why  the  Air  Force  is  fund- 
ing the  research. 

So  far,  though,  Frankel 
and  graduate  student  Jian 


Zhang  have  experimented 
only  with  transparent  paints. 
Adapting  the  concept  to  pig- 
mented paints  "presents  lots 
of  practical  problems," 
Frankel  admits.  He  expects 
to  solve  them,  but  it  will 
take  a  while.  Until  then,  the 
paint  could  be  used  on  inte- 
rior surfaces.  □ 


ARLY  WARNING  FOR  THE  BIG  G? 


-THOUGH  SCIENTISTS  ARE 

riously  searching  for  a 
ire  for  cancer,  inexpen- 
ve  tests  that  detect 
mors  sooner  could  pro- 
de  immense  benefits, 
le  sad  truth  is  that  in 
most  half  of  all  cases, 
'  the  time  people  learn 
at  they  have  cancer,  it's 
0  late. 

Researchers  at  Johns 
apkins  University's  On- 
logy  Center  in  Balti- 
3re  now  report  prelimi- 
ry  success  with  a  simple 
liva  test  for  head  and 
ck  cancers.  In  a  report 
esented  to  the  American 
^sociation  of  Cancer  Re- 
arch  meeting  on  Mar. 
,  Dr.  David  Sidransky 
id  he  tried  the  test  on 


21  patients  already  diag- 
nosed with  cancer  of  the 
mouth  or  neck.  The  test 
was  71%  successful  in  de- 
tecting cancer,  he  said. 
With  22  tumor-free  pa- 
tients, the  test  came  up 
100%  negative. 

Sidransky's  test  looks 
for  evidence  of  genetic 
mutations  produced  in  the 
chromosomes  of  cancer 
cells.  Spotting  these 
markers  in  a  patient's 
saliva,  Sidransky  says, 
could  cost  as  little  as 
$150 — and  only  a  few  dol- 
lars if  implemented  with 
microchip-based  chemis- 
try. At  tnat  point,  oral 
cancer  screening  could  be- 
come routine  dming  dental 
visits.       Catherine  Amst 


HARNESSING  NATURE'S  CELLUUR  DYNAMO 

INSPIRED  BY  PHOTOSYNTHESIS,  ENGINEERS  LONG  AGO 

devised  photovoltaic  chips,  or  solar  cells,  that  convert 
sunlight  into  electricity.  But  plants  don't  run  on  elec- 
tricity. They  rely  instead  on  a  special  kind  of  chemical 
energy  using  atp  (for  adenosine  triphosphate)  to  fuel 
growth  and  reproduction. 

At  Aiizona  State  University  in  Tempe,  chemistiy  pro- 
fessoi-s  Thomas  and  Anna  Moore  and  Devens  Gust  ai'e 
pm-suing  a  new  approach  to  artificial  photosynthesis — one 
that  comes  a  lot  closer  than  solai-  cells  to  what  plants  ac- 
tually do.  They  devised  a  membrane  that  pi'oduces  at? 
when  exposed  to  light.  Then-  feat  is  featured  in  the  Apr. 
2  issue  of  Nature.  The  membrane  is  made  fi"om  fatty 
molecules,  called  hpids,  that  ai'e  infused  vrith  synthetic 
compounds.  When  these  chemicals  absorb  hght,  they 
pump  hydrogen  ions,  or  protons,  across  the  membrane 
and  thi'ough  an  enzyme  derived  fi'om  spinach.  And  tliis 
enzyme  uses  the  proton  energy  to  synthesize  atp. 

Many  hurdles  remain  before  such  a  device  could  be- 
come useful  to  industiy,  including  high  costs.  But  some- 
day, a  membrane  like  this  could  provide  energy  for  the 
synthesis  of  drugs  or  other  useful  proteins  inside  aitifi- 
cial  cells.  "Electrical  energy  has  more  than  100  years  of 
history  behind  it,"  Thomas  Moore  points  out.  Proton- 
based  energy,  in  contrast,  "is  still  something  that's  un- 
known outside  of  living  cells."  Neil  Gross 


m  The  threat  from  African- 
ized "killer"  bees  might  soon 
be  curtailed.  An  internation- 
al scientific  team  has  discov- 
ered five  genes  that  seem 
to  affect  the 
aggressiveness 
of  Afiicanized  hon 
ey  bees — and  unv 
that  may  trigger 
their  hyperactive 
stinging.  "We're 
still  a  ways  off 
from  being  able  to 
stop  the  spread  of 
the  genes,"  says 
team  member  Gre- 
gory J.  Hunt,  a 
bee  specialist  at 
Pmxlue  University. 
But  breeding  pro- 
grams that  spot 
and  reject  queen  bees  with 
the  "mean  genes"  may  be 
possible,  he  adds.  That's  im- 
portant because  domesticated 
bees  pollinate  a  tliird  of  U.  S. 
food  crops. 


BEE  NICE:  Research 
seeks  to  weed  out 
the  "mean  gene" 


■  Budding  entreprenem's  in 
British  universities  got  a  $83 
million  treat  in  last  month's 
government  budget.  Britain 
wiU  use  the  money  to  set  up  a 
venture-capital 
fund  to  finance  the 
commercial  devel- 
( ipment  of  discover- 
ies by  university 
researchers.  Pri- 
vate-sector cash 
could  double  the 
kitty.  The  initiative 
was  welcomed  be- 
cause Britain's  ven- 
ture capitalists 
don't  often  back 
startups.  "For  too 
long,  the  gi-eat  sci- 
entific advances  of 
British  universities 
have  gone  on  to  become  the 
manufactuiing  successes  of  ri- 
val countiies,"  said  Chancel- 
lor of  the  Exchequer  Gordon 
Brown  in  presenting  the  bud- 
get to  Parhament. 
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I'd  Like 

THE 

World 


To  Buy  A 

COKE 

How  Roberto  Goizueta 
shook  up  the  status  quo  and 
created  a  global  powerhouse 


By  David  Greising 

III  195Jt,  Roberto  C.  Goizueta  answered  a  help-wanted  ad- 
vertisement for  a  chemical  engineer  in  a  Havana  newspaper 
cmd  went  to  work  for  TJw  Coca-Cola  Co.  Tlimity-six,  years  lat- 
er, the  Cuhan-honi  executive  triumphed  in  a  bruising  battle 
for  Coke's  top  job.  Named  president  in  May  of  1980  and 
elected  cJiairman  and  chief  executive  10  weeks  later,  Goizue- 
ta had  overcome  long  odds  and  bested  worthy  rivals  to  com- 
mand one  of  the  world's  great  enterprises. 

But  Goizueta  cmild  hardly  afford  to  rest  cni  his  laurels.  The 
company  he  headed  was  mired  in  a  hodgepodge  of  unrelated 
ventures,  from  shrimp  fanning  to  winemaking.  Its  crueial 
bottler  system  uias  badly  decayed,  with  important  markets  left 
in  tlie  }iaiids  of  weak  operators.  There  was  no  strategic  vision, 
and  creativity  was  stifled  by  a  blind  adherence  to  tradition 
and  a  refusal  to  take  risks.  Worst  of  all.  Coke's  stock  Iiad  fidl- 
en  by  half,  a,nd  the  company  was  barely  turning  a  profit. 

Over  the  next  12  months,  in  a  period  of  astonishing  activ- 
ity, Goizueta  set  in  motion  a  series  of  initiatives  tluit  ivould 


set  the  course  for  Coca-Cola  for  the  n<  .>  ^  ;  .  /.  i/,  ,-  From 
time  he  became  chief  executive  until  his  lieuth  in  1997,  Coi 
sales  more  than  quadrupled,  from-  $4  billion  to  $18  billi 
while  its  market  capitalization  ballooned  from  $4.3  billion 
$180  billion,  a  staggering  3,500%  increase.  The  blueprint 
that  record — one  of  Corporate  America's  best — was  larg 
drawn  up  during  Goizueta's  first  months  in  office. 

In  June  of  1980,  Coca-Cola  Co.'s  new  president,  Robe 
C.  Goizueta,  was  eager  to  get  stalled — to  put  his  m; 
on  the  company  and  pull  it  into  the  modem  era.  Goi2 
ta  set  out  fii'st  to  cure  the  soda  company's  most  glar 
problem,  its  troubled  bottling  system.  Next,  he  would  call 
managers  to  Atlanta  and  pui'posefully  shake  them  to  tl" 
roots,  questioning  every  assumption  that  they  held  ab 
the  business.  Only  then  would  Coca-Cola  be  ready  to 
ceive  Roberto  Goizueta's  vision  for  the  future — a  vision  t 
respected  tradition  but  held  notliing  sacred  except  progr( 
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iihin  six  weeks  of  becoming  president,  Goizueta  had  a 
i.atic  plan  for  revamping  Coke's  network  of  bottlers.  The 
chise  system  of  independent  bottlers  created  at  the  tui-n 
le  century  had  served  Coke  well,  allowing  it  to  expand 
inwide  with  a  minimum  of  capital.  But  now  those  opera- 
^  were  in  the  hands  of  thuxl-generation  own- 
inany  of  whom  had  gi-own  complacent  and 
(1  the  capital  to  keep  pace  with  technology 
with  changes  in  theii-  markets, 
oizueta  presented  his  plan  to  15  of  Coke's  top 
estic  bottlers  at  an  all-day  meeting  in  At- 
i.  The  approach,  he  explained,  would  be  one 
lared  responsibility  and  shared  opportunity. 
I  sides  would  have  to  work  hard  to  improve 
'  relationship — and  their  businesses.  He 
lised  a  more  aggressive,  focused,  and  re- 
>i\-e  approach  from  Atlanta  but  also  de- 
ded  that  the  bottlers  get  tougher,  leaner. 


and  more  competitive.  "If  your  sales  decline  for  a  single 
week,  we  want  to  know  why,"  he  said. 

Then,  Goizueta  unloaded  his  most  dramatic  and  far-reach- 
ing news.  It  was  time  to  "refranchise"  the  Coca-Cola  bottling 
system,  he  said.  The  company  intended  to  weed  out  weak  oi> 
erators.  Coke's  recent  purchase  of  its  Atlanta  bottler  and 
an  investment  in  its  New  York  bottler  were  just  the  start  of 
a  broader  progi'am  of  investment.  Coke  bottlers  looking  for  an 
exit  strategy  would  find  a  ready  buyer  in  Corporate  Coke, 
which  planned  to  refurbish  weak  franchises  and  put  them 
back  out  for  sale  to  stronger  members  of  Coca-Cola's  system. 
DRAMATIC  SHIFT.  A  stronger  bottler  system  would  mean 
better  distribution  for  Coke  as  it  battled  Pepsi  in  store  aisles 
and  soda  fountains  across  the  country  and  would  make  the 
bottler's  businesses  more  valuable.  It  was  a  dramatic  cultiu'- 
al  shift  for  Coke  and  a  signal  to  the  bottlers  that  Goizueta, 
whom  many  had  lobbied  against  in  his  struggle  for  the  top 
job,  was  willing  to  enter  into  a  new  paitnership.  Ultimately, 
Goizueta's  plan  would  lead  Coke  to  invest  biUions  as  it  built 
the  best  beverage  distribution  system  in  the  world. 

Bringing  new  discipline  to  the  bottling  system,  though  vi- 
tal to  Coke's  future,  was  relatively  simple  compared  with 
the  vast  cultui'al  changes  Goizueta  would  soon  wi-eak  thi-ough- 
out  the  worldwide  organization.  But  ftrst,  he  needed  to  wrest 
the  last  remaining  power  from  his  mentor,  Robert  W. 
Woodruff,  the  revered  former  chairman  known  simply  as 
"the  boss,"  who  had  saved  the  company  from  bankraptcy 
duiing  the  Great  Depression  and  was  now  its  biggest  share- 
holder. Even  at  age  90,  Wooch-uff  was  able  to  use  allies  on  the 
board  and  his  position  as  head  of  the  poweiful  finance  com- 
mittee to  retain  ultimate  control  at  Coke.  Before  the  Goizue- 
ta era  could  begin.  Coke's  new  leader  knew,  the  Woodniff  era 
had  to  end. 

Goizueta  wasted  no  time.  At  his  first  board  meeting  as 
chairman-elect  in  early  September,  1980,  he  made  a  series  of 
moves  that  brought  the  Coke  board  closer  to  modem  notions 
of  corporate  governance  and  at  the  same  time  expanded  his 
authority.  First,  he  imposed  tlu-ee-yeai"  tenns  for  boaixl  mem- 
bei-s,  eliminating  open-ended  sei-vice.  Then,  he  pushed  tlirough 
a  bylaw  prohibiting  renomination  of  board  members  after 
their  71st  birthday,  an  edict  designed  to  flush  out  Woodruff 
and  his  cronies. 

But  Goizueta's  most  important  move  was  to  seize  control  of 
the  purse  strings  fi'om  the  finance  committee,  the  vehicle 
Woodinff  had  used  to  exert  control  over  the  previous  CEO, 
Paul  Austin.  To  shore  up  Coke's  faltering  operations,  Goizue- 
ta needed  capital,  particularly  borrowed  capital.  He  could 
not  abide  the  committee's  persistent  vetoing  of  pleas  to  issue 
debt.  And  he  did  not  want  it  to  block  a  plan  he  was  devel- 
oping to  reduce  Coke's  impi-udently  high  dividend  payments. 

Goizueta  made  his  move  at  the  September  board  meeting. 
Without  warning  Woodi-uff  in  advance,  Goizueta  proposed 
adding  to  the  finance  committee  the  company's  two  top  ex- 
ecutive officers — himself  and,  very  soon.  Coke 
President  Donald  R.  Keough,  Goizueta's  most 
tmsted  associate.  Woochaiff  missed  the  September 
board  meeting,  and  he  howled  when  he  heard 
10  days  later  that  Goizueta  had  outflanked  him. 
"Not  until  today  did  Mi".  Woodniff  learn  about  the 
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action  taken,"  Woodruffs  assistant,  Joseph  W.  Jones,  wrote  to 
Garth  Hamby,  corporate  secretaiy  "This  is  contrary  to  his 
concept  of  the  function  of  the  finance  committee."  But  the 
rules  were  changed  for  good  and  by  the  spring  of  1981, 
Woodruff  would  drop  off  the  committee  altogether. 

The  flurry  of  activity  with  bottler  buyouts  and  boardroom 
maneuveiing  did  not  mean  Goizueta  was  ignonng  the  nuts 
and  bolts  of  the  company.  Diuing  the  summer  and  eaiiy  fall  of 
1980,  he  roamed  Coke's  headquarters  tower,  peppering  exec- 
utives with  questions  in  wiiat  amounted  to  a  detailed  study  of 
eveiy  aspect  of  Coke's  business.  Goizueta  placed  special  em- 
phasis on  Coke's  financial  intricacies,  grilling  his  subordi- 
nates on  evei-jthing  ft-om  mai'ket  size  to  complex  rates  of  re- 
turn. Given  his  lack  of  sophistication  with  corporate  finance, 
he  was  blessed  that  his  predecessors  had  left  him  an  uncom- 


next  year's  budget.  The  budget  meetings  were  full  of  chei 
leading,  wish  lists,  and  hopeful  promises,  but  there  was  lit 
hard-nosed  planning  and  almost  no  accountability. 

Goizueta  would  have  none  of  it.  Five-yeai*  plans,  he  felt,  w( 
a  waste  of  time.  No  one  could  predict  with  any  accwacy  wl 
the  world  would  look  like  in  five  years.  He  wanted  thi-ee-y( 
plans,  and  he  told  the  executives  that  he  would  hold  thi 
accoimtable  for  meeting  their  thi'ee-year  targets.  He  dem 
ed  that  managers  file  theii'  plans  eaiiy  so  that  he  could  diss 
them.  And  instead  of  waiting  passively  for  headquaitere  to 
tate  the  year's  goals,  each  division  chief  now  had  to  present 
own  brief  and  be  ready  to  defend  it.  "I  want  you  to  tell  : 
what  you  need  to  do  to  exi^and  your  business,  what  kind  of 
ital  you  need  to  do  it,  and  what  kind  of  net  return  you're  go: 
to  get,"  Goizueta  demanded  of  Coke's  17  division  heads. 


POWER  PUY 

Mter  Goizueta 
(second  from 
right)  moved  into 
the  top  spot,  one  of 
his  first  acts  was  to 
dethrone  Robert 
Woodruff  (right),  a 
powerful  board 
member  and  his 


former  mentor 


plicated  balance  sheet,  with  only  $31  million  in  long-term 
debt  at  the  end  of  1979.  Goizueta  knew  enough,  though,  to 
recognize  that  he  could  unlock  the  power  of  Coke's  assets  by 
leveraging  the  balance  sheet. 

'THE  SPANISH  INQUISITION."  As  he  poked  around  Coke's  ex- 
ecutive offices,  turning  over  whatever  rocks  caught  his  eye, 
Goizueta  began  zeroing  in  on  the  ai'eas  wiiere  he  saw  weak- 
nesses, especially  in  the  non-soft-drink  businesses  and  in  ge- 
ographic regions  where  Coke  was  underachieving.  It  was  all 
a  buildup  to  the  battery  of  pointed,  provocative,  and  some- 
times hostile  questions  that  rained  down  on  Coke's  top 
worldwide  executives  during  a  reign  of  interlocutoiy  teiTor 
that  became  known  as  "the  Spanish  Inquisition."  To  those 
who  had  only  heard  about,  but  not  yet  witnessed,  the  im- 
patient and  sometimes  even  abusive  side  of  Goizueta,  the  ex- 
perience was  a  shock.  To  those  who  endured  the  trial,  it  was 
the  first  concrete  sign  that  their  world  was  about  to  change 
forever.  Financial  results  would  count  above  all.  And  man- 
agers would  be  held  responsible  for  whatever  happened  on 
their  watch. 

The  Spanish  Inquisition  started  innocently  enough.  Coke 
executives  fi'om  around  the  world  were  accustomed  to  flying 
into  Atlanta  each  fall  for  a  two-week  business  review.  There 
they  discussed  theu-  five-year  plans  and  were  handed  a  list  of 
objectives  that  coi-porate  managers  had  drawn  up  as  their 


were  sent  back  to  the  drawing  boai'd  to  revise  theu*  ph 
As  Goizueta  immersed  himself  in  Coke's  budgets,  he  foi 
that  the  company's  finances  were  even  weaker  than  he  ] 
feai'ed.  For  years,  no  one  had  focused  on  the  cost  of  capita 
the  economic  return  on  investments.  Handcuffed  by  Wood 
ft-om  boiTowing  money,  Austin  had  used  Coca-Cola  stoclj 
ftiel  an  acquisition  binge.  But  due  largely  to  a  generous 
idend,  the  company's  cost  of  capital  was  mnning  about 
per  year,  more  than  short-teiTn  bank  boiTowings  would 
cost  in  late  1980.  Meanwhile,  except  for  soft  drinks,  nonj 
Coke's  businesses — including  wineries,  water  purificat] 
plastics,  and  foods — were  generating  more  than  10%. 
liquidating  oiu*  business,  boiTowing  money  at  16  [percent] 
investing  it  at  8  [percent].  You  can't  do  that  forever,"  Goi^ 
ta  exclaimed. 

The  horrors  Goizueta  discovered  during  the  Spanish  I 
quisition  were  not  limited  to  Coke's  financial  mismana 
ment.  Strategically,  the  company  was  adrift  as  well.  A^ 
broke  down  Coke's  business  into  its  widespread  compor 
parts,  Goizueta  found  there  was  no  coordination,  no  cer 
planning,  no  strategic  thinking.  In  Europe  alone,  Coke 
pursuing  three  totally  separate  strategies  in  different  c(j 
tries,  pushing  packaging  innovations  in  Belgium, 
extensions  of  Sprite  and  Fanta  in  Germany,  and  bottj 
investment  in  Spain.  "This  company  has  no  sense  of  dil 
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tion  whatsoever,"  Goizueta  declared  at  one  point.  "None." 

Logical  and  methodical  as  ever,  Goizueta  created  a  model 
by  which  he  and  his  managers  could  assess  Coke's  business- 
es. Across  the  top  of  a  sheet  of  paper,  he  named  the  compa- 
ny's operations.  On  the  vertical  axis,  he  listed  what  he  con- 
sidered the  vital  financial  characteristics  of  any  business: 
margins,  rate  of  return,  cash-flow  reliability,  and  capital  re- 
quirements. On  that  basis.  Coke's  concentrate  business — the 
one  on  which  Woodruff  had  built  the  company — proved  a 
winner.  Bottling  was  a  little  less  stellar,  but  still  a  solid  en- 
terprise. Coke's  foods  business  was  further  down  the  line 
because  it  ate  up  huge  chunks  of  capital  and  was  less  pre- 
dictable. Wine,  water,  and  plastics  were  longshots  at  best. 

At  the  start  of  the 
Spanish  Inquisition, 
Goizueta  was  shocked 
to  learn  how  little 
Coke's  managers  knew 
about  the  financial  end 
of  the  business — ironi- 
cally, a  criticism  that 
could  have  been  leveled 
against  him  just  a  few 
months  earlier.  "None 
of  our  operating  execu- 
tives can  read  a  balance 
sheet,"  he  grumbled.  By 
the  time  it  was  finished, 
he  had  taken  them  to 
school  and  issued  one  of 
the  most  far-reaching 
imperatives  of  his 
tenure.  From  that  point 
on,  Goizueta  warned  at 
one  of  the  closing  bud- 
get sessions,  the  corpo- 
ration would  charge  its 
operating  units  a  set 
percentage  for  the  cap- 
ital they  used.  Perfor- 
mance, he  declared, 
would  be  judged  on 
"economic  profit,"  the 
unit's  operating  profit 
after  a  deduction  for 
the  cost  of  capital. 
Strategic  planning 
would  be  taken  serious- 
ly, Goizueta  said,  and  objectives  would  be  met.  "Don't  even 
come  to  us  with  a  project  that  doesn't  yield  more  money  than 
the  cost  of  money,"  he  warned. 

FUTURE  SHOCK.  When  the  executives  limped  away  from  the 
Spanish  Inquisition  and  returned  to  their  posts  around  the 
world,  the  effect  was  both  immediate  and  long-term.  From 
Los  Angeles  to  Kuala  Lumpur,  Coke  managers  reorganized 
the  way  they  ran  their  businesses.  They  stopped  keeping 
excess  inventory  of  syrup  on  hand,  just  in  case  of  an  emer- 
gency. They  quickly  switched  from  stainless  steel  syrup  con- 
tainers to  plastic  and  cardboard,  saving  Coke  a  great  deal  of 
money  in  one  blow.  They  drew  up  detailed  economic  models 
before  laimching  plans  for  plant  expansions  or  other  major  in- 
vestments. "When  you  start  charging  people  for  their  cost  of 
capital,  all  sorts  of  things  happen,"  said  a  satisfied  Goizueta. 

The  change  of  approach  was  desperately  needed.  Profits, 
which  had  grown  13%  a  year  in  the  late  1970s,  had  stopped 
short,  and  forecasts  showed  they  would  be  flat — zero  gain — 


THE  NEW  COKE 

Goizueta's  predecessor  Paul  Austin 
(right)  was  hobbled  by  the 
all-powerful  finance  committee. 
Goizueta  was  determined  not  to 
meet  the  same  fate 


for  all  of  1980.  The  stock  market  certainly  was  aware  of  tj 
troubles.  Coke's  shares  had  fallen  50%  since  their  high  of  $]| 
in  1973.  Performance  in  the  consumer  marketplace  was  i| 
much  better. 

To  have  a  lasting  impact  on  the  numbers  and  on  Co 
corporate  culture,  Goizueta  realized,  he  needed  to  overhaul 
way  Coca-Cola  did  business,  from  the  top  down.  It  would 
a  long  and  difficult  battle  to  mold  Coke  into  a  world-cl 
company  at  every  level.  But  his  job,  as  he  saw  it,  was  to 
Coke  into  the  future — to  shake  up  the  managers  and  m 
them  understand.  The  Spanish  Inquisition  had  set  the  ri 
tone,  creating  a  healthy  understandiiig  of  the  need  for  chan 
But  without  an  overarching  vision,  the  revamping  would  / 

mean   anything.  1] 
next  step  was  to  es" 
lish  the  guiding  p 
pies  that  would  ca 
Coca-Cola  through 
1980s,  and  a  bluep 
for  how  to  implem 
those  principles. 

Two  measures  wo 
set  the  process  in  p' 
First,  Goizueta  wo 
create  a  mission  st 
ment  for  the  comp" 
Then,  he  would  gat 
his   top  managem 
from  around  the  w 
and  make  them  sign 
face  to  face,  to  his 
gram.  Booklets  of  pi 
tudes  had  a  habit 
finding  their  way 
bookshelves  in 
agers'  offices  and  s 
ing  there,  ignored 
useless.  The  folio 
conference  would 
that  from  happenin 
would  give  Goizue 
chance  personally  to 
down  his  vision  and 
law. 

Goizueta  wanted 
mission  statement 
combine  a  broad  vi 
of  Coca-Cola  Co.  for 
next  decade  with  a  set  of  specific  strategic  steps.  He  s 
weeks  bouncing  ideas  off  board  members,  executives, 
consultants — to  the  point  that  Keough  and  others  scrat 
their  heads  at  Goizueta's  obsession  with  such  a  seemingly 
in-the-sky  project.  With  great  fanfare,  he  unveiled  the  r 
at  a  board  meeting  on  Mar.  4,  1981.  Printed  on  brovm  h 
weight  paper,  it  was  titled,  simply,  "Strategy  for  the  1 
The  Coca-Cola  Company."  Those  who  took  it  lightlj',  did 
their  peril.  For  Coke's  new  chief,  a  statement  of  principles 
objectives  was  a  serious  undertaking,  a  compact  with 
futiu-e  that  he  intended  to  keep. 

"Our  Challenge,"  the  statement  opened,  will  be  to 
hance  and  protect  the  Coca-Cola  trademark,  gi^^ng  s' 
holders  an  above-average  return  and  entering  new  busin 
es  only  if  they  can  perform  at  a  rate  substantially  al 
inflation.  "Our  Business,"  Goizueta  wrote,  will  continu 
concentrate  in  soft  drinks,  emphasize  leadership  in  o 
segments,  and  most  likely  expand  into  "industries  in  whicl 
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are  not  today."  Only  market  segments  with  inherent  real 
growth  would  be  attractive.  "Increasing  annual  earnings  per 
share  and  effecting  increased  return  on  equity  are  still  the 
name  of  the  game,"  Goizueta  wrote. 

The  statement  concluded  with  a  broad-based  section  about 
"Our  Wisdom,"  a  set  of  guiding  principles  that  Goizueta  be- 
lieved would  make  Coke  a  leading  company  as  it  entered  the 
final  decade  of  the  20th  century.  As  they  worked  their  way 
into  the  1990s,  Goizueta  wrote.  Coke's  employees  must  con- 
sider "the  long-term  consequences  of  current  actions,"  sacri- 
fice short-term  gains  when  necessary,  adapt  to  changes  in  con- 
sumer tastes  and  needs,  and  become  a  welcome  part  of  every 
country  in  which  Coke  does  business.  Finally,  every  Coke  em- 
ployee   must  exhibit 
"the  capacity  to  control 
what  Ls  controllable  and 
the  wisdom  not  to  both- 
er [with]  what  is  not." 

The  Spanish  Inquisi- 
tion had  proved  Goizue- 
ta was  prepared  to 
launch  the  kind  of  guer- 
rilla warfare  needed  to 
take  Pepsi  by  the 
throat,  regain  leader- 
ship in  all  segments, 
and  squeeze  the  poten- 
tial out  of  the  farthest 
reaches  of  Coke's  vast 
system.  The  mission 
statement  showed  that 
Goizueta  was  also  a 
high-minded  corporate 
philosopher. 

Coca-Cola's  top  man- 
agers got  their  intro- 
duction to  the  mission 
statement — and  to  an 
unambiguous  agenda  for 
the  Goizueta  years — at 
a  conference  in  Palm 
Springs,  Calif.,  in  April 
of  1981.  It  is  customary 
at  big  companies  for 
new  executive  teams  to 
invite  their  elite  man- 
agers for  a  retreat,  as  a 
way  to  kick  off  the  new 

regime.  It  is  not,  however,  typical  to  open  the  session  with  a 
harsh  kick  in  the  pants,  strong  enough  to  shake  up  even 
the  old-timei-s  waiting  to  collect  their  gold  watches.  But  after 
the  Spanish  Inquisition,  Coke's  management  corps  knew  not 
to  expect  the  predictable  from  Goizueta.  Even  so,  no  one 
could  have  anticipated  the  fusillade  that  awaited  them  in 
Palm  Springs. 

"NO  SACRED  COWS."  To  those  who  listened,  the  broad  outlines 
of  the  Goizueta  era  were  laid  out,  loud  and  clear.  In  his 
opening  remarks,  Goizueta  announced  that  a  period  of  rapid 
change  was  about  to  take  place  at  Coca-Cola,  and  the  40 
executives  in  attendance  had  better  be  ready.  "Those  who 
don't  adapt  will  be  left  behind  or  out — no  matter  what  level 
they  are,"  he  warned.  As  aides  passed  out  copies  of  "Strate- 
gy for  the  1980s,"  Goizueta  warned  everyone  not  to  mistake 
the  mission  statement  for  corporate  puffery.  "Don't  take  it 
lightly,"  he  said. 

The  new  chairman  made  it  clear  that  nothing  at  Coke 


CLASSIC  COMBO 

Goizueta  and  Coke  President  Donald 
Keough  teamed  up  to  drag  company 
managers  into  a  new  era,  making 
them  responsible  for  setting  their 
own  goals-and  meeting  them 


was  so  sacred  it  could  not  be  sacrificed  for  the  greater  g(  i 
of  the  company,  and  he  laid  waste  to  some  of  Coke's  nut 
cherished  myths.  If  Coke's  executives  wanted  to  see  won- 
class  marketing,  he  said,  they  should  look  at  Procter  &  Gai- 
ble  Co.,  not  Coca-Cola.  The  distribution  system  needeca 
face-Uft.  People  needed  to  take  bold  risks  to  survive.  (' 
cocting  soda-pop  formulas  and  processing  orange  juice  di<  1 
amount  to  world-class  technical  strength.  And  the  culti! 
complacency  must  change.  "The  only  company  that  conlii 
to  enjoy  success  is  the  company  that  keeps  strugglinj: 
achieve  it,"  Goizueta  said. 

Goizueta's  concluding  passage  was  filled  with  portent.  "  I 
to  give  you  an  example  that  there  are  no  sacred  cows,"  h< 

gan,  "let  me  assu)-f  } 
that  such  things  as 
reformulation  of  any 
al!  of  our  products  v 
not  stand  in  the  w ; 
of  seizing  a  real  or  |  ■ 
ceived  market  a<r 
tage  from  a  compi'i 
"The  days  are  goi 
which  an  inflexibl< 
herence  to  a  sacre(i 
will  ever  give  ren* 
impetus  [to]  or  brea 
life  into  a  competit 
Goizueta  swore.  In 
er  words,  the  dayl 
New  Coke  was  notf 
away. 

Though  known 
within  Coke  as  a 
ing    and  uninspi 
speaker,  Goizueta 
galvanized  his  exe 
tives.  He  built  on 
by  using  the  five 
of  the  conference  to  I 
it,  one  by  one, 
every  one  of  his 
managers.  "Now  w^ 
got   a  compact," 
would  say,  after 
told  him  they  agr 
with  his  plans.  At 
conclusion  of 
conference,  Goizi 
shared  quiet  words  with  the  managers  as  the  session  br 
up.  They  looked  apprehensive,  uncertain  about  the  future] 
he  finished,  the  chief  executive  turned  to  a  colleague. 
Goizueta  said,  "we're  off  to  a  start." 

In  fact,  the  conference  in  Palm  Springs  marked  a  c^ 
break  with  Coca-Cola's  past.  But  the  wrenching  char 
that  Roberto  Goizueta  imposed  in  his  first  year  as  hea  i 
the  nation's  biggest  soft-drink  company  were  just  the 
ginning.  Mistakes,  such  as  the  purchase  of  a  Hollyw  ii 
studio  and  the  introduction  of  New  Coke,  still  were  ahea  t 
him,  but  so  were  triumphs,  such  as  Coke's  invasion  of  E 
em  Europe  and  the  reinvention  of  Coke's  marketing  str 
gies.  The  basic  principles  that  Goizueta  outlined  in  those 
ly  days  prepared  Coke  to  rack  up  one  of  the 
impressive  records  of  shareholder  returns  in  U.  S.  corpo 
history,  and  enabled  him  to  transform  Coca-Cola  f  r 
a  sleepy  Southern  soda  maker  into  a  global  marke  s 
powerhouse. 
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RIVALRIES 


GERMANS 

IN  THE  FAST  LANE 

Mercedes  and  BMW  are  gunning  for  U.S.  luxury-car  rivals 


The  U.  S.  luxiuy-veliicle  mai'ket  has 
pretty  well  stalled  these  days. 
Sales  ai'e  expected  to  grow  a  scant 
4%  over  the  next  two  years.  But 
around  the  New  Jersey  offices  where 
both  Mercedes-Benz  and  bmw  have  their 
American  headquarters,  optimism 
reigns.  Flush  with  success  ft'om  record 
sales  in  1997,  the  German  auto  makers 
are  loading  up  for  a  product  blitz.  Mer- 
cedes has  a  flashy  new  convertible,  a 
souped-up  version  of  its  M-class  sport- 
utility,  a  revamped  line  of  large  sedans, 
and  maybe  a  luxury  minivan  on  the 
way.  BMW  is  geaiing  up  for  the  launch  of 
a  new  version  of  its  popular  3-series 
sedans  this  fall,  and  has  a  hybrid  sport- 
ute  debuting  in  1999.  "We're  going  to 
keep  pushing,  no  matter  what,"  says 
Victor  H.  Doolan,  president  of  BMW  of 
North  America  Inc. 

The  swagger  is  back  at  bmw  and 
Mercedes.  It  has  been  a  remarkable 
dual  turnaround  for  the  Gei'man  com- 
panies, whose   

U.  S.  sales  liit  rock  BMW'S  DOOLAN: 
bottom  in  1991  in  "We're  going  to 
the  face  of  a  sue-  keep  pushing" 
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cessful  onslaught  by  Japanese  luxury 
brands.  But  they  have  since  left  rivals 
behind  in  the  slow  lane.  Bolstered  by  a 
stable  of  new  products  and  aggi^essive 
marketing  campaigns,  BMW  and  Mer- 
cedes again  I'ank  as  the  hottest  luxuiy 


MERCEDES'  brands  in  the  U. 

JACKSON:  A  Indeed,  bo 

minivan  next?         BMW  and  Mercec 

have  plenty 
room  to  boast.  They  ended  1997  in 
dead  heat  for  preeminence  among  lux 
ry  import  brands,  with  bmw's  sales 
122,500  vehicles  edging  out  Merced' 
122,417.  And  in  a  luxury-car  mark 
that  gi-ew  just  6%  from  1991  to  19' 
BMW  sales  soared  130%,  while  Mercec 
rose  83%.  That  has  allowed  the  G( 
man  brands  to  leapfi-og  past  their  t 
two  Japanese  rivals,  Lexus  and  Acm 
BACKLASH.  What's  more,  if  BMW  a 
Mercedes  keep  accelerating,  they  coi 
roai"  past  the  faltenng  U.  S.  mai'ket  leM 
ers,  General  Motors'  Cadillac  Div.  a 
Ford's  Lincoln  unit,  within  the  next  fl 
years.  "Cadillac  and  Lincoln  ai-e  defini 
ly  on  the  defensive,"  says  Susan  Jaco 
an  independent  auto  analyst  in  Ruth 
ford,  N.  J.  Lincoln's  cai'  sales  slipped 
last  year,  to  139,540.  Even  with  an 
new  entiy-level  cai',  the  Catera,  CacUllf 
sales  rose  just  7%-,  to  182,624.  Lino 
is  bringing  out  a  small  luxuiy  car  t: 
fall,  and  Cadillac  is  banking  on  a 
designed  DeVille  in  1999.  But  few 
pect  those  additions  to  be  strong  enou| 
to  slow  the  GeiTnans'  momentum. 

Competitors  now  hold  Mercedes 
BMW  up  as  the  standard  to  beat.  "Tl 
have  clearly  refi-amed  the  luxury  m| 
ket,"  says  John  F.  Smith,  general  m; 
ager  of  gm's  Cadillac  Div.  "I  th 
they've  been  much  more  responsive  t| 
variety  of  consumer  tastes."  That's  j 
the  opposite  of  the  reputations  bmw  i\ 
Mercedes  earned  at  their  low  poin 
1991.  Back  then,  the  pair  admitte 
lost  touch  with  consumers.  They  p| 
the  price:  Sales  bottomed  out  at  53,;| 
vehicles  for  [;mw  and  58,869  for  W»- 


HOW  TO  IMPLEMENT  A  VIRTUAL 

PRIVATE  NETWORK  WITHOUT 
A  VIRTUAL  VENDOR  NETWORK. 


Choose  one  from  Column  A  and  one  from  Column  B. 


Or  simply  choose  C. 


COMMUNICATIONS 

Sprint 
UUNET 
AT&T 
Digex 


PROFESSIONAL 
SERVICES 

Cambridge  Technology  Partners 
EDS 

Andersen  Consulting 


VIRTUAL  PRIVATE 
NETWORK 

Icon  CMT  Corp. 

•  Fully  redundant  nationwide,  tier-one 
communications  infrastructure 

•  Dial-access  at  speeds  up  to  56Kbps 
and  ISDN  in  92%  of  U.S.  calling  areas 

•  Security  -  firewall /encryption 

•  Web  design  and  management 

•  Service  level  guarantees 

•  Engineering  of  legacy  application 
migration  to  the  web 


'  Eventually  all  the  communications  and  professional  services  companies  will  be  selling  you  the  advantages  of  switching  from  a 
private  network  to  a  VPN.  What  they  will  not  tell  you  is  that  it's  going  to  take  you  a  whole  network  of  vendors  to  put  together  the  kind 
of  VPN  a  large  business  needs  to  realize  those  advantages.  Unless  you're  talking  to  Icon  CMT  Corp.,  the  ISP  with  all  the  resources  to 
actually  deliver  on  the  VPN  promise. 

Icon  CMT  has  integrated  a  tier-one  nationwide  communications  infrastructure,  advanced  security  and  performance  technology, 
and  the  professional  services  support  necessary  to  deliver  and  maintain  large,  efficient  VPN  solutions. 

In  addition  to  offering  guaranteed,  high  performance  dedicated  access  for  connecting  office  users  to  the  VPN, 
Icon  CMT  also  offers  nationwide  dial-access  at  speeds  up  to  56Kbps  and  ISDN  in  92%  of  calling  areas,  so  your  users 
can  access  your  VPN  from  almost  anywhere,  at  local  call  cost.  And,  with  over  150  engineers  on  staff.  Icon  CMT  will 
design,  develop,  deploy,  and  manage  your  VPN  solution  end-to-end. 

How  many  vendors  will  it  take  to  implement  a  VPN?  One. 
If  it's  the  right  one.  Call  us  today  at  1-800-ASK-ICON  or  visit  our 
website  at  www.icon.com, 

TM  and  ©  1998  Icon  CMT  Corp.  All  fights  reserved 
All  other  tradenames  and  trademarks  are  the  propertv  of  their  respective  owners 
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cedes — clown  45%  and  41%,  respectively, 
from  their  high  five  years  earlier.  "The 
key  issue  then  was  to  survive,"  says 
Michael  Jackson,  pi'esident  of  Mercedes- 
Benz  of  North  America. 

HMW  suffered,  in  pait,  fi'om  a  backlash 
against  its  yuppie  image  of  the  1980s, 
when  "Beemers"  were  the  car  of  choice 
for  nouveau-riche  stockln'okers  and  in- 


vestment bankers.  They  were  known  foi' 
peifoiTTiance,  style,  and  such  expensive 
maintenance  that  the  brand  s  nickname 
was  Break  My  Wallet.  "The  quality  was 
always  good,  but  maintenance  was  a 
huge  issue,"  says  Steve  Tliomas,  a  BMW 
dealer  in  Camarillo,  Calif.  "You'd  spend 
$40,000  for  the  cm;  and  a  couple  of  thou- 
sand dollars  a  year  to  keep  it  on  the 
road."  Mercedes,  on  the  other  hand,  was 
known  as  safe,  reliable,  exceptionally 
well-engineered — and  dull. 

In  other  words,  both  companies  were 
ripe  for  the  picldng.  That's  exactly  what 
the  Jajjanese  auto  makers  set  out  to 
do,  starting  with  Honda's  Acui'a  brand 
in  198()  and  followed  by  Toyota  with 
Lexus  and  Nissan  with  Infiniti  in  1989. 
The  Japanese  iuxuiy  models  had  ft-esh 
styling,  topped  the  quality  charts,  and 
were  priced  significantly  lower  than  the 
competing  hmw  and  Mercedes  cars. 

The  way  consumer's  flocked  to  the 
upstarts  humbled  the  Germans.  "We 
thought  we  couldn't  be  touched  by 
them,  that  we  were  superior,"  says 
British-bom  Doolan,  who  joined  BMW  20 
years  ago  and  has  headed  its  U.  S.  sales 
operations  since  199o.  "There  was  a  de- 
gTee  of  complacency,  maybe  even  arro- 
gance." Tlie  attack  came  as  the  dollar 
was  falling  against  the  Gennan  mark, 
pushing  up  prices  of  BMW  and  Mercedes 
models.  When  Toyota  introduced  its  LS 
400  for  $35,000  in  1989,  the  cheapest 
BMW  7-series  sedan  cost  $55,000,  and  a 
Mercedes  :!0()SK  sold  for  $5(j,000.  "Cer- 
tainly, the  Japanese  did  theii'  homework, 
and  we  were  vulnerable,"  says  Jackson, 
a  foi'mei'  Mercedes  dealer  who  became 
president  last  year.  "We  had  to  change." 

Their  problems  were  all  too  appar- 
ent: bloated  prices,  antiquated  dealer 
networks,  and,  most  important,  a  lack  of 
hot  new  cars.  Both  slashed  prices  across 
the  boaixl  on  existing  products  and  held 
down  costs  on  new  models  by  opening 


theii*  fii'st  assembly  plants  in  the  U.  S. 
They  pressm-ed  dealers  to  catch  up  to 
Lexus'  standards  for  sales  and  service. 
BMW  started  a  program  that  covered 
routine  maintenance  foi'  a  three-year 
period,  for  example. 

The  toughest  challenge  was  to  ener- 
gize the  tired  lineups.  Mercedes  brought 
out  two  new  C-class  midsize  sedans  in 
1994  and  followed  up  with  re- 
designed E-class  full-size  sedans 
and  wagons  two  yeai"s  later.  Both 
new  models  were  sportier,  with- 
out a  matching  piice  hike.  Mer- 
cedes ventured  further  into  new 

As  German  Luxury 
Cars  Race  Ahead... 


U.S.  SALES  GROWTH,  1991-1997 

BMW 

+m% 

MERCEDES-BENZ 

-f83 

VOLVO 

+34 

LEXUS 

+28 

CADILLAC 

-14 

LINCOLN 

-22 

ACURA 

-26 

BUICK  -48 

OLDSMOBILE 

-61 

OVERALL 

+6 

...Their  Market  Share 

Nearly  Doubles 

U.S.  LUXURY-CAR  MARKET  SHARE 

1991  1997 

CADILLAC 

19%  15% 

LINCOLN 

16  11 

BMW 

5  10 

MERCEDES 

5  9 

ACURA 

12  9 

lEXUS 

6  7 

VOLVO 

6  7 

BUICK 

12  6 

OLDSMOBILE 

6         2  - 

OTHER 

13  24 

American  product — a  luxury  miniv;;. 

BMW  has  matched  Mercedes  proilit 
for  product.  It  radically  redesigned  i 
3-series  sedans  in  1991  and  made  tli  i 
more  affordable  to  yoimger  buyers.  ( ' 
rently,  it  offers  seven  versions  of 
ries  models,  ranging  in  base  price  i'r 
$21,960  to  $42,070.  Another  update 
for  this  fall  has  already  received  r: 
reviews  from  the  automotive  press,  i; 
also  rolled  the  fii'st  Z3  roadsters  oiil 
its  new  Spartanburg  (S.  C.)  factoi'v 
1996.  And  next  year,  BMW  will  iiit 
duce  a  "sports-activity-vehicle," 
scribed  as  a  hybrid  of  an  suv  an( 
performance  sedan. 
CACHET.  Even  as  the  Germans 
proved,  they  got  a  big  break  from 
unexpected  coi'ner:  Toyota  and  the  < 
er  Japanese  camiakers  seemed  to  fnr 
what  had  put  them  on  the  map  in 
fii'st  place.  Lexus,  for  example,  liit 
mai'ket  initially  with  less-expensive  ■ 
that  mimicked  Mercedes  styling.  I  !ui 
Mercedes  and  bmw  got  nimble  and  i 
down  prices,  Lexus  and  other  Jaitan 
bi'ands  liiked  prices  to  boost  profits 
promptly  lost  their  edge.  They  li 
since  tightened  their  belts  by  five/ 
and,  in  some  cases,  cutting  prices. 

But  those  moves  have  come  ton 
to  prevent  BMW  and  Mercedes  fi-on 
capturing  the  hearts  of  many  lux 
buyers  with  their  new  lineups.  I 
Basse,  an  engineer  from  Port  Huem 
Calif.,  recently  traded  in  an  Acur:i 
for  a  BMW  Z3.  "The  Z3  is  more  s]h 
more  fim,"  says  Busse.  "bmw  alsn 
more  cachet  than  a  Japanese  bi'and. 
Lincoln  or  Cadillac." 

That's  a  message  the  German  pa  : 


DATA  WARD'S  AUTOMOTIVE  REPORTS 

territory  last  year  with  the  slk  two- 
seat  roadster  and  the  clk  luxmy  coupe. 

An  even  bigger  gamble  came  with 
the  introduction  last  year  of  Mercedes' 
first-ever  sport-utility  vehicle,  the  M- 
class,  built  at  the  company's  new  fac- 
tory outside  Tuscaloosa,  Ala.  It  has 
been  a  nmaway  hit,  with  21,000  vehi- 
cles sold  in  the  fu-st  six  months.  Some- 
time later  this  year,  Mercedes  execs 
will  decide  whether  to  stretch  their 
brand  even  fiu'ther,  to  cover  a  uniquely 


MERCEDES- 
BENZ  ML  430 
SPORTS 
VEHICLE  , 


also  trying  to  hammer  home  in  t^i 
advertising.  In  a  new  Mercedes  ad  ii; 
paigTi  featming  its  suvs,  for  exaii 
actors  dressed  as  executives  and  < 
neers  sing  and  dance  to  a  1950s-er;i 
beat.  "I  love  my  Benz  now,"  crodi; 
Elvis-like  exec.  The  one-word  tag 
"Fun."  So  far,  the  message  seems  l 
resonating  with  Mercedes  buyers, 
the  most  reliable  ciU'  on  the  road,  bi 
image  is  hipper  than  before,"  says 
Adams,  a  TV  newswoman  from  ?. 
ton,  N.  J.,  and  owner  of  a  C-class  si 
Of  course,  the  German  compel 
are  not  doing  eveiything  in  lockstei . 
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You  can't  rush  perfection. 


0 


STAR  ALLIANCE 

1  The  airline  network  for  Earth. 


It  takes  time,  nurturing,  and  cutting  edge 
technology.  Lufthansa  is  crafting  a  new, 
innovative  service  concept  for  our  First 
and  Business  Class  travelers.  The  future 
of  air  travel  is  coming  soon.  And  it's  a  very 
beautiful  thing. 


FIv  on  Lutthansa  o,  our  global  partner  United  Airlines 
and  you  can  accrue  or  redeem  miles  m  either  Lufthansa 
Miles  &  More®  or  United  Mileage  Plus?  in  accordance 
with  the  terms  and  conditions  of  the  programs. 
www.lufthansa-usa.coin 


The  Corporations 


their  rivalry  has  intensified,  executives  of 
both  Mercedes  and  BMW  have  begun  to 
snipe  at  the  other's  accomplishments.  Be- 
fore a  speech  in  Detroit  in  January,  Jur- 
gen  E.  Schrempp,  chairman  of  Mercedes' 
parent  Daimler  Benz,  suggested  that 
BMW  may  have  manipulated  its  1997  U.  S. 
sales  figures  to  beat  Mercedes'  numbers. 
"They  reported  their  sales  after  us, 
right?"  Schrempp  said  with  a  smile.  "The 
point  is,  if  we  say  our  sales  were  122,780, 
they  would  say  they  had  122,781."  Re- 
torts Doolan:  "If  it's  a  sales  race,  let's 
make  it  a  level  playing  field.  If  we  in- 
clude [BMW-owned]  Land  Rover  trucks, 
we  beat  them  144,000  to  122,000." 

And  even  as  the  Germans  enjoy  their 
resurgence,  rivals  are  hardly  giving  up. 
gm's  Cadillac  unit  is  entering  the  luxury 
sport-utUity  fray  with  the  Escalade,  due 


out  this  fall.  Lincoln  will  court  baby 
boomers — and  potential  C-class  and  3-se- 
ries  buyers — with  its  own  midsize  luxu- 
ry cars,  the  LS6  and  LS8.  The  so-called 
Baby  Lincobis  come  out  this  fall,  with 
expected  price  tags  around  $30,000. 

So  far,  the  Japanese  brands  have  yet 
to  mount  an  effective  response.  Lexus  is 
bringing  out  a  carlike  suv  called  the 
RX300,  aimed  directly  at  the  M-class.  In 
a  market  that's  largely  product  driven, 
however,  more  will  be  needed.  "The 
Japanese  counterpunch  hasn't  occurred 
yet,"  says  John  Casesa,  an  auto  analyst 
with  Schroder  &  Co.  in  New  York. 

With  the  market  expected  to  slow, 
however,  virtually  all  the  luxury  brands 
are  holding  the  line  on  price  hikes.  That 
means  competition  is  likely  to  get  a  lot 
tougher.  But  the  German  duo  is  expect- 


ed to  continue  to  grab  new  buyer 
"BMW  and  Mercedes  are  riding  the  wa 
right  now,"  says  Lincoln  Merrihew,  , 
analyst  with  J.  D.  Power  &  Associates 
Agoura  Hills,  Calif. 

Mercedes  and  BMW  executives  vc 
that  complacency  will  never  creep  ir 
their  companies  again.  Still,  the  sur 
in  sales  will  level  off,  says  Diet 
Zetsche,  a  managing  director  of  Dai 
ler  Benz.  "You  will  not  see  continuj 
30%  growth  rates,"  he  says.  Helrr 
Panke,  a  BMW  managing  direct 
agrees.  "When  you  get  to  the  top  i 
Mt.  Everest,  you  have  to  take  a  dej 
breath,"  he  says.  For  two  compan 
that  have  been  to  the  brink,  it's 
markable  enough  that  they're  on  t 
top,  looking  down. 

By  Bill  Vlasic  in  Detyi 
4r 


THE  RAGE  MOVES  TO  THE  CHAMPAGNE  GIRGUIT 


With  BMW's  apparent 
winning  bid  for  Rolls- 
Royce  Motor  Cars 
Ltd.  in  late  March,  the  long- 
simmering  rivalry  between 
BMW  and  Mercedes-Benz 
grew  even  fiercer.  The 
booming  German  auto  mak- 
ers are  now  poised  to  roar 
into  the  ultraluxury  end  of 
the  market.  This  time,  the 
battle  is  about  more  than 
just  sales:  It's  also  over 
image  and  pride.  Each  wish- 
es to  claim  it  is  the  world's 
most  prestigious  carmaker. 

Munich-based  bmw  agreed   

to  pay  $570  miUion  for  the  fabled 
British  luxury  marque,  beating  out 
Volkswagen  and  others,  vw  may  ajH 
peal  directly  to  shareholders  of  Vick- 
ers  PLC,  v/hich  has  owned  Rolls  for 
17  years.  But  bmw,  which  supplies 
30%  of  the  parts  for  RoUs's  new 
models,  is  Ukely  to  prevail.  If  BMW's 
deal  sticks,  the  investment — roughly 
the  cost  of  developing  a  top-end  lux- 
ury-car line  from  scratch — will  give 
it  a  strong  head  start  in  a  segment 
where  prices  start  at  $220,000.  Mer- 
cedes will  have  to  hustle  to  catch  up. 
It  is  close  to  approving  production  of 
a  super-luxury  car,  the  Maybach,  but 
the  model  is  at  least  three  years 
from  the  market. 

Still,  the  acquisition  is  hardly  risk- 
free  for  BMW.  'To  make  it  pay  off,  the 
carmaker  must  rev  up  performance 
at  Rolls,  which  only  recently  became 


CELESTIAL  COSTS:  Rolls's  $255,000  Silver  Seraph 


profitable  again  after  years  in  the 
red.  But  efforts  to  make  RoUs  more 
efficient  could  damage  the  brand's 
British,  burled-wood-and-leather  im- 
age. Bemd  Pischetsrieder,  BMW's 
chairman,  says  he  plans  to  gingerly 
steer  his  new  acquisition.  Production 
of  Rolls  cars  will  remain  in  the 
English  Midlands  town  of  Crewe. 
And  Pischetsrieder  agreed  to  allow 
Rolls-Royce  PLC,  the  jet-engine  man- 
ufacturer that  stUl  controls  the  RoUs 
name,  to  name  one  outside  director. 

BMW  wiU  also  have  to  tread  care- 
fully so  it  doesn't  undermine  Rolls's 
high-end  appeal  as  it  invests  up  to 
$1.7  bUhon  over  the  next  decade  to 
broaden  RoUs's  lineup.  The  just-in- 
troduced, $255,000  Silver  Seraph  will 
be  joined  by  smaller  Rolls  and  Bent- 
ley  models  that  could  start  around 
$110,000.  The  new  models  could 


share  engines  and  other  ma- 
jor components  with  cars 
such  as  BMW's  5-series,  hold- 
ing dovm  Rolls's  costs.  Exte- 
rior styling  and  handcrafted 
interiors,  though,  would  re- 
tain their  Rolls  character. 

The  Rolls  deal  highlights 
how  differently  the  two  Grer 
man  carmakers  have  broad- 
ened their  offerings.  BMW's 
strategy  has  been  to  pur- 
chase existing  companies 
where  possible.  It  nabbed 
Britain's  Rover  Group  Hold 
ings  PLC,  with  its  Range 
Rover  sport-utility  vehicles, 
in  1994  for  $12  billion.  The  approad 
has  allowed  BMW  to  enter  new  seg- 
ments more  quickly  than  Stuttgart' 
based  Mercedes,  which  has  preferre< 
to  develop  new  products  in-house, 

It's  not  yet  clear  which  tactic  wil 
prove  more  profitable,  bmw  has  had 
difficulty  digesting  Rover,  which 
company  officials  admit  may  not 
move  into  the  black  by  2000  as 
planned,  in  part  because  of  a  stronj 
British  pound.  Rolls  could  hit  simi- 
lar potholes.  The  company,  which 
earned  $45  milUon  on  sales  of  $500 
million  in  1997,  currently  builds  on] 
about  1,800  cars  a  year.  That  volun 
can  plunge  by  half  during  weak  ec( 
nomic  times.  And  if  BMW  misfires 
with  new  models,  Mercedes  will  be 
poised  to  take  advantage  of  its  old 
adversary. 

By  David  Woodruff  in  Muni 
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His  young  life  has  already 
been  a  roller-coaster 
ride.  Now,  it's  about  to  get 
really  interesting 

By  Steve  Hamm 

It  was  like  a  slow-motion  train  wreck.  Marc  An- 
dreessen, 26-year-old  co-founder  of  Netscape  Com- 
munications Coi-p.,  was  basking  in  last  Decembei-'s 
post-holiday  glow  when  troubling  reports  began  trick- 
ling in  from  Netscape's  sales  force.  Instead  of  the  big 
numbers  he  had  hoped  for,  each  report  was  more  dis- 
coui-aging  than  the  last.  Corpoi-ate  customers  just 
weren't  buying  Netscape  software  fast  enough. 
By  late  Januaiy,  the  full  extent  of  the  damage  was  cleai-.  Be- 
cause of  a  huge  fouith-quartei'  revenue  shortfall,  the  company 
that  had  nearly  turned  the  computing  woi-ld  upside  down 
would  report  an  $88  milhon  loss  and  fb-e  400  of  its  3,200  em- 
ployees. The  news  was  so  bad  that  analysts  began  to  question 
the  Mountain  View  (Calif.)  company's  ability  to  sui-vive. 

What  had  happened  to  Mai-c  Andreessen's  charmed  hfe?  It 
was  only  foiu-  years  ago  that  this  big,  apple-cheeked  pro- 
gi-amming  wliiz  kid  left  college  m  the  Midwest  and  anived  m 
California  seeking  fame  and  fortune.  With  theu-  Web  browser, 
Andreessen  and  his  Netscape  cohoits  launched  the  Internet 
gold  i-ush.  And,  thanks  to  the  company's  initial  public  offering, 
his  net  worth  soared  to  $171  million.  At  just  24,  he  ap- 
peared— barefoot  and  wearing  a  crown — on  the  cover  of 
Time.  Hyped  as  the  next  Bill  Gates,  he  became  a  model  for 
evei-y  brainy  kid  who  dreamed  of  striking  it  rich  on  the  Net. 
"He's  the  icon  for  liis  20s  generation — ^just  as  Gates  is  for  his 
generation,"  says  Eric  Schmidt,  CEo  of  Novell  Inc. 

But  Anch-eessen  has  a  problem.  Gates  has  ali'eady  chosen  the 
next  Bill  Gates,  and  it's ...  Bill  Gates.  Not  content  just  to  be 
king  of  the  PC  realm.  Gates  set  out  two  yeai-s  ago  to  rule 
the  Internet,  too.  Indeed,  his  move  to  give  away  much  of  Mi- 
ci-osoft  Corp.'s  Internet  software  is  working  so  well  that  it 
threatens  to  level  Netscape.  Nor  has  a 
HOMEBODIES  convincing  coimterattack  been  moimt- 

Andreessen  and     f  ^.V  Netscape^  "I  give  them  an  A 
^        ,  for  puttmg  together-  a  sohd  technology 

fiancee  Elizabeth  strategy,"  says  Dan  Lynch,  an  investor 
MAi»n  rlrtfo  f\n  Net  startups.  "But  unfortunately 

nom  aoie  on  ^^^^     ^+  j       ^^^^  ^^^^ 

Claiborne  appreciated  the  lengths  to  which  Mi- 

and  MilO  crosoft  would  go  to  cmsh  them." 

Now,  Andreessen  is  in  the  fight  of 
his  yoimg  hfe.  No  longer  the  hot  new 
programming  immderkind,  he  has  been  forced  to  grow  up 
fast.  Dui-ing  his  brief  tenure  in  Silicon  Valley,  he  has  leanied 
just  how  quickly  fortunes  can  change  in  his  cut-tlu-oat  industry. 
Now,  he  needs  to  prove  himself  all  over  again — and  the  com- 
pany's fate  rests  in  part  on  Ms  ability  to  i-emake  himself  as  a 
more  mature,  market-savvy  manager. 

Tlu-ough  most  of  Netscaije's  eai-ly  days,  Anch-eessen  occupied 
the  i-elatively  insulated  and  cushy  post  of  chief  technology 
officer.  But  as  its  troubles  moimted,  Andreessen  was  promot- 
ed last  July  to  executive  vice-president  in  chai-ge  of  Netscape's  \ 
1,000-person  product-development  group.  The  move  gives  him  \ 
a  crucial  role  in  the  company's  battle  for  survival.  Today,  he's  ; 
in  charge  of  making  the  hai-d  product  choices  i-equired  for  ; 
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Netscape  to  regain  momentum.  "Marc  is  extremely  important 
to  the  success  of  the  company,"  says  Netscape  ceo  James  L. 
Bai'ksdale.  "He  has  assumed  a  much  bigger  role,  and  we're  de- 
pending on  him  to  get  the  products  out." 

It's  a  big  job,  and  it  falls  to  Andreessen  after  an  awkwai'd 
and  troubling  period.  A  year  ago,  as  the  company's  cto  and 
resident  visionai-y,  he  felt  sidehned  by  his  absence  of  direct 
management  responsibilities.  Although  deadlines  were  slipping 
and  quality  problems  had  crept  into  new  products,  An- 
dreessen says  he  lacked  the  authority  to  get  his  ideas  for 
change  across  to  managers.  At  one  point,  he  was  so  discoui-- 
aged  he  could  barely  drag  himself  out  of  bed  before  noon. 

But  Barksdale  was  convinced  Netscape  still  needed  An- 
dreessen's technical  vision — and  he  took  a  chance  by  moving 
him  into  a  post  that  would  again  make  Andreessen  central  to 
the  company.  Whether  the  move  will  help  fix  Netscape  re- 
mains to  be  seen.  But 
Andreessen  has  ral- 
lied: He  insists  he's 
more  committed  than 
evei'  to  saving  Netscape  from  the  maw  of  Microsoft.  "I  know 
what  I'm  doing  now  has  a  puipose  and  will  have  results,"  he 
says.  "I'm  in  a  role  to  do  that.  I  wasn't  before." 

The  shift  comes  at  a  time  of  stiff  challenges  for  the  ado- 
lescent company.  Though  revenues  have  raced  to  $5:>4  million 
in  the  past  year's,  Netscape's  share  of  the  browser  mai-ket 
has  dvdndled  fi-om  80%  to  about  60%.  Meanwhile,  Mici-osoft's 
share  has  zoomed  from  5%  to  40%.  Netscape  lags  in  the 
corporate  E-mail  business,  and  it  faces  fierce  competition 
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from  giants  such  as  Microsoft  and  IBM  in  key  mai'kets  such 
software  for  Web  sites  and  E-commerce.  It's  no  wonder  tl 
many  analysts  say  Netscape  would  be  better  off  selling  out 
a  bigger  player — such  as  Sun  Microsystems  Inc.  or  IBM. 

Does  Andreessen  have  the  fii-e-in-the  belly  commitment 
a  Michael  Dell  or  the  sm-vival  instincts  of  an  Andy  Gro\ 
Perhaps,  but  he  seems  to  be  hedging  his  bets.  He  says  thalf 
Netscape  were  sold,  it  wouldn't  be  so  bad- — if  the  buy 
were  a  company  that  shares  its  goals.  And  in  Februai-y, 


MARC  ANDREESSEN'S  INTERN 


SEPTEMBER,  1989 

Leaves  home  to  attend 
undergraduate  school  at 
the  University  of  Illinois 
at  Urbana-Champaign. 

JANUARY,  1992  Begins 
a  $6-an-hour  software 
programnning  job 
at  the  National  Center 
for  Superconnputing 
Applications. 

NOVEMBER.  1992  Starts 
working  on 
a  World 
Wide  Web 
browser, 
Mosaic, 
with  co- 
worker Eric 
Bina.  The 
software  program 
paves  the  way  for 
opening  the  In- 
ternet to  huge 


numbers  of  consumers 
for  the  first  time. 

APRIL,  1993  NCSA  re 
leases  Mosaic  to  the 
public.  In  December, 
Andreessen  graduates 
from  the  University  of 
Illinois  with  a  BS  in 
computer  science. 

JANUARY,  1994  Arrives 
in  Silicon  Valley  to  work 
for  a  Net  startup. 
Enterprise  Integration 
Technologies. 


APRIL,  1994 

Leaves  to  start 
Netscape  with  Jim 


DECEMBER  5;  199S 


\  STOCK  PRICE:  $85.50 


Andreessen's  stock 
worth  $171  million 


Clark.  Soon  releases 
Navigator  program 
for  browsing  the  Net. 

AUG.  9,  1995 

Netscape 
IPO*.  Shares 
soar  from 
$7  to  $36 
before  clos- 
ing at  $29. 


AUGUST  9,  1995 


ISTOCK  PRICE:  $29.00 


Andreessen  worth 
$58  million  at  end  of 
first  trading  day 


DEC.  5,  1995 

reaches  all-time 
high.  Andreessen': 
shares  rise  in  valil 
to  $171  million. 
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a  I  saw  the  stock 
price  and  went,  'Eek!' 
We  thought  the  IPO 
would  be  successful. 
But  we  didn't 
dream  it  would  be 
that  successful 


THE  1995  IPO  BASH:  ANDREESSEN 
IS  SECOND  FROM  THE  LEFT,  CLARK 
IS  AT  THE  FAR  RIGHT 


aded  375,000  shares — or  about  25%  of  his  Netscape  hold- 
— when  the  stock  price  was  near  an  all-time  low.  An- 
ssen  claims  he's  not  bailing  out,  just  diversifying  his 
ings.  But,  says  Bob  Gabele,  an  analyst  at  insider-ti'ading 
ler  CDA/Investnet,  Andreessen  is  sending  exactly  the 
ig  message  to  investors:  "It's  not  a  good  sign." 
irhaps  Andreessen  is  just  being  realistic.  After  all,  he 
vs  that  a  Netscape  takeover  or  fluctuations  in  its  stock 
!  are  beyond  his  control.  So  he  ignores  such  issues — im- 


mersing himself  in  the  job  at  hand.  This  blinder-style  focus 
also  helped  him  thi'ough  the  dark  days  of  Januaiy.  "The  first 
thing  you  do  is  say:  'Oh,  s — !'"  he  admits.  But  he  has  long 
since  sized  up  the  situation  rationally  like  the  engineer  he  is 
at  heart:  "You  think  about  what  we  need  to  do.  It's  a  fork  in 
the  decision  tree.  It's  a  matter  of  fig-ui-ing  out  what  all  the  op- 
tions are  and  what's  the  right  path  to  take." 

Two  yeai's  ago,  it  looked  as  if  Netscape's  path  would  always 
lead  upward.  So  it  would  be  understandable  if  Andreessen 
were  emotionally  devastated.  He  says  he's  not.  He  swears  he 
never  believed  the  hype  that  surrounded  Netscape.  "What 
happened  to  me  hapj^ened  so  quickly  and  was  so  fai'  out  of  pro- 
portion to  anything  that  would  be  considered  reasonable  that  I 
treat  it  as  an  external  phenomenon,"  he  says  in  his  rapid-fh-e 
dehveiy.  He  was  happy  to  be  a  high-profile  evangelist  for  the 
Internet — as  long  as  it  helped  boost  Netscape's  fortunes. 
FASTER  TREADMILL.  But  Andreessen  couldn't  have  guessed  his 
glory  days  would  be  so  brief.  Indeed,  he  has  had  to  gi'ow  up 
in  Internet  Time,  a  term  first  used  to  describe  how  quickly 
Netscape  delivered  new  products  (originally  eveiy  six  months, 
a  breakneck  pace).  Bill  Gates  got  to  mn  Microsoft  for  more 
than  a  dozen  years  before  IBM  set  its  sights  on  him.  For 
Netscape  and  Andreessen,  the  trip  fi-om  phenom  to  potential 
has-been  was  over  in  a  blink  of  an  eye. 

That  phenom  was  the  Marc  Andreessen  everj'one  thought 
they  knew — the  hamburger-chomping  pop  icon  for  the  cyber 
generation.  But  just  beneath  the  surface,  there's  a  much 
more  complex  person — not  so  happy-go-lucky,  not  so  easily 
typecast.  More  than  anything,  Andreessen  is  restless,  impa- 


YSSEY 


.  7,  1995  Microsoft's 
)unced  plans  to 
:us  strategy  on  the 
'net  sends  investors 
ng. 


THESE  ENGINEERS (ANDREES- 
SEN, RIGHT)  HELPED  FOUND 
NETSCAPE,  WHOSE  BROWSER 
EVOLVED  FROM  ONE  THE 
GROUP  HAD  WORKED  ON  AT 
THE  UNIVERSITY  OF  ILLINOIS 


SEPTEMBER,  1997 

Microsoft  launches  its 
Internet  Explorer  4.0  to 
rave  reviews.  Analysts 
report  that  the  giant  is 
gaining  market  share. 

JAN.  27,  1998  Netscape 
stuns  investors  by 
reporting  an  $88  million 
quarterly  loss. 
Andreessen  is  forced  to 
fire  150  people  and  cut 
engineering  projects. 


i  .Y  1996  Stock  tanks 
I  1  as  insiders, 
I  ding  Marc,  sell 

?s.  Also,  stock  splits 
I  Jbruary,  1996. 


JULY,  1997  Andreessen 
is  appointed  executive 
vice-president  in  charge 
of  Netscape's  product 


development,  supervis- 
ing a  staff  of  1,000 
engineers  and  product 
managers. 


DATA:  BLOOMBERG,  BW 

Share  prices  reflect  2-for-l  stock 
split  in  February,  1996 
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tiently  jumping  from  one  ambitious  undertaking  to  the  next. 

Shortly  after  hxunching  Netscape,  he  gave  up  software 
progTamming,  a  passion  of  Ms  for  yeai's.  He  has  become  a  fan 
of  classical  music — after  working  his  way  up  the  ladder 
through  rock  and  jazz.  Before,  he  was  content  being 
Netscape's  CTo.  Now,  management  is  his  focus.  "Once  he  fin- 
ishes with  sometliing,  he  just  leaves  it  beliind,  like  an  old  gym 
bag  under  your  desk,"  says  Netscape  co-founder  Eric  Bina. 

Andreessen  doesn't  exactly  see  it  that  way.  For  Irim,  it's  all 
about  acciuiring  as  much  knowledge  as  he  can  as  fast  as  he 
can  in  pursuit  of  the  next  Big  Idea.  But  his  fii-st  big  idea  will 

BIG  IDEAS? 

Barksdale  and 
Andreessen 
meet  weekly  to 
brainstorm 


be  liard  to  beat.  As  a  student  researcher  at  the  University  of 
Illinois  at  Urbana-Champaign,  he  took  the  lead  in  creating  the 
first  pojjular  Internet  browser,  called  ncsa  Mosaic.  Then,  at 
Netscape,  he  conceived  a  new  browser  that  added  features 
normally  found  on  operating  systems  such  as  Microsoft's 
Windows.  From  there,  Anch'eessen  was  one  of  the  first  to  en- 
vision intranets — communications  networks  that  promise  to 
turn  companies  into  information  dynamos. 

In  its  race  to  create  Internet  services  that  can  compete 
with  Microsoft,  Netscape  is  relying  on  Andreessen's  fertile 
mind  to  come  up  with  hot  new  products.  Is  he  up  to  the  chal- 
lenge'? Thei'e's  no  question  he  has  grown  tremendously  in  the 
past  two  years,  often  by  absorbing  painful  lessons.  Barksdale, 
for  instance,  once  locked  Andreessen  out  of  a  morning  staff 
meeting  when  the  night-owl  youth  had  arrived  late  one  time 
too  many.  It  was  meant  as  a  joke,  but  it  got  Andreessen's  at- 
tention. Now,  Andreessen  is  one  of  the  most  punctual  people 
on  Barksdale's  staff.  "He's  come  a  long  way,"  says  Barksdale. 

Andreessen  has  acquired  more  gTown-up  tastes,  too.  The 
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ite, 

Sit, 
5  to 
D( 


DON'T  OVERDO 

Andreessen 
discourages 
colleagues  fr(f 
working  over 
hours  a  week 


cliul)b\  Ci-rdDt,  l-itich  lad  who  dressed  in  shorts,  T-sh: 


and  sandals  in  1!»!;»4  has  shed  about  oO  pounds  and  now  far 
Ermenegildo  Zegna  suits  and  Robert  Talbot  shirts.  Gr( 
hamburgers  and  milkshakes  are  out,  replaced  by  grilled  s 
geon  and  chardonnay.  And  he  has  traded  in  his  red  Musi 
for  a  more  sober  white  Mercedes-Benz  S600  sedan. 

It's  one  thing  to  learn  to  dress  well  and  show  up  on 
and  cjuite  another  to  help  save  a  troubled  company.  Some  * 
servers  question  whether  Andreessen  has  the  manager 
skills  needed  for  the  job.  After  all,  before  his  promotion 
summer,  he  had  never  managed  moi-e  than  a  handful  of 
pie.  "In  the  Internet  market,  things  are  changing  so  f 
says  the  CEo  of  another  Internet  software  company.  "M 
youth  and  inexperience  are  hard  to  overcome." 
SHOWTIME.  Others  say  it's  time  for  the  sometimes-cocky 
dreessen  to  deliver  the  goods.  "The  challenge  for  Netsca] 
to  live  up  to  the  story  they've  been  telling  eveiyone— 
they  were  going  to  be  the  next  Microsoft,  they  were  goii 
put  us  out  of  business  and  become  the  next  platfom 
the  industry,"  says  Nathan  P.  Myhrvold,  (TO  at  Microso 

Andreessen  never  claimed  he  would  put  Microsoft  o 
business — but  he  boasted  often  in  Netscape's  early  daysB 
the  Web  would  make  opei-ating  systems  such  as  Window; 
relevant."  Now,  it  is  clear  just  how  wrong  he  was.  Inc 
with  Microsoft's  launch  of  Windows  98  and  its  integi 
Web  browser  just  two  months  away,  Andreessen  needs  U 
his  self-improvement  campaign  to  the  test. 

As  the  head  of  pi-oduct  development,  he  has  a  key  n 
implementing  Barksdale's  strategy  of  tiying  to  get  Net: 
back  on  the  profit  track  by  shifting  its  focus  away  fror 


I'ser  market.  Instead,  the  paii' 

, ,  to  concentrate  on  sophisticated 
/are  for  iiinning  large  corporate 
orks.  Andreessen  will  also  have 
celerate  the  rollout  of  a  suite  of 
mmerce  applications.  And  he  is 
ing  resources  into  its  new  Net- 
r  Web  site — hoping  to  tiun  what 
•eady  the  top  business  site  into 
«Io.  1  site  foi'  consumers  as  well, 
ill,  Netscape  hasn't  given  up  en- 
/  on  browsers.  Andreessen 
■pioned  the  idea  of  offeiing  its 
ser  source  code  to  all  comers, 
a  novel  concept:  By  essentially  sharing 
cape's  intellectual  property  with  the  world, 
eessen  is  betting  the  company  will  be  flood- 
ith  new — and  free — ideas  from  outside  soft- 
deveiopers.  The  best  would  then  be  includ- 

1 1  communications  software  packages  for 
op  PCs  that  Netscape  will  sell  to  coi-porate 
mers.  The  next  several  months  will  demon- 
e  whether  the  move  succeeds.  "If  we  don't 
his  off,"  says  Andreessen,  "it  will  be  om*  own  fault." 
ORM."  To  help  Andreessen  hone  his  skills,  Barksdale 
aken  him  under  his  wing.  The  two  meet  almost  every 
'day  for  a  working  lunch  where  Andreessen  usually 
3  a  long  list  of  ideas  and  issues.  "The  best  lesson  I 
3d  from  Jim  is  to  apply  a  balance  between  ui'gency  and 
nee,"  says  Andreessen.  "You  set  up  a  flow  to  people's 
so  they're  not  always  racing.  Give  them  enough  re- 
es  to  do  their  jobs.  Give  them  consistent  direction." 
11,  nothing  could  have  prepared  Andreessen  for  the 
ching  decisions  he  has  had  to  make  in  the  past  two 

;  IS  to  realign  Netscape's  engineeiing  organization.  Haixlest 
was  cutting  20%  of  his  expenses — and  150  people.  "The 
thing  you  can  do  is  try  to  gloss  tilings  over,"  he  says,  ex- 
ng  how  he  broke  the  news  to  employees.  So,  he  met 
with  the  entire  engineeiing  gi'oup  in  January 
eld  two  to  three  'TDi'ovm  bag-"  lunches  a  week 
II  comers.  The  face  time  has  helped  boost 

e.  "He's  steering  the  ship  thi-ough  a  storm," 
senior  progi'ammer  John  Giannanch-ea. 
dreessen  has  remained  close  to  the  rank- 
le progi-ammers  since  Netscape's  early  days. 

f,  it's  because  he's  a  techie  at  heart.  IBut  it's 
lecause  he  enjoys  hanging  out  with  people  his 
age.  Case  in  point:  his  movie  nights  with 


WATCHFUL  EYE 

John  Doerr  says 
Andreessen  "has 
grown  a  lot,  and 
it's  not  over" 


COACHES 

Barksdale  and 
Clark  have 
helped  hone  his 
management 
skills 


pals.  On  a  r-ecent  Friday,  Andrees- 
sen and  a  half-dozen  others,  mostly 
from  Netscape,  sat  in  the  second 
r'ow  at  the  Century  Cinema 'in 
Mountain  View  and  hooted  at  the 
plot  twists  in  Palmetto. 

If  that  sounds  Uke  a  bimch  of  kids, 
it  should.  Having  a  laugh  is  stOl  very 
high  on  Andreessen's  "to  do"  list. 
How  else  could  he  handle  the  pres- 
sure of  competing  with  mighty  Mi- 
crosoft every  day?  To  lighten  the 
stress  on  the  job,  he  still  r-esorts  to 
self-mocking  humor,  like  the  time  he 
came  to  a  meeting  wearing  a  Spandex  outfit  and 
roller  blades  after  losing  a  bet  with  engineers 
that  they  wouldn't  get  a  product  out  on  time. 
And  in  stark  contrast  to  Microsoft's  legendary 
wor-kaholic  cultiu'e,  Andreessen  encourages  his 
workers  to  Umit  office  time  to  50  hour's  a  week. 

Andr-eessen  insists  that  obsessing  over  Mi- 
cr'osoft's  advancing  guns  does  no  good.  So  he 
makes  the  most  of  his  own  free  time  at  the 
Mediterranean-style  house  he  bought  tlir-ee  years  ago  in  Palo 
Alto.  He  lives  ther-e  with  his  fiancee,  Elizabeth  Horii,  a  fi'ee- 
lance  Web-site  designer.  Horn  has  decorated  the  place  with 
Tur-kish  r-ugs,  potted  palms,  a  sizable  collection  of  Buddhas, 
and  a  stunning,  five-foot-tall  Moroccan  wedding  couch  made  of 
white  br-ass  that  ser-ves  as  a  daybed  for  the  couple's  thr-ee 
gr-avel-throated  English  bulldogs — Claibor-ne,  Lily,  and  Milo. 

If  Andreessen's  work  life  has  become  more  structured,  at 
home,  it's  still  fim  and  games.  A  couple  of  weeks  ago,  on  a 
lai'k,  Horn  dyed  Milo  teal — one  of  Netscape's  logo  color-s. 
And  the  pair  kick  back  by  popping  into  their-  36-inch  Mit- 
subishi TV  such  B-movies  as  the  John  Woo  shoot-'em-ups 
The  Killer  and  Hard  Boiled.  Other  evenings  are  spent  en- 
gr-ossed  in  his-and-her-  Web  siuiing  at  side-by-side  computers. 
Wliat  they  don't  do  much  is  go  out  on  the  town.  That's  be- 
cause Andr-eessen  is  notoriously  private  and  shy 
around  str-angers.  On  a  r-ecent  Satur-day,  while 
Hor-n  sat  in  their  br-eakfast  nook  talking  about 
then-  r-elationslrip,  Andreessen  putter-ed  ner-vously 
near-by — cringing.  "I  have  a  huge  amount  of  tr-ou- 
ble  with  these  per-sonal  questions,"  he  said  later. 
"It's  a  Midwestern  thing." 

Aridr-eessen  is  from  the  ver-y  heart  of  the  Mid- 
west— New  Lisbon,  Wis.,  a  village  of  1,500  in 
cor-n-and-dairy  country.  He  grew  up  10  miles  out- 


BUSINESS  WEEK  /  APRIL  13,  1998  89 


Learning  from  early  mistakes,  Andreessen  is  throwing  mo^ 
of  Netscape's  engineering  talent  into  just  a  few  products ! 


side  town  on  Castle  Rock  Lake.  His  mc  Jier,  Pat,  works  in 
customer  service  at  Lands'  End.  His  father,  Lowell,  now  re- 
tired, was  a  sales  manager  for  Pioneer  Hi-Bred  Internation- 
al Inc.  Andreessen  has  a  jaundiced  view  of  his  dad's  job: 
"It  was  an  Amway  kind  of  thing — farmers  slowly  going  out  of 
business  on  their  family  fai'ms  sell  seed  com  to  other  fanners 
slowly  going  out  of  business." 

Don't  ask  Andreessen  to  talk  moi'e  about  his  family — he 
clams  up.  The  subject  is  so  sensitive  that  he  first  declined  to 
provide  even  the  names  of  his  parents  or  his  brother,  Jeff,  a 
history  major  at  the  University  of  Wisconsin.  Since  leaving 
the  Midwest  in  1994,  Andreessen  has  had  little  contact  with 
his  family.  His  brother  insists  "there  is  no  animosity  be- 
tween any  of  us."  Still,  he  is  troubled.  "The  last  time  I  spoke 
to  him  was  four  years  ago  when  he  went  off  to  California," 
says  Jeff.  "There's  resentment.  I'd  like  to  hear  from  him." 

Jeff  describes  their  childhood  as  a  happy  one.  Marc  discov- 
ered progi-amming  at  age  12;  recuperating  from  an  operation, 
he  persuaded  his  pai-ents  to  buy  liim  a  Radio  Shack  com])uter. 
Soon  programming  became  his  HaaaBBHBH^^^^HHHHaHaa 
passion.  "It's  a  way  to  be  creative 
and  express  ideas  in  a  way  you 
can  touch,"  he  says.  It  also  helped 
relieve  the  boredom  of  gi'owing  up 
in  the  sticks.  "He  made  it  clear 
he  was  going  to  get  out  of  town 
when  he  gTaduated,"  recalls  child- 
hood friend  Richai-d  Hoile. 

First,  Andreessen  established 
himself  as  a  top  student  at  tiny 
New  Lisbon  High  School  (student 
population:  240).  He  annoyed  some 
teachers  by  questioning  the  rele- 
vance of  their  assignments.  Once 


NETSCAPE'S 
SURVIVAL  STRATEGY 

To  reverse  its  sagging  fortunes, 
Netscape  7nust  act  fast  to: 

•  Develop  and  quickly  get  to  market  new  and 
better  browsers,  Web  servers,  and  corporate 


ture,  Andreessen  got  an  E-mail  message  from  James  CM, 
the  founder  of  Silicon  Graphics  Inc.,  who  knew  about  4h 
dreessen's  role  in  creating  Mosaic  and  wanted  to  talk  to 
about  going  into  business  together  In  a  series  of  br 
storming  meetings,  they  noodled  over  a  concept  for  a 
tendo  online  game  service— but  dropped  it.  Other  ideas  c; 
and  went.  Then,  at  about  1  a.m.  on  Mar.  25,  1994,  aln 
leisiu-ely  dinner  and  several  bottles  of  bm-gundy,  Clark  let 
up  to  Andreessen  to  decide  what  they  should  pm'sue.  Ih 
was  a  pregnant  pause.  "We  could  always  create  a  Mo. 
killer— just  build  a  better  product  and  buOd  a  business  ai-o: 
it,"  Clark  remembers  Andreessen  saying.  j 
WHITE  PAPERS.  To  pull  that  off,  Andreessen  and  Clark  nuv 
fast  to  round  up  the  core  engineering  crew  at  ncsa — and  t 
raced  to  produce  a  commercial  browser  before  anybody 
could.  During  his  first  six  months  at  Netscape,  Andrei 
played  the  role  of  unofficial  product  manager,  but  ■ 
Netscape  Navigator  was  launched  in  December,  1991 
dreessen  became  full-time  visionary  and  evangehst- 
■■■■^^^■■■■■■■■■■■■■i  the  title  of  CTO. 

The  job  suited  him  fine.  Hi- 
paid  to  think  about  how  Net  ~ 
could  tiu-n  the  Web  from  a  ' 
ic  experiment  into  an  excitiiiL 
medium  foi'  consumers  and  a  i 
erful  communications  tool  foi 
porations.  He  wrote  long 
papers  chock-full  of  strategii 
nology  plans.  At  conference 
PR  events,  he  spread  the 


intranet  software   about  the^ 

•  Persuade  corporate  customers  to  pay  a 
premium  over  Microsoft's  basic  software 


Web  and  Netsca)' 


giveaways 


The  payoff  came  on  An 
1995,  with  Netscape's  ipn, 
dreessen  woke  up  late,  as 


an  English  teacher  asked  for  a   He  logged  on  to  hi; 


collage  on  the  topic  of  love,  and 
Andreessen  objected  that  it  was 
too  childish.  "Some  people  thought 
he  was  cocky.  1  thought  he  was 
just  self-assui-ed,"  says  social  stud- 
ies teacher  Eugene  Gibson. 

At  the  University  of  Illinois, 
Ancb'eessen  got  a  progi-amming  job  at  the  National  Center  for 
Supei'computing  Apj^lications,  a  university-affiliated  research 
center  Earning  $6  an  hoiu;  he  learned  about  the  Web  and  with 
colleague  Bina  created  a  prototy]3e  for  the  Mosaic  browser-.  Oth- 
ers elsewhere  were  working  on  browsers,  too,  but  according  to 
Tim  Bemers-Lee,  dh-ector  of  the  World  Wide  Web  Consortium 
and  the  creator  of  the  Web,  Andreessen  underetood  how  to  ap- 
peal to  consumei-s.  "He  made  it  simj^le  to  install  and  use,"  says 

Berners-Lee. 

It  wasn't  long  befoi'e 
Silicon  Valley  beck- 
oned,  and  Andreessen 
headed  West.  He  landed  at  Enterprise  Integi-ation  Teclinologies 
(EiT)  with  a  salary  of  $80,000 — unheard  of  for  a  starting  pro- 
grammer. He  often  coded  alone  at  night  as  he  listened  to 
opera  at  full  blast  and  downed  Peppeiidge  FaiTn  Goldfish. 
"He  reminded  me  a  lot  of  [Apple  Computer  Inc.  co-founderj 
Steve  Jobs,"  recalls  Maity  Tenenbaum,  who  i-an  eit  and  now  is 
chairman  of  the  t'N  Group,  an  E-commerce  .startup.  "He  was  in- 
tense, driven,  and  focused." 

One  day,  a  little  over  a  month  into  his  West  Coast  adven- 


Build  up  its  software  to  fully  exploit  the 
booming  E-commerce  market 

•  Turn  its  Netcenter  site  into  a  popular  con 
sumer  Internet  gateway  to  rival  America 
Online  and  Yahoo! 


Cover  Story 


s  com 

Netscape's  stock  had  been  i 
at  $14  but  hit  $75  before  clo> 
$58.  "I  saw  the  stock  pri(  ^ 
went,  'Eek!'"  says  Andrec' 
who  owned  1  million  shai'es  1 

  a  2-fbr-l  stock  split  six  monl ! 

er  "We  thought  the  ipo  woi 
successful.  But  we  didn't  dream  it  would  be  that  succe.^ 
Then,  gradually,  Andreessen's  work  became  stale,  li 
early  days,  being  Netscape's  CTO  was  a  crucial  role, 
dreessen  charted  the  company's  long-term  technology  c| 
tion.  And  engineering  managers  listened  to  his  ideal 
cause  he  was  a  founder.  As  Netscape  grew  up,  howevei 
focus  was  more  on  getting  products  out  the  door  and  intj 
hands  of  corpoi-ate  customers,  and  Andreessen  was  tro| 
that  his  job  was  less  vital. 

By  last  spring,  the  Internet  giun  had  fallen  into  a  slumj 
ten  on  the  r-oad,  Andr-eessen  felt  out  of  touch  with  mar 
making  key  pr-oduct  decisions.  With  no  management  res^ 
bilities  of  his  own — the  two  top  engineer's  r-eported  dtr'ec 
Bar-ksdale — Andr-eessen  was  "on  a  trajectory  to  become  j 
LU'ehead,"  says  Eric  Hahn,  a  for-mer  engineering  manage 
now  Netscape's  CTO.  He  spent  his  days  meeting  witi 
tomer"s,  giving  interviews,  and  making  speeches  on  the  W( 
of  the  Internet  while  having  less  and  less  to  do  with  ta 
the  pr-oblems  Netscape  was  facing.  Admits  Andreesse: 
wasn't  doing  much,  and  there  wasn't  much  for  me  to  dc 
Indeed,  it  was  no  longer-  clear  what  he  was  supposed  o 
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You're  in  business 
to  be  the  best.,*  ^ 


Your  world  revolves  around  succeeding.  S^)  sLirroLind  yoursclt 
with  the  world-class  technology  and  reliahility  ot  Toshiba.  Then, 
you'll  know  you've  got  what  it  takes  -  including  the  Toshiba  Quality 
Commitment  -  a  guarantee  that  says  the  best  will  he  there  tor  you, 
come  what  may.  With  Toshiba  Copiers  and  Fax,  you're  in  business. 
Connect  with  the  Toshiba  authorized  dealer  nearest  you.  Call 
1'800-GO-TOSHIBA  or  visit  our  Website:  http://copier.toshiba.com 
or  http://tax.toshiba.com 

In  Touch  with  Tomorrow 

TOSHIBA 

COPIERS  ♦  FAX 


Cover  Story 


doing.  "Part  of  it  was,  my  pei'sonality  had  changed.  I  had 
more  ideas  about  how  we  should  be  mnning  the  company,  but 
I  wasn't  in  a  position  to  change  things,"  he  says. 

Meanwhile,  to  others,  Andreessen  seemed  distracted  and 
adrift.  "Many  of  the  newer  employees  had  never  met  him, 
much  less  interacted  with  him,"  recalls  Hahn.  Quincy  Smith, 
Netscape  investor  relations  director  and  a  friend,  says  An- 
dreessen was  obvious- 
ly disturbed.  "He  was 
frastrated.  Outside  of 
work,  he  didn't  talk 
about  Netscape  as  much,"  recalls  Smith.  Andreessen  re- 
members it  like  this:  "More  and  more  of  my  days  I  was 
shifting  into  a  pattern  of  sleeping  until  noon  or  later  and 
rolling  in  to  work  at  2  and  heading  for  home  at  6." 

Barksdale  noticed,  too — but  even  as  Andreessen  floun- 
dered, he  continued  to  believe  deeply  in  him  and  his  abilities. 
So  Barksdale  fixed  on  a  strategy  aimed  at  rechai'ging  An- 
dreessen by  giving  him  a  more  important  job  while  simulta- 
neously addressing  nagging  problems  in  engineering. 

Netscape  was  losing  its  technology  lead  over  Microsoft, 
paiticulaiiy  in  browsere.  And  the  company's  two  top  engineere 
were  in  transition — 
one,  Hahn,  was  go- 
ing on  sabbatical,  and  t 
the  other,  Rick 
Schell,  had  asked  for 
a  less  intense  job.  So 
Barksdale  created  a 
single  engineering 
gi'oup  and  put  An- 
ch'eessen  in  charge  of 
it — backing  him  up 
with  a  cadre  of  sea- 
soned engineering 
managers. 

Is  Barksdale's 
strategy  a  stroke  ni 
genius  or  an  act  <<'' 
desperation?  He  ii. 
sists  no  one  at 
Netscape  has  better 
technical  know-how 
than  Andreessen. 
And  he  is  convinced 
that,  with  guidance, 
Andreessen  will  suc- 
ceed as  a  manager. 
"Marc  was  frustrated  vdth  the  problems  in  engineering,  so  I 
said  if  he's  so  frustrated,  why  not  let  him  do  it,"  says 
Barksdale. 

Andreessen  knows  he  still  has  a  lot  to  learn.  And  that  of- 
ten means  looking  back  at  the  mistakes  Netscape  has  made. 
It  tiied  to  do  too  many  things  at  once — assuming  it  would 
succeed  at  eveiything.  Andreessen  now  practices  the  art  of 
the  possible.  He's  putting  most  of  Netscaj^e's  engineering 
resources  into  a  handful  of  major  products.  Andreessen  and 
his  colleagues  also  failed  to  spot  the  potential  for  tmiiing  the 
Netscape  Web  site  into  a  marketplace  of  content  and  ser-vices 
to  rival  the  popularity  of  Yahoo!  Inc.  and  America  Online  Inc. 
It  wasn't  until  last  October  that  they  launched  Netcenter, 
their  content-oriented  Web  site.  "Oui"  biggest  mistake  was  we 
didn't  think  of  this  two  years  ago,"  admits  Andreessen. 

Will  the  latest  strategy  be  enough  to  stave  off  Microsoft 
and  save  Netscape?  It's  a  long  shot,  according  to  analysts  and 
industry  players.  Despite  Netscape's  risky  giveaway  of  its 
source  code,  most  predict  it  will  lose  browser  market  share 
even  more  quickly  once  Microsoft  comes  out  with  Windows 
98.  And  in  servers,  Microsoft  keeps  upping  the  ante  by 


ii  I  know  what  I'm  doing  now  has  a  purpose 
and  will  have  results.  I'm  in  a  role  to  do 
that.  I  wasn't  before 


adding  new  features  to  basic  servers  it  gives  away  with  g 
Windows  NT  operating  system. 

To  stay  in  the  race,  Netscape  will  have  to  bolster  its  on 
server  technology  while  holding  prices  low  enough  to  ke) 
corporate  customers  in  its  fold.  Maiy  McCaffrey  of  bt  AL, 
Brown  Inc.  says  she  expects  more  bad  financial  news  ir 
the  next  couple  of  quarters.  Longer  term,  there's  a  r;t\ 
hope.  "If  they  knuckle  down  and  get  focused  on  the  strengjs 
of  their  product  line,  they've  got  a  shot  at  turning 
around,"  she  says. 
RELENTLESSLY  POSITIVE.  Andreessen's  transformation  fi-orfe 
smug  dreamer  to  a  realistic  doer  has  been  closely  monito- 
by  others  in  the  industiy.  Patricia  Sueltz,  general  manage  i 
Java  softwai-e  for  ibm,  has  noticed  that  Andreessen  no  Inn 
talks  about  Netscape  going  it  alone.  Instead,  he's  open 
collaboration.  "He's  a  more  pi'agmatic  businessman,"  she  s; 
John  DoeiT,  a  ventm-e  capitalist  with  Kleiner  Perkins  Cauf 
&  Byers  and  an  Andi-eessen  mentor,  says  Andreessen  isn 
wild-eyed  rebel  anymore.  "He  has  retained  his  fi-esh  poin 
view  about  what's  possible,"  says  Doerr.  "But  now  he  list 
much  better  He  has  gi'own  a  lot,  and  it's  not  over." 
Andreessen  does  not  indulge  in  self-analysis — unless 

press  him.  What  > 
he  feel  about  ht 
so  rich— the  $171 
lion  peak — and  i 
seeing  his  net  \\  ( 
drop  by  more  t 
two-thirds,  to  ai 
$50  million?  "M., 
matters,"   he  s 
"But  it's  not  a  bit 
cus.  It's  not  the  n 
vator  or  even  -i' 
measure  of  my  k 
cess."  Wliy  is  hjsi 
i-elentlessly  posi-i- 
in  the  face  of 
scape's  probleni- 
km't  waste  tini 
nig  depressed, 
says.  "If  you're 
happy,  you  sh 
change  what  yi 
doing."  What  ma 
most  is  proving 
self  all  over  agai 
becoming    a  ; 
manager  and  leai-ning  how  to  build  a  company.  "I  need  di 
raw  experience,"  he  says.  "I've  read  and  watched  a  1( 
things,  but  I  haven't  done  a  lot  of  things." 

Outsiders  foresee  an  important  role  for  Andreessen  ii 
computer  industiy — whatever  happens  with  Netscape. 
Internet  is  still  a  raging  pagan  beast.  It's  not  yet  easy.  « 
could  make  it  easier,"  says  David  Siminoff,  a  portfolio 
ager  at  Cajjital  Research  in  San  Francisco.  And  while  it' 
likely  that  Andreessen  will  change  the  world  again  witl 
other  Mosaic-like  discovery,  Mary  Meeker,  an  analy 
Morgan  Stanley  Dean  Witter  &  Co.,  says:  "He'll  be  a  i 
CEO — 5  to  10  years  from  now." 

For  somebody  as  restless  as  Anch'eessen,  a  decade  is  a 
time  to  wait  to  be  anything.  But  maybe  the  young  man 
was  always  in  a  huny  is  now  ready  to  learn  another  vie; 
lesson:  the  virtue  of  patience. 


Additional  stories,  including  an  extensive  interview  with 
/larc  Andreessen,  can  be  found  at  www.businessweek.com. 
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Well,  not  everything.  It's  just  ^18,995* 
The  1998  Chrysler  Cirrus. 

There  are  cars  that  are  built  to  appeal  to  your  passionate  side— and  to  your  practical  side.  The  1998  Chrysler  Cirrus. 
For  the  passionate  side:  ■  fully  independent  suspension  ■  multi-valve  V6  engine  ■  speed-sensitive  steering  ■  air  condi- 
tioning with  rear-seat  vents  ■  premium  six-speaker  sound  system  •  power  windows,  mirrors  and  door  locks  ■  cab- 
forward  design  with  room  for  you  and  four  friends  •  and,  at  no  extra  charge,  a  new,  luxurious,  glove-soft  leather-trimmed 
interior  ■  and  eight-way  power  driver's  seat.  Now  for  the  practical 
side. The  new  1998  Chrysler  Cirrus  LXi,  with  all  this.is  just  $18,995: 
Now  that's  unexpected.  Call  1.800. CHRYSLER  for  details 

after  $1,000  cash  back  includes  deslination  Excludes  tax  wwwchryslercars  com 
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e  Forum  will  feature  key  CFOs,  including: 


With  special  addresses  fronts 


I.  Michael  Losh 
xecutive  vice- 
g  resident  and  CFO, 
j  eneral  Motors  Corporation 


Eugene  P.  Beard 
vice  chairman,  finance 
and  operations  and  CFO, 
The  Interpublic  Group  of 
Companies,  Inc. 


Dr.  William  J.  Bennett 
co-director.  Empower 
America;  "Drug  Czar" 
in  the  Bush  Administration; 
former  U.S.  Secretary  of 
Education 


The  Hon.  Bill  Bradley 
vice  chairman, 
international  council, 
J.P.  Morgan;  former 
United  States  Senator 


Today's  CFOs  must  be  more  than  leaders,  more  than  visionaries. 
They  must  be  the  engineers  of  exceptional  performance. 

Business  Week's  annual  gathering  of  CFOs,  senior  financial  executives  from 
lerica's  corporate  elite  will  gather  privately  to  share  how  they  are  achieving 
extraordinary  results  in  today's  competitive  and  turbulent  environment. 

or  three. days,  they'll  exchange  ideas,  challenge  conventional  wisdom,  and 
debate  the  crucial  issues  that  confront  them  daily. 

Join  us. 

Your  company's  performance  is  at  the  top  of  our  agenda. 


O  Leadership  Forum 
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REGISTER 
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Business  Week's  7th  Annual  Forum  of  Chief  Financial  Officers 

or  for  more  information,  contact 
Julie  Terranova 
Registration  Manager 
Phone:  888-239-6878 
Fax:  212-512-6281 
E-mail:  jterranova@businessweek.com 

•'isit  Tlie  Forum  of  CFOs'  website  at  http://execprog.businessweek.com/cfo98 
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BLACKSTONE:  NICE  IS 
FOR  SUCKERS 

Its  good  cop-bad  cop  team  grabs  the  No.  2  spot  in  LBOs 

■  f   has  hppn  an  PYpitincr  wppk  fnr  Fnnnrlprl  hv  Pptprsnn  anrl  Sphwn 


It  has  been  an  exciting  week  for 
Stephen  A.  Schwarzman,  chief  exec- 
utive of  the  Blackstone  Group.  He 
and  real  estate  developers  Mortimer 
B.  Zuckerman  and  George  Klein  just 
won  the  last  two  development  sites  on 
New  York's  red-hot  42nd  Street.  Piice:  a 
sky-high  $330  million.  And  splashed  all 
over  the  London  press  are  reports  that 
Blackstone  has  bid  more  than  $800  mil- 
lion for  the  Savoy  Group,  a  group  of 
London  five-star  hotels.  "According  to 
my  competitors,  I'm  this  young  turk 
with  this  great  advantage  who  is  un- 
fairly buying  up  the  world,  but  I  can't 
touch  Blackstone's  price,"  says  Bany  S. 
Sternlicht,  ceo  of  Stai-wood  Hotels  & 
Resorts  Worldwide  Inc.,  who  also  is  in- 
volved in  bidding  for  the  Savoy. 

When  it  comes  to  being  aggressive, 
Schwarzman  stands  out  even  by  Wall 
Street  standards.  And  his  aggi-essive- 
ness  isn't  limited  to  bidding  top  dollar. 
His  abrasive  and  imperious  management 
style  has  earned  him  enmity  from  for- 
mer partners,  some  of  whom  have  left 
over  the  years.  One  ex-employee  says 
Schwarzman  goaded  him  by  saying, 
"You're  dog  meat,"  which  Schwarzman 
denies.  Schwarzman,  51,  also  inspii'es  an 
unusual  number  of  derogatoiy  comments 
from  competitors.  Among  the  milder 
ones:  "He's  a  control  fi'eak.  He  thinks 
he's  intellectually  superior." 
"ANCIENT  HISTORY."  Yet  Schwarzman 
and  Peter  G.  Peterson  have  built  Black- 
stone into  one  of  the  most  successful 
small  investment  banks  around  thi'ough 
smait  hiring  and  good  timing.  They  owti 
or  have  major  stakes  in  23  companies 
with  revenues  totaling  $14  billion,  in- 
cluding cellular  provider  CommNet  Cel- 
lulai-  Inc.  and  auto  parts  supplier  Amer- 
ican Axle.  And  Blackstone  is  a  major 
investor  in  commercial  real  estate.  One 
former  partner,  Henry  R.  Silverman, 
CEO  of  Cendant  Corp.,  says:  "In  spite 
of  interpersonal  issues,  we  were  able  to 
make  a  ton  of  money  for  oui'  investors." 
Says  Schwarzman:  "I  was  probably  too 
tough  on  peojile,  but  that's  ancient  his- 
tory in  the  firm's  evolution." 


Founded  by  Peterson  and  Schwarz- 
man in  1985  with  $400,000,  Black- 
stone has  climbed  to  No.  2  be 
hind   the   reigning  buyout 
kings,    Kohlberg  Ki'avis 
Roberts  &  Co.  In  1997 
Blackstone  raised  $3.8 
billion  for  its  third 
buyout  fund — in 
large     measure  \ 
because  its  second 
one  had  annual  re 
turns  of  more  than  52% 
through  December,  1997 
net  of  fees,  says  Schwai'zman. 
"At  this  point  in  the  fimd's  life, 
they've  been  one  of  oiu-  superior 
performing  private  equity  funds 
says  H.  Cari  McCall,  New"  York  State 
comptroller.  Now,  Schwarzman  must 
demonstrate  that  his  lbo  team,  which  in- 
cludes former  Budget  Director  David 
A.  Stockman,  can  invest  the  biUions  it 
has  raised  when  the  lbo  market  has 
never  been  frothier.  In- 
deed, in  a  $1.9  billion 
deal  in  March,  Black- 
stone was  outbid  for 
Safety-Kleen  Coip.,  an 
envii'onmental  sei-vices 
provider. 

And  Schwarzman 
must  keep  his  paitnei"s 
happy.  "He  and  Pete 
suck  off  a  dispropor- 
tionately lai'ge  percent  of  the  economics," 
says  one  banker.  For  example,  if  the 
real  estate  fund  makes  $100  million,  in- 
vestors would  get  $80  million  while 
Blackstone  would  get  $20  million.  The 
25-person  real  estate  team,  in  turn, 
divvies  up  $10  million,  while  13  Black- 
stone partners  split  $5  million,  with 
about  .$5  milhon  going  to  the  top  two. 
Schwarzman  says  the  two  unequivocally 
control  Blackstone,  but  insists  tight  con- 
trol eliminates  infighting  while  allowing 
employees  a  voice.  Says  Schwarzman: 
"A  lot  of  places  have  blown  up  because 
control  was  not  centralized." 

Schwarzman  knows  this  from  bitter 
experience.  When  Lehman  Brothers  Inc., 


PETER  G.  PETERSON 

Chainnan, 
Hie  Blackstone  Group 


AGE:  71  EDUCATION:  Northwestern;  MBA, 
University  of  Chicago  JOBS:  Lehman  Bros. 
Co-founded  Biaci<stone  PERSONAL:  Married  to 
Joan  Ganz  Cooney,  five  children 


was  ripped  apart  in  a  nasty  po\ 
struggle  in  198;3,  Petereon  was  oust 
CEO.  Schwarzman,  a  Lehman  mer 
and-acquisitions  banker,  brol- 
Lehman's  sale  to  American  E.\] 
Co.'s  Shearson.  But  right  after  the 
closed,  he  shocked  Sheai"son  top  bm 
saying  he  wanted  out,  leaving  themvi. 
a  deal  that  he  initiated. 

After  some  lean  eai'ly  yeai-s,  Schai 
man  and  Peterson  transfoiTned  te' 
selves  from  deal  advisers  to  far  i 
lucrative  dealmakers.  Schwai-zman'  > 
skills,  joined  with  Peterson's  gentli 
ly  way,  extensive  corporate  Rolit 
and  credentials  as  a  fomier  Comiei 
Secretary,  helped  reel  in  blue-chifpei 


96  BUSINESS  WEEK  /  APRIL  13,  1998 


BLACKSTONE'S  BUSINESSES 

LEVERAGED  BUYOUTS  Raised  $3.8  billion  in  1997  fund.  Owns  all  or  part  of  CommNet,  a  rural  cellu- 
lar provider;  Clark,  an  oil  refinery;  Allied  Waste;  and  Graham,  a  plastic-container  maker. 

REAL  ESTATE  Raised  $1.2  billion  fund  in  1997  and  $350  million  fund  in  1995.  Owns 
Boston's  Ritz  Carlton,  Chicago's  IBM  Building,  and  New  York's  Worldwide  Plaza. 

M&A  Clients  include  Japan's  Sony,  Sweden's  Autoliv,  and  American  Stores.  Has  alliances 
with  Japan's  Nikko  Securities  and  Sweden's  Enskilda  Securities. 

BANKRUPTCY  ADVICE  Run  by  Arthur  Newman,  formerly  head  of  Chemical  Bank's 
bankruptcy  practice.  Clients  include  Barney's,  Caldor,  and  Levitz  Furniture. 

ASSET  MANAGEMENT  Markets  a  fund-of-f unds  that  invests  in  leading 
hedge  funds.  Has  over  $1  billion  under  management. 


STEPHEN  A.  SGHWARZMAN 

President  and  CEO, 
Tfie  Blackstone  Group 

AGE:  51  EDUCATION:  Yale,  Harvard 
business  school  JOBS:  Lehman  Bros., 
Co-founded  Blackstone  PERSONAL:  Married 
to  attorney  Christine  Hearst,  two  children 


funds  and  coiporations  to  the  LEG 

;  two  men  created  a  strong  niche: 
LEGS  with  companies  that  tem- 
ly  wai'ehouse  an  accjuisition  with 
itone.  In  1996,  for  example,  Loewen 
I,  a  Canadian  funeral  home  consol- 

faced  a  cash  citmch  and  cotildn't 
debt  to  buy  funeral  home  chain 
Succession  Inc.  The  two  created  a 
ehicle  to  buy  Prime  Succession  that 
4%  owned  by  Loewen  and  76% 

by  Blackstone.  This  let  Loewen 
a  $300  million  piu-chase  off-balance 
:  since  minority  stakes  don't  have  to 
isolidated  in  its  financials. 
'ompUcated  agi'eement  stipulates 


DATA  THE  BLACKSTONE  GROUP 

that  before  Loewen  can  buy 
back  all  of  Piime  Succession 
in  2001,  Loewen  must 
fu-st  pay  Blackstone  at 
least  a  25%  annual 
rettuTi  on  the  $52 
million  Blackstone 
invested.  This  built- 
in  exit  strategy  and 
pre-carve-up  of  retiu'ns 
greatly  reduces  Blackstone's 
risk,  wWch  holds  great  appeal 
to  Schw^arzman.  "Steve  is  dri- 
ven by  insecurity,  which  helps 
them,  since  he  is  always  woiried 
about  the  dovraside,"  says  a  coUeagtie. 
Loewen's  perfoirnance  has  been  dis- 
appointing recently,  but  Schwai-zman  says 
it  won't  affect  Blackstone.  But  the  fii-m's 
most  profitable  buyout,  ucar,  may  haimt 
it.  Blackstone  owned  ucar  International, 
a  gi'aphite-electrode 
maker,  from  1995  to 
April.   1997.   In  late 
1997,  the  Justice  Dept. 
launched  an  industry- 
wide price  fixing  inqtitry 
and  is  looking  at  the 
jjeriod  when  Blackstone 
owned  ucar.  And  foui' 
Blackstone  directors 
have  been  named  in  a 
lawsuit  by  ucar  shai'eholders. 

The  outlook  is  rosier  for  real  estate, 
wliich  Schwarzman  timed  just  right.  In 
1992.  as  the  boom  began,  he  liii'ed  tlii'ee 
real  estate  pros  who  raised  $350  million 
and  bought  such  properties  as  New 
York's  Worldwide  Plaza,  w^hich  is  now 
for  sale.  The  ftmd  had  annual  retiuTis 
of  50%  through  1997,  says  Schwai'zman, 
and  in  1997,  the  gi-oup  i-aised  $1.2  billion 
in  a  second  ftmd. 

Now  Schwai-zman  seems  intent  on  be- 
ing recognized  as  a  major  financier.  His 
biggest  rival  is  Hemy  Kra\"is.  Schwai'z- 
man  beheves  Blackstone  is  slighted  in 
the  press  because,  unlike  kkr,  it  doesn't 
own  companies  with  household  names, 


such  as  Dui-acell  International  Inc.,  and 
hasn't  done  multibillion-dollar  deals. 
Blackstone  bets  on  rehable  retmns  fi'om 
dtxll,  industrial  companies.  And  it  has 
only  bought  companies  for  less  than  $1 
billion.  Schwarzman  also  thinks  he  de- 
serves credit  for  building  five  lines  of 
business  (table),  compai-ed  with  kkr's  fo- 
cus on  LEGS.  He  snipes:  "kkr  is  a  one- 
trick  pony." 

Schwarzman,  whose  father  owned  a 
Philadelphia  dry  goods  store,  has  little 
reason  to  feel  slighted.  He  attended 
Yale  University,  where  he  latmched  the 
Yale  Ballet  Society  as  a  clever  way  to 
meet  women,  and  Harvard  business 
school.  An  inveterate  name-dropper, 
when  asked  for  a  few  friends'  names, 
he  supplied  a  two-page  memo  listing 
20  "old  friends,"  including  dealmaker 
Brace  Wasserstein  and  Reed  E.  Hundt, 
ex-Federal  Communications  Commis- 
sion chairman. 

Schwarzman  rebotinded  fi'om  a  dev- 
astating 1991  divorce,  where  he  had  to 
pay  his  first  wife,  Ellen  Schwarzman 
Katz,  more  than  $20  miUion,  estimated  to 
be  half  of  his  then-net  worth.  Still,  Fi- 
nancial World  calculated  that  he  made 
$45  milhon  in  1996  alone.  Schwai'zman 
was  remarried  in  1995  to  Christine 
Heai-st,  an  attorney.  He  gets  ai-ound  in  a 
hehcopter  he  owns  with  Peterson,  and 
has  homes  in  Manhattan,  East  Hamp- 
ton, and  Jamaica. 

The  booming  markets  will  provide 
riches  enotigh  to  keep  Blackstone's  250 
employees  happy.  Schwai'zman  says  that 
its  LEG  fund  will  have  no  trouble  gener- 
ating 25%  to  30%  annual  returns  without 
taking  more  risk.  He  says  Blackstone 
can  add  staff  to  maintain  its  1997  in- 
vesting pace  of  $700  million.  Says  Black- 
stone partner  J.  Tomilson  Hill:  "Pete 
and  Steve  have  built  an  institution  of 
peiTnanence."  If  so,  it  would  be  a  tri- 
timph  of  ego  over  chai-m. 

By  Leah  N.  Spiro  in  S^eiv  York,  with 
Kathleen  Morris  in  Los  Angeles 
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INFORMATION  SERVICES 


A  FEVERISH  BAHLE 
BREAKS  OUT  ON  YOUR  DESK 

Reuters  vs.  Bridge  vs.  Bloomberg-and  room  for  only  two  big  guns 


For  years,  the  $7.5  billion  business  of 
delivering  instant  financial  numbers 
and  news  was  raled  by  two  rivals: 
Reuters  Holdings  plc",  by  far  the  world- 
wide leader,  and  Bloomberg  LP,  the 
bi-ash,  fast-gi'owing  upstart.  They 
fought  for  the  same  users,  but 
wound  up  side  by  side  on 
many  desks.  Reuters  special- 
ized in  foreign  exchange  and 
European  news,  while 
Bloomberg  offered  sophisticated 
financial  analytics. 

That  changed  on  Mar.  17,  when 
Bridge  Iiifonnation  Systems  Inc.,  long 
regarded  as  an  also-ran,  burst  onto  the 
scene  by  paying  $510  million  for  Telerate, 
Dow  Jones  &  Co.'s  money-losing  bond- 
piicing  aiTn.  The  acquisition  could  be  one 
of  those  rare  one-plus-one-equals-three 
deals.  Reuters  remains  the  leader  by  far, 
with  8«(i,0()()  desktops.  But  Bridge,'with 
1()9,00()  users,  will  eclipse  Bloomberg, 
with  !):i,00(),  as  the  No.  2  provider  Says 
Ashish  Shah,  head  of  equity  arbitrage 
at  Bankers  Tlnst  New  Yoi'k  C'oip.,  who 
uses  Reuters  and  Bloomberg:  "There's 
warfare  for  youi'  eyeballs." 

Which  services  vriU  users  such  as  Shah 
keep?  Only  two  major  provider's  ai'e  like- 
ly to  wind  up  deliveiing  the  real-time 
data  and  news  tliat  gi'ease  fbiancial  mar- 
kets, as  ti'aders,  financial  analysts — and  a 
gi'owing  contingent  of  corporate 
execs — cut  information  clutter. 
"Desktop  real  estate  is  moi'e 
pi'ccioas  than  ever,"  says  Michael 
Wolf,  the  media  partner  at  Booz, 
Allen  &  Hamilton  Inc.  "Most 
don't  have  room  for  mor-e  than 
two  r'eal-time  data  ser-vices." 

The  winners  will  split  one  of 
the  hottest  segments  of  the  in- 
for-mation  economy.  With  recoi'd 
number-s  of  mer-gei's  and  acqui- 
sitions and  new  br-okei-ages  in- 
vesting staggei'ing  wealth, 
spending  on  financial  data  and 
news  grew  9.6%  in  1997,  to 
$7.5  billion,  and  will  top  $10 
billion  by  2000,  according  to 
Veronis,  Suhler  &  Associates. 
"The  number  of  desks  whei-e 
you  can  put  a  ter-minal  is  ex- 
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ploding,"   says   Michael  Bloomber-g. 

Bloomberg,  who  has  made  billions 
feeding  the  demand,  will  have  to  fight 
harxler  than  ever*.  Bridge  was  a  $130 
million  laggard  until  1995,  when  it  was 
purchased  by  Welsh,  Carson, 
Anderson  &  Stowe,  a  powerful 
investment  bank  with  a  history 
of  building  businesses  through 
acquisitions  and  spinning  them 
off.  It  engineered  a  series  of  deals, 
including  the  1996  pur-chase  of 
Knight-Ridder  News  Service. 
Bridge  will  have  $1.1  billion  in 
sales  after  swallowing  Dow 
Jones  Markets  —  to  be  renamed 
Bridge/Telerate. 

Absorbing  Telerate  won't  be  easy.  Be- 
cause of  customer-  defection  to  more  com- 
prehensive ser-vices,  Teler-ate  lost  $70  mil- 
lion to  $100 
million  last  year-, 
say  insider-s.  Its 
technology  and 
culture  differ' 
vastly  fi-om  those 
of  Bridge,  which 
lost  some  desk- 
tops after  pr-evi- 
ous  mergers.  "We 
had  to  hold  the 
hands  of  our  cus- 
tomer's," says 


Patrick  Welsh,  a  partner  in  the  .- 
vestment  firm  that  owns  half  f 
Bridge.  'We  gave  them  incentiveFio 
stick  with  us  as  we  achieved  soi 
thing  much  larger-." 

Since  buying  Bridge,  W(  I 
fii-m  has  poured  tens  of  millii  n- 
dollars  into  its  database,  technolou  . 
Uver-y  systems,  and  management.  I 
also  tapping  customers  that  have  i it- 
used  real-time  data.  Bridge  collaboi  : 
vrith  the  New  Yor-k  Stock  Ex- 
change to  put  terminals  on 
the  desks  of  6,000  chief  ex- 
ecs and  chief  financial  officers 
to  get  instant  tr-ading  infbr-ma- 
tion.  And  Bridge  is  penetrat- 
ing newsrooms,  wher-e 
Bloomberg  has  gained  price- 
less publicity  by  swapping 
machines  for  bylines. 

Bridge,  though,  has  a  serious  vulii; 
bility:  The  key  contract  that  gives  ii 
leading  gover'nment-bond  pricing  i 
jeopardy.  Cantor  Fitzgerald  lp,  i 
biggest  seller  of  Tr'easury  bonds,  Ip- 
plies  exclusive  data  to  Telerate's  9^0* 
customers — at  $30  a  head  per  nn 
When  the  contract  shifts  fi-om  Dow  1 
to  Bridge,  (  : 
wants  pa>  I 
for  the  7'' 
user's  Bi\g 
ah'eatly  had.  Bi 
argues  that  the  coni 
is  limited  to  the  Telerate! 
tomers,  leaving  the  diffeij 
at  $27  million  annuaOy. 

The  contr-act,  which  ex 
in  2006,  is  cr-ucial  for 
ate.  Virtually  all  bond 
ar-e  benchmarked  againsj 
IDrices  of  T-bills — and  Cf 
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is  the  biggest  seller.  In  an  internal  poll 
last  year,  customers  said  they  would 
dump  Telei'ate  if  it  wei'en't  for  the  Can- 
tor flata,  according  to  an  insider.  If  Can- 
tor- prevails,  Bridge  would  have  to  liike 
its  ciuTent  rates  by  $45  a  month — a  50% 
jump  for  bottom-tier  customere — to  turn 
a  profit,  say  soui"ces  close  to  the  deal. 

That  would  loll  its  edge  as  the  lowest- 
cost  provider  of  real-time  data.  Right 
now.  Bridge  sells  its  sei-vices  a  la  carte, 
providing  bare-bones  equities  data  for 
$150  per  desktop,  and  up  to  $750  for  its 
entire  menu.  It  also  offei-s  an  "open"  sys- 
tem that  lets  customer's  download  data  to 
theii'  own  PC's  and  merge  them  wdth  out- 
side data  and  pr-ogi'ams.  "Our-  rallying 
cry  is,  we  give  our  clients  more  choices, 
better  price,  and  mor-e  open  systems," 
Bridge  CEO  Thomas  Wendel  says. 
BUZZWORD.  Reuters  also  has  an  open 
system  and  char-ges  $800  to  $1,200,  de- 
pending on  the  data  desired.  But  it  is 
threatened  by  the  expected  ar-rival  of 
the  euro,  Eiu'ope's  new  currency,  which 
would  reduce  the  demand  for  for-eign- 
cmrency  rates.  To  compensate,  Reuter-s  is 
scr-ambling  to  pr-ovide  the  type  of  ana- 
lytics that  make  Bloomberg  so  valuable. 
It  became  so  deter'mined,  the  feds  al- 
lege, that  it  tried  to  duplicate 
Bloomberg's  formula  by  re-ty]:)ing  thou- 
sands of  Bloomberg  screerrs  into  Reuters' 
system. 

Bloomberg  is  betting  on  its  unique- 
ness. "Not  everybody  needs  what  we 
have,"  says  Bloomberg,  an  ex-Salomon 
Br'others  Inc.  partner  "But  those  that 
do  can't  get  it  anywher-e  else."  Which  is 
why  his  company  may  continue  to  thrive 
despite  its  costly  closed  platform  and 
fixed  price.  Bloomberg  char-ges  a  flat 
$1,200  a  month  per  terminal  and  uses 
dedicated  boxes  and  software  that  pr-e- 
vent  users  from  mixing  Bloomber-g  data 
with  outside  progr-ams.  It  stopped  mak- 
ing the  boxes  two  years  ago  and  has 
rolled  out  newfangled  machines  that  dou- 
ble as  PCS.  It  also  has  created  online 
access. 

Users  ar-e  still  limited  to  Bloomberg 
applications,  but  they  have  mor-e  conve- 
nience— another-  buzzword  in  the  battle 
for-  desktop  real  estate.  Reuters  has  al- 
r-eady  one-upped  the  competition  with  a 
private-label  PalmPilot  handheld  com- 
puter from  8Com  Cor-jj.  One  of  the  fir-st 
user-s  was  et's  Shah.  He  r-aves  about  get- 
ting stock  quotes  on  the  fly  but  stiU  can't 
live  without  Bloomberg's  seciarities  data- 
base, "in  never  get  rid  of  Bloomberg,"  he 
says.  But  what  will  happen  when  Bridge 
comes  knocking?  "It  would  have  to  re- 
place something,"  he  says.  That's  just 
what  Bridge  intends  to  do. 

By  I.  Jeanne  Dugan  in  New  York 


COMMENTARY 


By  Kerry  Capell 

WHAT  A  EURO' 
COULD  DO  FOR  THE  LATINS 


While  the  wor-ld  focuses  on  the 
eur-o's  imminent  launch.  South 
Americans  are  quietly  laying 
the  foundation  for  a  common  curren- 
cy of  their  own.  At  a  r-egional  sum- 
mit in  June,  Argentine  President 
Carios  Menem  will  renew  his  call  for 
a  single  monetary  unit  for  Mercosur, 
the  customs  union  made  up  of 
Brazil,  Argentina,  Uruguay,  and 
Paraguay.  When  Menem  first  raised 
the  idea  last  December-,  pundits  dis- 
missed it  as  folly.  But  they're 
wrong.  Anticipation  of  the  benefits 
of  the  euro  is  already  yielding 


MENEM:  Talking  up  a  single  Mercu-sur  carrencij 


Europe  a  bonanza  in  the  form  of  cor- 
porate restr-ucturings,  lower  inter- 
est rates,  and  booming  stock  mar- 
kets. In  the  same  fashion,  a  single 
Mercosur  currency — perhaps  called 
the  "merco" — could  bring  economic 
stability  to  the  r-egion  by  opening 
bor'ders  and  improving  trade.  Even 
the  Brazilians,  whose  participation 
is  key,  are  discussing  the  possibility. 
For  one  thing,  adoption  of  the  merco 
could  pressure  their-  procrastinating 
Congress  to  cut  budget  deficits  and 
reduce  debt. 

Indeed,  some  of  the  same  forces 
that  are  helping  get  the  eur-o  off  the 
gi-ound  are  evident  in  South  Ameri- 
ca. For  one  thing,  the  r-egion's 
economies  are  increasingly  converg- 
ing. Average  inflation  within  Merxo- 
suT'  is  now  8.5%  down  fi-om  275%  in 
1992.  Except  for  Br-azil,  fiscal  deficits 
hover  close  to  3%  of  gross  domestic 
product — the  level  r-equired  for-  mem- 


bership in  the  European  Monetary 
Union.  And  since  Mercosur's  creatid 
in  1991,  trade  among  members  has 
quadmpled,  to  $17  billion  annually. 
Because  most  of  the  Mercosur  cur- 
rencies are  linked  to  the  dollar,  the] 
already  tr-ade  within  a  close  range.] 
Formalizing  a  monetary  accord  I 
will  be  easier  in  Mercosur  than  in  | 
Europe,  since  there  are  fewer 
economies  to  coordinate.  And  it 
offer  many  of  the  same  benefits.  Fcj 
instance,  less  exchange  rate  volatili 
will  incr-ease  trade  within  the  regio| 
by  making  it  easier  for  companies 
expand  across  bor- 
ders. Improved  stat 
ity  and  more  compel 
five  expor-ts  also  wil 
lure  new  foreign 
investment. 

To  be  sure,  regioil 
ally  coor-dinated  moj 
etary  and  fiscal  polil 
eies  are  still  a  long  [ 
way  off.  Interest 
r-ates  ar-e  widely  di-j 
vergent — Brazilian 
three-month  yields  j 
exceed  27%,  while 
gentina's  are  only 
6.5%.  But  Europe 
the  same  problem  until  single-curij 
cy  fever  took  hold  and  interest  rat] 
conver'ged.  Also  pr-oblematic  are  tlj 
high  levels  of  domestic  and  foreig 
debt  in  Brazil  and  Argentina  and 
lack  of  common  Latin  trade  rules.  | 
relative  newcomers  to  democracy, 
there's  no  guar-antee  that  the  i-egi| 
future  gover-nments  will  advocate 
monetary  and  fiscal  synchronizatic  : 
common  currency  would  demand, 
posing  monetary  union  without  ec 
nomic  and  tr-ade  r-eform  would  be 
disastr-ous. 

The  Latins  have  more  work  to 
but  these  concerns  should  not  be 
barrier  to  beginning  the  process. 
Wor-king  towar-d  establishing  a  m( 
would  keep  the  region's  economic: 
track  for  sustained  growth.  Just  1 
to  Eui'ope  for-  proof. 


Capell  follows  global  currencie 
from  New  York. 
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Some  meetings  leave  you  with  a  sense 


This  one  can  leave  you  with  a  sense  of  security. 

Anew  life  has  iustcome  into  ,ours.  HOW  do  youpro-idasecurityWlastsfarintothefutureforvour 
newborn?  That's  where  meeting  with  one  of  ou,  agents  can  help.  Northwestern  Mutual  Life  has 
consistenti,  been  rated  the  most  financiall,  sound  life  insurance  company-  in  a  Fortune'  magazrne 
survey.  Which  meansthat  no  m^rwhathappenstowtomorrow'sdreamscan  still  cometrue. 


Have  you  heard  from  The  QulCt  Cor 


Company! 
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COMMENTARY 


By  Christopher  Farrell 


THE  BUYBACK  BOOM  IS  MOSTLY  A  BOON 


I 


A healthy  narcissism  thrives  in 
Corporate  America,  it  seems.  On 
Mar.  30,  Texaco  Inc.  said  it 
planned  to  buy  back  up  to  $1  billion 
of  its  common  stock,  just  after  com- 
pleting a  $650  million  stock  repur- 
chase. General  Motors  Corp.  is  buy- 
ing back  $4  biUion  of  its  equity.  Intel 
Corp.  just  approved  another  stock 
buyback  program  of  up  to  100  million 
shares.  In  1997,  1,273  companies  said 
that  they  would  spend  a  mind-bog- 
gling $180  billion  repurchasing  their 
own  shares,  according  to  Secuiities 
Data  Co. 

Do  these  deals  make  economic 
sense?  Or  are  buybacks  just  another 
financial  gimmick  to  boost  the  stock 


from  IBM  and  other  companies  to 
thousands  of  Yahoo!s,"  says  Mark  M. 
Zandi,  economist  at  Regional  Finan- 
cial Associates  Inc.  Money  from  buy- 
backs, in  large  part,  is  fueling  the 
boom  in  initial  pubhc  offerings  of 
high-tech,  cutting-edge  outfits,  thus 
increasing  the  productivity  of  the 
economy. 

Companies  are  saving  their  share- 
holders billions  in  taxes  by  buying 
back  stock  rather  than  simply  in- 


price?  Shouldn't  companies  be 
putting  their  extra  cash  in  plant  and 
equipment  instead?  Is  the  long-term 
health  of  U.  S.  companies — and  the 
economy  itself — being  sacrificed  for  a 
quick  buck? 

STARTUP  CAPITAL.  By  and  large, 
such  fears  are  misplaced.  Buybacks 
benefit  the  companies,  their  share- 
holdei\s,  and  the  economy.  Certainly, 
investment  in  plant  and  equipment  is 
not  going  begging:  In  the  past  five 
years,  total  fixed  investment  has 
risen  at  a  sound  8.7%  annual  rate 
and  corporate  cash  flow  has  in- 
creased at  7.3%  per  annum,  after 
dividend  payments.  Says  Arvind 
Sodhani,  Intel's  treasurer:  "We  have 
a  strong  cash  position,  and  we  can 
fund  our  growth  through  cash  earned 
on  sales." 

Stock  buybacks  are  a  way  of  re- 
turning cash  to  millions  of  sharehold- 
ers who  may  then  reinvest  their 
gains  elsewhere  in  the  economy 
where  the  returns  are  higher.  "With 
stock  buybacks,  you  get  money  going 


creasing  the  dividend.  Dividend  pay- 
ments to  taxpaying  shareholders  are 
taxed  twice:  once  at  the  corporate 
and  again  at  the  individual  level.  In 
sharp  contrast,  shareholders  who  de- 
cide to  sell  their  stock  are  often 
taxed  at  the  much  lower  capital- 
gains  rate. 

At  the  same  time,  owners  of 
401(k),  403(b),  and  other  tax-shel- 
tered investment  plans  might  prefer 
a  steady  stream  of  dividends.  "Share- 
holders now  have  more  choice  about 
how  they  receive  their 
cash  flow,"  says  Amar 
Bhide  of  the  Harvard 
business  school. 

Buybacks  tend  to 
boost  stock  market 
returns  over  the  long 
run.  Mehssa  Brown, 
quantitative  analyst 
at  Prudential  Securi- 
ties Inc.,  studied  sev- 
eral thousand  large-, 
mid-,  and  small-capi- 
talization companies 
from  1978  thi-ough 
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1996.  She  compared  the  stock  re- 
turns of  companies  that  reduced 
their  shares  outstanding  by  5%  or 
more  with  the  average  return  of  a 
peer  group.  She  found  that  compa- 
nies with  a  stock  buyback  program 
did  better  over  time.  For  example, 
in  the  group  of  large-cap  companies 
she  found  that  those  with  a  stock- 
buyback  program  gained  an  averag 
of  21%  a  year,  vs.  an  appreciation 
15.5%  for  the  group  as  a  whole  ovej 
the  eight-year  period.  Other  studie; 
tend  to  show  a  long-term  gain  on 
the  order  of  3%  higher  for  compa- 
nies that  buy  back  stock,  says 
Steven  Kaplan,  finance  professor  at 
the  University  of  Chicago.  Part  of 
the  gain,  he  adds,  comes  from  thesi 
companies  managing  their  business 
es  more  efficiently. 
BUYING  HIGH.  Many  stock  buybacks 
don't  shrink  the  total  equity  pool  ot 
company.  Instead,  repurchases  are  i 
used  to  offset  employee  stock  optioijl 
and  prevent  shareholder  dilution. 
What's  more,  stock  options  can  en- 
hance employee  productivity  and,  | 
hence,  boost  stock  market  returns. 

Still,  aren't  companies  cra^y  to  bu 
then-  stock  vrith  the  Dow  Jones  indu 
trial  average  hovering  at  record  lev- 
els? Problem  is,  market  valuations 
have  been  stretched  for  years  and, 
with  the  benefit  of  hindsight,  past  n 
purchases  tend  to  look  pretty  savvy 
today. 

To  be  sure,  buybacks  are  no  finan 
cial  elixir.  They  are  not  a  replaceme: 
for  strategies  to  open  up  new  mar- 
kets, nurture  innovation,  and  boost 
profits.  Nevertheless,  efficiency  is  n( 
confined  to  the  factory  floor.  As  Pau 
D.  Grangaard,  head 
corporate  finance  at 
the  investment 
banking  firm  Piper 
Jaf&'ay  Cos.,  puts  it: 
"Stock  buybacks 
should  be  a  standarc 
part  of  managing  th| 
balance  sheet  and  th 
company." 


'91    92  '93   94  '95  '96 
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Farrell  writes 
about  financial 
economics  from 
America's  heartlaru 
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THEM  TO  THE 
INTERNET?" 


If  the  answer  is  Cisco,  you 
know  your  network  service 
provider  is  supported  by  the 
products  and  technology 
that  brought  the  Internet  to 
business.  In  fact,  the  Internet  as 
we  know  it  today  is  built  on 
Cisco  equipment. 

Cisco  Powered  Network'' 
service  providers  are  equipped 
to  make  your  network  work 
for  you.  Whether  it's  Internet 
access,  ATM,  frame  relay  or 
other  data  services,  you  will 
know  your  business  is  getting 


the  quality  it  can  depend  on. 

Look  for  the  Cisco 
Powered  Network  mark  or  visit 
our  Web  site  at  www.cisco.com 
to  find  out  more  about  the 
participating  network  service 
providers.  Either  way,  you 
will  know  your  provider  is 
committed  to  giving  your 
business  the  most  in  reliable, 
secure  and  innovative  service. 
And  you  will  know  it's  powered 
by  Cisco  -  the  company  that 
makes  the  world's  networks 
work  for  business. 


Cisco  Systems 


Empowering  the 
Internet  Generation" 


^sco  Systems,  Inc.  All  rights  reserved. 


Inside  Wall  Street 


BY  GENE  G.  MARCiAL 

A  BRIGHTER  AGE 
FOR  MICROAGE? 


SEPT.  30, '97  MAR.  31, 
A  DOLLARS 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


The  stock  chart  foi-  MicroAge  (mica)  is 
not  for  the  weak-heaited.  It  shows 
steep  drops,  with  shai'es  falling  from  30 
in  October  to  10  on  Jan.  22 — creeping 
back  to  13  on  Mar.  31.  Earnings  at  the 
integi'ator  and  distributor  of  info-tech 
products  and  services  failed  to  meet  the 
Street's  expecta- 
NOT  FOR  THE       tions,  and  for  the 
WEAK  OF  HEART     fecal  first  quai-ter 
of  1998,  MicroAge 
delivered  the 
biggest  blow  yet: 
a  loss  of  28<2  a 
share,  vs.  projec- 
tions of  a  gain  of 
360.  Predictably, 
many  big  share- 
holders headed  for 
the  exits.  Enter 
the  buyei-s  on  bad 
news. 

These  contraii- 
ans  are  armed 
with  more  than 
hopes  for  a  turnaround.  They're  betting 
the  company  will  split  in  two:  One  pail 
will  be  its  distribution  business,  which 
sells  20,000  hardwai'e  and  softwai'e  prod- 
ucts to  reseller  worldwide.  The  other  is 
the  integration  arm,  which  provides 
computing  solutions  to  governments, 
corporations,  and  schools. 

One  California  investment  manager, 
who  started  buying  after  the  piice  fell 
to  11,  figui-es  the  two  separate  pieces 
would  be  worth  more  than  MicroAge's 
cun-ent  price.  Why?  If  split,  each  could 
focus  on  what  it  does  best,  he  argues. 
Others  in  the  same  business,  he  notes, 
tratle  at  high  price-to-sales  ratios  be- 
cause they  achieve  good  margins. 

Given  the  margins  on  i-evenues  that 
rivals  achieve,  the  MicroAge  distribu- 
tion imit  could  earn  some  $50  million,  or 
$2.50  a  share,  he  figures.  MicroAge's 
distribution  business  generated  sales  of 
more  than  $3  billion  in  fiscal  1997.  So 
this  pi'o  reckons  the  distribution  unit  is 
worth  15  to  17  a  share,  based  on  the 
revenues  ratios  that  its  peers  trade  at. 
The  integi'ation  operations,  which  ac- 
counted for  sales  of  $1  biUion,  could  be 
worth  15  a  shai'e,  he  adds. 

Analyst  David  Grossman  of  Nations- 
Banc  Montgomery  Securities  says  there 
is  "definitely  a  possibility"  that  Micro- 


Age will  split  in  two.  MicroAge  could  ei- 
ther spin  off  or  sell  its  distribution  arm, 
with  MicroAge  retaining  the  integra- 
tion operations.  "The  company  is  ti-ailing 
its  peers,  and  it  looks  veiy  compelling 
for  MicroAge  to  split  to  realize  its  full 
potential,"  says  Grossman. 

In  Febiniary,  management  moved  to 
divide  its  sales  and  services  divisions 
into  autonomous  units  with  separate 
management,  as  part  of  a  restiTictur- 
ing.  Some  view  this  as  a  step  toward  a 
split  or  spin-off.  Chairman  and  ceo  Jeff 
McKeever  says  MicroAge  is  "consider- 
ing all  financial  options,"  including  a 
spin-off  or  sale  of  its  distribution  busi- 
ness to  enhance  shareholder  value. 


SMILE,  IF  YOU  OWN 
DENTAL  MANAGERS 

Nancy  Weaver  tripled  her  money  in — 
believe  it  or  not— Columbia/HCA 
Healthcare.  Weaver,  who  follows  health 
stocks  at  Little  Rock  investment  finn 
Stephens,  discovered  Columbia  in  1992 
at  12  a  shai-e.  She  sold  2'A  years  later  at 
35 — way  before  Columbia's  travails. 

"There  still  are  niches  in  health  care 
where  just  as  much  money  could  be 
made,"  says  Weaver,  who  is  now  high  on 
emerging  dental-practice-management 
companies,  an  undiscovered  sector  that's 
ripe  for  consolidation. 

Her  picks  in  the  group:  Monarch 
Dental  (mdds),  which  manages  practices 
for  200  dentists  in  Ai-kansas,  Colorado, 
Indiana,  Texas,  and  Wisconsin;  and 
Coast  Dental  Services  (cden),  which 
manages  60  centers  in  Florida,  Geor- 
gia, and  Virginia. 

Monarch,  now 
at  16  a  share,  and 
Coast,  at  27,  are 
the  rapidly  grow- 
ing leadei"s  in  the 
$46  billion  dental- 
care  industiy,  says 
Weaver  Monarch 
is  an  experienced 
consolidator.  She 
thinks  earnings 
will  gi'ow  35%  a 


WEAVER:  Monarch 
and  Coast  Dental 


are  her  tooth  picks  year  for  the  next 
three  years.  She 
expects  it  will  earn  58^  a  share  this 
year  and  80^  in  1999,  vs.  1997's  26(2. 

Coast  has  also  been  widening  its 
reach,  buying  practices  at  70%  of  gi'oss 
revenue.  Weaver  expects  Coast,  which 
plans  to  acquire  a  fuither  15  to  20  of- 
fices this  year  and  open  20  new  ones, 
wiU  earn  80^  a  share  this  year  and  $1.10 


next,  up  from  1997's  55(2.  She  thini 
Monai'ch  stock  wiU  have  an  easy  ride  i 
to  22,  and  Coast  to  39. 


THIS  INSURER 
MAY  PAY  A  PREMIUM 

National  Insurance  Group  (nai 
doesn't  usually  show  up  on  investu 
radar  screens.  But  it's  bound  to  atti  c 
attention  soon.  Big  players,  including 
relative  of  Italy's  Agnelli  family  \v 
owns  a  10%  stake,  are  eager  to  eniiai: 
the  value  of  the  stock,  which  is  reci 
emg  from  a  slump  that  dragged  it  tt 
in  mid-January,  down  from  11  in  it 
September  It  has  since  risen  to  mc 
than  10. 

National  specializes  in  policies  agaii 
floods  and  other  hazards,  and  in  insi 
ance  for  collateral  protection.  It's  alsu 
the  business  of  providing  specialized 
foiTTiation  systems  and  services — ci- 
sidered  to  be  the  company's  great  r 
jewel — to  financial  institutions. 

Whispers  are  that  management 
thinking  of  splitting  the  company  ; 
spinning  off  the  information  servie 
which  some  pros  value  at  $100  rmlli 
or  $20  a  share. 


fS  A  SPIN-OFF 
IN  THE  OFFINGS 


based  on  the 
price-earnings  ra- 
tios that  other 
companies  in  the 
business  trade  at. 
The  information 
unit  had  sales  of 
$31  million  in 
1997.  The  insur- 
ance is  worth  its 
book  value  of  $25 
milhon,  or  some 
$7  a  share. 

New  York  in- 
vestment banker 
Richard  Berman, 
a  National  stake- 
holder, figures  the  infonnation  unit 
produce  sales  of  $45.2  million  in  1  ^ 
Tlie  insui-ance  pait,  wMch  accounted 
$22  milhon  last  year,  should  brinj 
only  $19.8  million  in  1998,  figi 
Bennan.  He  expects  information  to 
duce  pretax  earnings  of  $13  million 
yeai;  up  fi:-om  1997's  $8.8  million.  In 
ance,  on  the  other  hand,  is  expecte- 
pull  in  pretax  eaiTiings  of  only  $4.8 
lion,  down  from  last  year's  $6.8  milli 

For  all  of  1997,  National  earned  7 
share,  up  from  370  in  1996.  Berman 
pects  National  to  earn  900  in  1998, 
$1.10  to  $1.20  in  1999.  National  didn't 
turn  calls. 
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iRLDHINTEROP98 


EXPERIENCE  WHAT  THE  FUTURE  HOLDS 


In  the  world  of  tomorrow,  people  and  machines  will 
connect  in  new  and  seemingly  unimaginable  ways. 
You  have  an  opportunity  to  see  what  the  future  holds 
May  4  -  8, 1998  in  Las  Vegas. 

NetWorld+lnterop  is  the  definitive  networlcing 
event  bringing  together  over 600  of  the  world's  leading 
technology  vendors  preserrting  products  that  arfe 
setting  the  standards  for  the  21  st  century.  Workshops, 
conference  sessions  and  tutorials  conducted  by  cel- 
ebrated industry  leaders  wilt  provide  you  with  a  rare 


face-to-face  opportunity  to  learn  from  the  visionaries 
who  wtii  define  the  standards  for  the  years  ahead. 

The  centerpiece  of  NetWoridHrtnterop  is  the 
InterppNet"-  the  world's  largest  short-term,  real-time 
network.  Networking  masters  collaborate  to  create  a 
mulb-layered,  operational  network  that  has  more 
firepower  than  many  small  countries. 

tf  the  shape  of  the  network,  (ntemet,  telecommu- 
nications and  ISP  future  is  important  to  you— 4hs  is 
the  one  eventtoo  impoi^ntto  miss! 


THE  205  HORSEPOWER  PRIMAL  SCREi 

The  world  grows  complicated.  Choose  your  response:  yoga.  consider  an  alternative  therapy.  The  completely 
meditation,  fashionable  analysis  Or  perhaps  you  should         Isuzu  Rodeo,  Beyond  its  bold  new  styling,  it  is 


Personal  Business 
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EDITED  BY  AMY  DUNKIN 


COLLEGE  CASH  FROM 
YOllR  RETIREMENT  STASH 


I 


The  old  advice  was  sim- 
I3le:  Stash  cash  for  col- 
lege until  your  kids 
gi'aduate,  then  save  like  crazy 
for  your  own  retirement. 
When  50-year-old  enipty- 
nesters  who  could  look  for- 
ward to  hefty  corporate  pen- 
sions were  the  rule,  that 
counsel  worked  pretty  well. 

Look  ai'ound  a  pta  meeting 
today,  though,  and  you'll  see 
lots  of  parents  who've  gone 
gray  long  be- 
fore their  kids 
leaiTi  multiplica- 
tion tables.  For 
today's  40-plus 
parents,  college  savings  com- 
pete directly  with  building  a 
retirement  nest  egg.  So, 
many  financial  advisers  rec- 
ommend combining  those 
goals:  Pack  your  savings  into 
retirement  accounts,  using 
the  tax  breaks  to  help  pay 
for  both  your  kids'  education 
and  your  golden  years.  "Put 
college  money  in  a  401(k), 
and  you'll  end  up  with  more 
for  college  and  more  foi'  re- 
tirement," says  Jeffrey  Feld- 
man,  a  planner  at  Rochester 
(N.  Y.)  Financial  Services. 

Wliile  the  tax  code  makes 
it  easy  to  build  big  balances 
in  an  individual  retirement 
account  (ir:A),  401(k),  or  simi- 
lai'  plan,  tajJinng  those  funds 
for  tuition  takes  ingenuity. 
College  aid,  too,  can  rise  or 
fall  based  on  where  you  stash 
your  savings.  But  with 
enough  planning,  parents — 
especially  those  who'll  be  in 
their  mid-.50s  or  older  when 
Junior  gets  a  bachelor's  de- 
gi'ee — can  make  retirement 
accounts  serve  two  puiposes. 
PROJECTIONS.  First,  a  word 
of  warning:  Don't  even  think 
about  using  retirement  funds 
foi-  education  if  paying  college 
bills  will  leave  you  shoit  for 
youi"  retirement.  Suppose  you 


COLLEGE 


PLANNING 


need  $12,500  a  yeai;  starting 
at  age  48,  for  college.  That 
$50,000,  plus  taxes  and  a  10% 
early-withdrawal  penalty,  will 
costyoiu'  401(k)  $90,909— and 
cut  your  income  by  .$27,300 
eveiy  year  after  you  retire. 
"You've  invested  in  your 
child's  future  by  sabotaging 
your  own,"  says  Dee  Lee  of 
Harvard  (Mass.)  Financial 
Educators  and  co-author  of 
The  Complete  Idiot's  Guide,  to 

  WKk)  Plans 

(MacMillan  Gen- 
eral Reference, 
$17.95). 

So  your  first 
step  should  be  a  retirement- 
plan  checkup  to  see  if  you're 
saving  enough.  If  your  em- 
ployer's benefits  office  can't 
i"un  your  numbers,  go  online, 
to  calculators  at  FinanCenter 
( wvw.financenter.com/retire . 
htm)  or  Investors  Guide 
(www.investorguide.com/ 


retirement.htm).  Softwai'e 
such  as  Quicken  Finan- 
cial Planner  can  do  more 
detailed  projections. 

Once  you're  set  for 
retirement,  you  can 
look  at  our  numbers 
to  see  where  to  stash 
extra  savings  foi-  col- 
lege. Let's  say 
you're  putting  6% 
of  your  $80,000 
salary  in  a 
401(k)  to  max  ^ 
out  your  compa- 
ny's match.  You 
figiu'e  you  can  save 
an  additional  4%— 
$3,200  a  year  before  taxes, 
or  $2,080  aftertax — toward 
college.  You  can  put  that  in 
your  401(k),  a  Roth  ira,  or  a 
tax-efficient  stock  index  fund. 
Assume  all  the  accounts  earn 
10%  before  taxes.  The  charts 
show  what  you'll  have  left  if 
you  start  saving  when  your 


Comparing  Egg-Builders 

Parents  with  an  annual  income  of  $80,000  want  to  set 
aside  4%  a  year  for  their  child's  college  education.  Tfieir 
federal  and  state  tax  rate  is  35%  ( vs.  the  kid's  rate  of  20%) 
and  they  pay  20%  on  capital  gains  (vs.  10%  for  the  child). 
Here's  how  much  they  would  accumulate  inside  and 
outside  retirement  accounts  by  the  time  the  child  is  18: 

IF  YOU  START  SAVING  WHEN  YOUR  CHILD  IS  6: 

401(k)/ROTH  IRA  POST-AGE  $46,576 
INDEX  FUND  IN  KID'S  NAME  $45,883 
INDEX  FUND  IN  PARENT'S  NAME  $41,474 
401(k)  PRE-59'/2 $39!410 
ROTH  IRA  PRE-59'/4 $33,004 

IF  YOU  START  SAVING  WHEN  YOUR  CHILD  IS  12: 
401(k)/ROTH  IRA  POST-AGE  59/2  $16,805 
INDEX  FUND  IN  KID'S  NAME  $16,805 
INDEX  FUND  IN  PARENT'S  NAME  $151918 
401(k)  PRE-59'/2  $14,219 
ROTH  IRA  PRE- 59/.  $12,288 
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child  is  6  or  12  and 
out — paying  taxes  and 
ties — when  he  or  she  is 

Older  parents  get  a  b 
If  they're  59k?  when  they 
to  withdraw,  they  net 
most  with  a  401(k)  or 
IRA.  (Under  the  1997  ta:! 
any  ira  can  be  used  wi 
penalty  at  any  age  to  pa 
lege  expenses — a  good  r 
to  funnel  kids'  income 
jobs  into  deductible  iRAi 
the  Roth  ira's  big  br 
tax-fi-ee  earnings — isn't 
able  until  age  59'A.) 

The  next  best  choic( 
tax-efficient  index  fui 
your  child's  name.  If  yc 
up  a  custodial  account 
the  Uniform  Gift  to  IV 
Act,  you'll  have  to  end 
"Idddie  tax"  until  your 
turns  14.  The  first  $7 
your  child's  investment 
ings  will  be  tax-fi-ee,  th 
ond  $700  will  be  tax' 
15%  (10%.  for  capital  s'' 
and  the  rest  will  be  ta:- 
your  top  rate.  After  cli 
turn  14,  they  file  thei  ' 
returns;  then,  they  ca:' 
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4^50  in  eam- 
Tom  tax.  An 
it  started  for 
year-old  es- 
tax  altogeth- 
latching  the 
I's  perfor- 
i — while  an 
it  with  more 
to  grow  gets  nicked, 
ownside  of  a  custodial 
it:  You  suiTender  con- 
f  the  cash  when  youi- 
•eaches  18  or  21. 
ping  a  401(k)  or  a  Roth 
ifore  age  59?^  is  expen- 
fouH  pay  a  109c  penalty 
tax)  for  early  401(k) 
rawals.   Even   so,  a 
I  might  outperfonn  a 
e  account  if  you  have 
to  save  or  if  yom-  non- 
funds  generate  more 
e  income  than  this  hy- 
ical  index  fund.  Invest- 
i  a  Roth  IRA  is  the 
choice  if  you'll  need  to 
■aw  earnings  eai-ly. 
le  of  this  takes  into  ac- 
another  'tax" — one  im- 
1  by  college  financial-aid 
j'  las.  Manv  middle-  and 
jf.  .  ^  


lose  your  job,  your  loans  are 
due  in  full  immediately. 

A  smarter  strategj'  is  to 
borrow  elsewhere.  A  home- 
equity  line  of  credit,  with  a 
15-year  term  and  tax-de- 
ductible interest,  is  the  best 
deal.  Banks  also  offer  a  fed- 
erally subsidized  package 
called  PLUS — Parent  Loans 
for  Undergraduate  Stu- 
dents— to  help  parents  pay 
their  share  of  college  costs. 
PLUS  loans  last  10  years,  with 
interest  capped  at  9%. 

Wait  a  minute — what's  the 
point  of  borrowing  if  you've 
spent  years  building  a  college 
fund  inside  your  401(k)?  In 
high-finance  teiTtis,  you're  us- 
ing a  "bridge  loan" — funds  to 
tide  you  over  until  it's  cheap- 
er to  tap  your  retirement  ac- 
count. If  you're  in  your  oOs 
when  yotir  child  enters  col- 
lege, you  can  use  a  home- 
equity  loan  to  pay  your  share 
of  school  bOls.  Sui-e,  youH  pay 
interest — but  it  will  cost  less 
than  what  your  401(k)  funds 
can  earn.  And  you  can  start 
tapping  your  401Gc)  to  pay  off 
the  home-equity  loan  after 
you  turn  b9/'  with  no  penalty 
and  no  financial-aid  hit. 


Older  parents 
get  a  big  break: 

If  they're  59/^  when  thev  start  to  draw  down 
a  Roth  IRA,  their  withdrawals  are  tax  free 


upper-income  parents  assume 
they  won't  qualif\'  for  aid.  In 
fact,  a  family  with  one  col- 
lege-boimd  student  can  often 
get  tuition  help  if  it  has  in- 
come below  .§125,000  and 
modest  assets,  says  John 
Roche,  a  certified  financial 
planner  and  aid  speciahst  in 
Hartsdale.  X.  Y.  With  two  or 
more  kids  in  school,  "it's  hard 
not  to  qualiiy\"  Roche  says. 
LOAN  STRATEGY.  A  40i(k)- 
based  college  fund  is  a  mixed 
blessing  at  the  financial-aid 
\\indow.  On  the  plus  side,  the 
fonnula  for  fedei*al  (and  most 
state)  aid  doesn't  expect  you 
to  spend  retirement  assets  on 
college.  If  you've  eaiTnarked 
§50.000  in  youi-  401(k)  for  col- 
lege rather  then  setting  up  a 
separate  account,  you  can 


qualify  for  S3,000  more  feder- 
al aid.  But  suppose  you  draw 
812.500  fi-om  your  401(k)  to 
pay  first-year  bills.  WTien  you 
apply  for  sophomore  aid,  that 
will  show  up  as  income — and 
mean  about  $3,750  less  aid. 

So  how  do  you  tap  your 
401(k)  or  IRA  with  the  least 
consequences?  With  a  401(k), 
you  can  take  a  loan:  75%  of 
employers  let  savers  boiTow 
half  theii-  401(k)  balance,  up 
to  S50.000.  But  ex-peits  frown 
on  401(k)  loans  because  they 
slow  youi'  fund  gi'owth.  Such 
loans  must  be  repaid  fast:  If 
you  boiTow  .S12,500  a  year, 
by  the  time  -Junior's  a  senior, 
you'll  be  shelling  out  811,000 
in  annual  pa\Tnents.  And 
401(k)  loans  have  a  dooms- 
dav  feature:  If  vou  leave  or 


That  strategy'  won't  work 
for  everyone.  Your  401(k) 
plan  may  not  allow  large 
enough  contributions  to  btdld 
both  a  retirement  kitty  and  a 
college  fund.  Your  hotise  may 
ah'eady  be  leveraged  to  the 
hUt.  Psychologically,  you  may 
need  the  comfort  of  seeing 
separate  accounts  for  educa- 
tion and  old  age.  But  with  a 
double  savings  challenge 
looming  before  you.  it  might 
be  hard  to  overlook  the  extra 
oomph  that  401(k)s  and  other 
retirement  accounts  can 
bring  to  your  net  worth. 
True,  you'll  need  some  finan- 
cial skill  to  tap  the  funds. 
But  an  extra  dose  of  wisdom 
is  one  of  the  advantages  old- 
er parents  can  bring  to  the 
party.  Mike  McXatnee  ' 
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FOR  CHEAP  SCHOOLING, 
GO  NORTH 


Nefra  Faltas  faced  a 
choice  in  her  last 
year  at  the  Potomac 
School  in  McLean,  Va. 

Would  she  spend  her  next 
foiu-  yeai's  at  Oberlin  College, 
the  University  of  Virginia,  or 
the  University  of  Toronto? 
She  leaned  toward  Toronto. 
"The  campus  seems  very 
American,  but  with  a  lot 
more  cosmopolitan  flavor," 
says  Faltas,  now  a  fh'st-year 
pre-med  student  at  UT.  The 
clincher:  With  all  costs  in,  her 
first-year  bill  at  Oberlin 
would  have  been  about 
$29,000;  at  U.  Va.,  $11,800; 
and  at  ut,  just 
$11,200.  I 

For  U.S.  cit- 
izens staggered 
by  higher  education  costs, 
Canada's  50  or  so  undergrad 
universities  may  be  as  wel- 
come as  a  northern  breeze. 
They  are  inexpensive  as  a 
matter  of  government  policy. 
And  while  non-Canadians 
may  pay  up  to  three  times 
what  locals  do,  they'll  still 
save  a  bundle  compai-ed  with 
private  U.  S.  colleges  or  top- 
flight state  schools — especial- 
ly with  the  U.  S.  doUai-  strong 
against  the  Canadian  loonie. 
FAMILIAR.  The  pluses  of  get- 
ting some  northern  exposui-e 
go  beyond  dollars.  Familiar 
enough  culturally — and  near 
enough  geogr-ai^liically — to  a{> 
peal  to  students  reluctant  to 
venture  too  far  abroad,  the 
schools  are  nonetheless  for- 
eign. The  highly  diverse  stu- 
dent populations  reflect  Cana- 
da's role  as  a  magnet  for 
immigrants.  Then  there's 
Quebec,  where  you  can  study 
at  an  English-speaking  school 
such  as  McGill  University 
while  exploring  a  unique 
French  culture. 

Wherever  in  Canada  U.  S. 
students  go,  they'll  find  dif- 
ferences &"om  home.  "People 


really  are  much  more  polite," 
says  Benjamin  Moe)'man,  a 
political  philosophy  gi'ad  stu- 
dent who  came  to  ut  after 
Harvard  Divinity  School. 
Crime  is  often  less  of  a  wor- 
ly,  even  in  big  cities.  Canadi- 
ans may  also  be  more  focused 
academically.  One  reason: 
They  home  in  on  a  major 
early  in  high  school  to  pre- 
pare for  mandatory  achieve- 
ment tests  needed  for  uni- 
versity admission.  The  tests 
measure  actual  academic  mas- 
tery rather  than  aptitude. 

Athletic  progi'ams,  mean- 
while, are  rich — think  wide- 
field  football  and  ciu'ling — but 
not  big-time,  as  in  larger 
U.  S.  schools. 
I  Only  Simon 
Fraser  Univer- 
sity in  Vancou- 
teams  competing 
with  U.  S.  schools  in  the  Na- 
tional Association  of  Intercol- 
legiate Athletics.  Athletic 
scholarships,  too,  are  rare  in 
Eastern  Canada. 

Costs  vary  widely.  British 


PLANNING 

ver  has 


Columbia  lets  schools  chai-ge 
heavily  for  foreigners.  So  a 
U.  S.  student  at  the  Univer- 
sity of  British  Columbia  would 
pay  about  $16,000  a  year.  By 
contrast,  the  University  of 
Windsor,  neai'  Detroit,  offei-s  a 
break  just  for  U.  S.  students, 
charging  about  $7,700. 

As  for  admissions  stan- 
daixls,  liiglily  selective  ut  and 
McGill  demand  A  or  B+  av- 
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Canadian  Options 


If 

ell 
k 


iler: 


SCHOOL 

TUITION 
&FEES 

ROOM 
&  BOARD 

APPLICATION 
DEADLINE 

FEATURES 

McGILL  UNIV., 
MONTREAL 

www.mcgill.ca 

$6,575- 
9,416 

$3,320- 
4,488 

Jan,  15 

Top-rated 
research 
:  institution 

MOUNT  ALLISON 
UNIV.  SACKVILLE, 
NEW  BRUNSWICK 

www.mta.ca 

$5,350* 

$3,822* 

Aug.  1 

Strong  liberal 
arts  & 
sciences 
school 

SIMON  FRASER  UNIV., 
VANCOUVER 

www.sfu.ca 

$3,920 

$1,540- 
1,960 

Apr.  30 

Links  to  Asia; 
athletic  teams 
compete  in  U.S. 

UNIV.  OF  ALBERTA, 
EDMONTON 

www.ualberta.ca 

$5,180 

$2,450 

Mar.  1 

Strong  in 
agriculture 
and  forestry 

UNIV.  OF  TORONTO, 
TORONTO 

www.utoronto.ca 

$6,300- 
8,400* 

$840- 
4,200* 

Mar.  1 

Leading  urban 
school  with  down- 
town campus 

*  1997-98 

DATA:  UNIVERSITIES 

erages  and  high  class 
ings.  Generally,  Cana 
schools  give  less  weigl 
Scholastic  Assessment 
scores,  which  aren't  evei 
quired  of  Canadians. 

Thanks  to  the  Net 
search  is  easy.  Most  col 
and  universities  post 
sites.  And  Maclean 
newsweekly,  pubhshes 
ings  of  schools  each 
( www.macleans 
Canada's  Foi 
Affairs  Dept. 
such  info  as 
requirements 
www.cdnemb-wa 
org/study. 

While  weighi: 
Canadian  educ 
bear  in  mind  thi 
unfamiliar  alma  r 
on  a  resume  ma: 
be  a  plus  when 
ing  a  career 
home.  Even  Moui 
lison  Universit: 
New  Branswick. 
41  Rhodes  sch 
among  its  grads 
draw  blank  looks 
U.  S.  employers 
for  adventures 
budget-minded 
dents,  a  Canadiar 
cation  may  be  th< 
bargain  on  the 
nent.  Joseph 


'Mr. 
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FE  INSURANCE:  DROWNING 
FEES  

cCX) 


ible  universal  life 
jrance  is  the 
)st-growing  prod- 
in  the  life-insur- 

ndustry. 

ne  20%  of  new 
J  is  going  into 
policies  today, 
m  7%  just  five 
ago.  Con- 
s  are  snatching 
IL  because  it's 
f  the  few  ways 
e  of  401(k)  plans 
idividual  retirement 
its,  to  invest  in  mutual 
and  get  tax-free  growtli 
y  does  financial  plannei 
iVliitehead  of  Franklin 
refer  to  VUL  as  a  "suck- 
)licy"? 

in  and  simple,  the  an- 
s  the  fees.  They  are  so 
DOggling  that  in  many 
even  insui'ance  agents 
inderstand  them.  Many 
ire  buried  in  the  fine 
tf  a  prospectus,  and  oth- 
i  lumped  together  as 
tes  in 
material, 
ke  matters  worse,  com- 
i-shopping  is  almost  im- 
le  because  each  compa- 
fees  and  terms  are 
nt.  Experts  estimate  it 
tke  10  to  20  years  to 

even  after  fees,  de- 
g  on  how  much  you  pay 
le  policy  each  year  and 
he  underlying  mutual 

perform.  If  you  don't 
I  long  investment  hori- 
JL  is  almost  a  sm"e  way 

money.  Says  Bill  Flem- 
1  insui'ance  specialist  in 
■s  &  Lybi-and's  Hailford 

"The  best  exit  strate- 
h  vaiiable  imiversal  life 
,h." 

ike  term  insurance, 
has  no  payoff  unless 
e,  a  VUL  policy  builds 
h  value  over  time.  The 
s  you  have  to  fork  over 


SMART  MONEY 


big  pi'emiums  for  a  number  of 
years — and  meanwhile  hope 
yoiu'  funds  perform  well — be- 
fore the  policy  becomes  "fully 
funded."  That's  the  point  at 
which  there's 
enough  money 
in  the  accoimt  to  pay  the  in- 
siu'ance  and  fees.  But  if  your 
funds  fare  poorly  or  policy 
costs  go  up,  you  can  wind  up 
paying  premiums  for  longei- 
than  the  original  projections 
suggest. 

HUGE  PREMIUMS.  Take  a  .$1 
million  policy  fi'om  Eciuitable 
Life,  the  leading  marketer  of 
VUL,  for  a  35-yeai-old  healthy, 
nonsmoking  man.  The  policy 
is  similar  to  products  offered 
by  other  life  insurers,  such 
as  Prudential,  Nationwide, 
and  Northwestern  Mutual. 
The  premium  is  .$9,540  a  yeai- 
for  10  years  foi-  the  policy  to 
become  fully  fiuided.  Tliis  as- 
sumes that  the  funds  invest- 
ed earn  10%  annually  net  of 
management  fees.  By  com- 
parison, a  $1  million  level 
premium  term  policy  would 


cost  $920  a  year  for  20  years. 

Enormous  premiums  are 
required  for  vuL  because  a 
lai-ge  portion  of  the  payments 
goes  toward  fees,  rather  than 
the  pohcy  itself.  Fii-st,  the  in- 
surer deducts  about  a  4% 
sales  charge,  also  called  a 


"load,"  from  eveiy  premium,  a 
process  that  instantly  cuts  the 
.$9,.540  payment  by  $:?53.  Then 
there's  a  life-insui'ance  cost — 
in  this  case,  it's  18%,  or 
$1,685,  in  the  first  year,  and 
that  goes  up  as  the  policy- 
holdei'  gets  older.  A  fii"st-year 
administrative  fee  runs 
about  $300,  followed  by  a 
permanent  monthly  ex- 
pense of  $6.  You  can 
also  count  on  an  ongo- 
ing mortality  expense 
fee,  a  state  premium 
tax,  and  a  fund  man- 
agement fee. 
CASHING  IN.  The  fees 
alone  reduce  yom-  fii'st-yeai' 
[tremium  by  17%.  Many  com- 
panies also  tack  on  levies  if 
you  want  to  transfer  money 
between  funds,  and  most 
charge  you  for  taking  out  a 
li  lan  against  the  balance.  Jeny 
<  lolden,  executive  vice-presi- 
dent of  Equitable  and  creator 
nf  VUL,  admits  the  fee  strac- 
liu-e  is  too  comjjlex  and  tliinks 
it  win  eventually  be  simplified. 
But  he  justifies  the  Mgh  fee 
levels  by  saying,  "We  have  to 
pay  our  agents  something." 

VUL  is  an  especially  bad 
deal  if  you  need  to  cash  in  the 
policy  within  10  to  15  years. 
That's  because  you'll  be  hit 
with  a  lai-ge  siUTender  fee.  In 
the  Equitable  example,  if  you 
cash  in  the  policy  after  one 
year,  you're  subject  to  a  sur- 
render fee  of  $5,576.  That 
means  you'll  get  back  only 


Deconstructing  a  Policy 

The  following  illustration  is  based  on  a  $1  million  variable 
universal  life  insurance  policy  for  a  35-year-old  male  non- 
smoker.  It  assumes  annual  premiums  of  $9,540  for  10  years 
and  annual  investment  gains  of  10%. 


YEAR 

PREMIUMS 
PAID 

ACCOUNT 
VALUE* 

:  VALUE  OF  CASHEO- 
;  INPOUCY** 

ANNUAL  RETURN 
ON  INVESTMENT 

1 

$9,540 

$7,961 

$2,385 

-73.2% 

5 

47,700 

47,963 

41,298 

-2.2 

10 

95,400 

119,354 

114,129 

4.9 

15 

95,400 

165,526 

165,526 

6.6 

20 

95,400 

231,793 

;  231,793 

7.0 

'After  fees,  plus  10%  investment  gain  **After  surrender  charge,  which  starts  at  $5,576  in 
Year  1  and  decreases  every  year  until  it  disappears  in  Year  15 

DATA.  EQUITABLE  LIFE,  CONSUMER  FEDERATION  OF  AMERICA 
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$2,385  fi-om  a  $9,540  contnbu- 
tion  plus  a  10%  investment 
gain.  You'd  still  be  under  wa- 
ter until  year  15,  when  the 
siuTender  charge  disappeai's. 

In  an  analysis  of  the  Equi- 
table policy,  James  Hunt,  an 
actuaiy  and  consultant  to  the 
Consumer  Federation  of 
America  (VVA),  showed  how 
all  the  fees  make  it  difficult 
to  achieve  stellai-  investment 
returns.  He  concluded  that  by 
cashing  in  the  policy  in  the 
fifth  yeai',  it  would  lose  22%  of 
its  value  on  an  annualized  ba- 
sis. Even  if  you  held  it  for  20 
yeai-s,  it  would  gain  only  7.0%. 
"Buying  term  insm'ance  and 
investing  the  difference  would 


be  more  profitable,"  Hunt  says. 

The  surrender  fee  under- 
scores why  vui,  is,  at  best,  a 
long-teiTn  investment.  As  Eq- 
uitable's  Golden  says,  "You're 
not  supposed  to  cash  in  life 
insm'ance.  Your  goal  should  be 
to  hold  it."  Still,  more  than 
50%  of  all  people  who  buy 
VUL  cash  in  theii-  policies  be- 
fore the  suiTender  fee  exi)ii"es, 
according  to  industry  esti- 
mates. This  suggests  agents 
are  marketing  the  policies  to 
the  wrong  people.  But  they 
have  a  strong  incentive:  com- 
missions of  at  least  55%  of  the 
fii-st  year's  premium  and  4% 
for  the  next  10  yeai's. 

A  big  selling  point  is  you 


can  boiTow  against  youi-  cash 
balance  and  not  have  to  re- 
pay the  loan  while  you're 
alive.  The  loan  amount  wiU  be 
deducted  fi'om  the  money  paid 
to  yoiu'  heii"s.  Wlrat  often  isn't 
made  clear  is  that  when  you 
take  the  loan,  you  have  to  pull 
a  matcliing  amount  of  money 
out  of  the  stock  mutual  ftmds 
in  the  policy  and  put  it  into  a 
money-mai'ket  fund  as  collat- 
eral. Tliis  hmits  the  abihty  of 
the  policy  to  earn  enough  to 
cover  the  annual  insurance 
cost  and  reduces  the  odds  of 
brealdng  even  on  the  fees. 

Despite  ch-awbacks,  vx'L  can 
benefit  a  naiTow  group  of  peo- 
ple. The  ideal  candidate  is 


someone  who  has  a  liigh  f 
worth,  needs  a  tax  shelter,  a 
shell  out  big  bucks  up  • ; 
to  captiu-e  the  benefits  (it 
pounded  gTow1;h,  and  din 
need  the  money  anytim*:' 
If  you  fit  this  pi'ofile  ami 
interested  in  vuL,  a  good 
might  be  a  policy  from  A 
itas  Life  (800  552-3553),  w 
offers  a  low-load  option  i 
states  and  expects  to  ha 
available  in  the  last  two, 
York  and  New  Jersey,  w 
the  year.  Before  you  agi  t 
any  contract,  get  the  cfa 
387-6121)  to  do  a  cost  tm;i 
for  $40.  Tliis  is  a  cheap  \\ ; 
avoid  being  sold  a  sue 
policy.  Adele  Mai 


SEXY  STEEL  STOCKS? 
DON'T  LAUGH 


Steel  stocks  may  not 
have  the  allure  of 
high-tech  shares,  but 
an  obscure  segment 

known  as  steel  processing- 
might  be  worth  a  look.  De- 
spite troubles  last  year,  the 
sector's  growth  has  Wall 
Street  excited.  "There  are 
real  opportunities,  but  the 
sector  is  poorly  tracked,"  says 
Michelle  Galanter  Applebaimi, 
managing  du'ectoi'  of  vSalomon 
Smith  Barney  in  Highland 
Park,  111. 

The  growing  pi'ominence  of 
these  so-called  metals-service 
centers  reflects  the  steel  in- 
dustiy's  increasing  specializa- 
tion. Service  centers  distrib- 
ute commodity  steel,  but 
lately  several  have  moved 
into  the  more  profitable  busi- 
ness of  making  highly  finished 
steel  for  use  mostly  in  cars, 
apphances,  and  construction. 
They  are  taking  over  these 
lugher-profit-margin  ftmctions 
from  steelmakers,  which  pre- 
fer to  avoid  the  outlays  asso- 
ciated with  capital-intensive, 
advanced  processing.  So  while 
the  processing  segment  has 
enjoyed  strong  sales  growth 
for  many  years,  its  profit 


margin  has  lately  been  rising 
as  well — to  the  8%  region, 
from  the  typical  4%>  for  dis- 
tributors, analysts  say. 

At  least  ^14  ■ 
processor  with  a  ' 
market  capitalization  ii;  ex- 
cess of  $5  billion  now  trade 
publicly  compared  with  two 
just  10  years  ago,  says  Ken- 
neth Hoffman,  an  analyst  at 
Pindential  Securities.  Of  the 


NVESTING 


panies  that  have  good  records 
of  profitability — and  sa\^'y  ex- 
pansion plans  (table).  Two  on 
Wall  Street's  pick  lists  ai"e  Re- 
liance Steel  &  Aluminum  and 
Gibraltar  Steel.  Reliance,  a 
Los  Angeles  processor  and 
distributor  with  annual  sales 
gains  of  20%  to  30%  and  a 
record  of  smait  acciuisitions — 
10  since  its  1994  lP(j — has  con- 
vinced many  of  its  growth 
potential. 

Gibraltar's  re- 
cent investments,  like  those 
of  Reliance,  have  won  praise 
from  analysts.  A  leader  in 
cold-rolled  steel,  it  invested 
last  year  in  a  rolling  mill  in 
Cleveland  that  it  savs  will 


Cleveland  distributor 
suppHes  General  Motors, 
caught  off  guard  by  a  s 
in  cheaper  imports  whi 
had  a  lot  of  high-priced 
in  its  inventory. 
ROUGH  PATCH.  Bai 
himters  might  fiiid  that  i 
thington  Industries  rrW 
a  gander.  Worthington 
fii-st  processor  to  go  pub 
1971,  i-an  into  a  rough  pat 
the  eai'ly  1990s  after  abo  ■ 
plans  to  invest  in  a  steel 
It  recently  invested  in  £  , 
vanizing  facility  and  a 
cessing  plant.  "Tliey're  pi 
a  lot  of  money  into 

plants         If  they  cani 

that  into  profitability,  f  ' 
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COMPANY 

STOCK 

52-WEEK 

P- 

PRICE* 

HIGH 

M 

"C3 

CASTLE  METALS 

22% 

26^ 

11 

iltO 

GIBRALTAR  STEEL 

21% 

28 

1j 

liac 

RELIANCE  STEEL  &  ALUMINUM 

38X 

38X 

11 

Icon 

:iS," 

RYERSON  TULL 

19X6 

2QK 

i: 

SHILOH  INDUSTRIES 

2  IK 

23K 

i: 

WORTHINGTON  INDUSTRIES 

m 

207 

1 

iiCo 

'  Mar.  30, 1998    **  Based  on  estimated 

1998  earnings 
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14,  nine  have  grown  an  av- 
erage of  20%  annually  in  the 
past  three  years — and  are 
ti-afling  at  an  average  price- 
earnings  ratio  of  about  12, 
well  below  the  Standard  & 
Poor's  600  SmallCap  Index 
average  of  23. 

Analysts  recommend  that 
investors  choose  top-tier  com- 


boost  annual  revenues,  now 
at  $450  million,  as  much  as 
$85  million  in  three  years. 

Investors  should  remem- 
ber, however,  that  the  busi- 
ness is  highly  sensitive  to 
commodity-steel  price  fiuctu- 
ations.  Indeed,  last  year  the 
industry  saw  a  high-profile 
slump  wiien  Olympic  Steel,  a 


stock  will  have  plenty  of 
to  grow,"  says  Ralph  W; 
chief  investment  offic 
Acorn  Tiaist,  a  $3.7  1 
fund  in  Chicago  that 
$23.3  million  of  Worthin 
stock.  And  growth- 
reasonable  price — is 
makes  processors  pr 
ing.    JoJmmia  Knapsc. 
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'  Shuster,  moderator 
1998  Business  Week 
MERicA  Summit 


"These  are  ttiuiTij)liaMt  times  for  Latin  America.  Inflation  is  at  a  50  year  low, 
trade  barriers  liave  been  slashed,  and  capital  markets  liberalized.  Business  is 
roaring.'' As  President  Clinton's  Special  Assistant  tor  Inter-American  AfVairs. 
Richard  Feinberg  witnessed  three  years  of  Latin  America's  historic  transforma- 
tion at  close  range.  Feinberg  says  Asia's  economic  crisis  "illuminates  the  gains 
in  Latin  America.  Development  is  more  than  investment  rates:  Political  clevelojj- 
ment  also  matters,  and  there  Latin  America  excels.  It's  wall-to-wall  democracy." 

The  1 998  Annual  Business  Week  Latin  America 
Summit  was  a  wall-to-wall  celebration  of  a  region's 
remarkable  success.  Business  leaders  and  heads  of  state 
alike  cheered  the  changes  that  have  swept  Latin  America. 

Argentina  has  seen  one  of  the  hemisphere's  most  dramatic  makeovers. 
President  Menem  told  the  summit.  "We  have  transformed  the  Argentine  state. 
We  have  deregulated  the  market.  We  have  started  an  economic  opening  and 
transformation.  We  have  restructured  our  public  debt.  Argentina  has  been 
brought  to  political  stability  with  a  rational,  jjredictable  economy.'"  Menem's 
Argentina  created  more  than  one  million  new  jobs  in  1997.  yet  held  inflation 
at  just  one-tenth  of  one  percent. 

Freshly  returned  to  Mexico  after  three  years  as  his  country's  ambassador 
in  Washington,  Jesus  Silva-Herzog  says  the  vocabulary  of  Latin  .America 
has  changed.  "Protection.  Subsidies.  Govermnent  inten  ention:  These  words 
are  gone!"  Brazil's  Secretaiy  General  for  External  Relations.  Sebasdao  do 
Rego  Barros,  calls  it  "a  silent  and  peaceful  revolution.  Where  authoritarianism 
and  uncertainty  ruled,  democracy  and  stability  now  ])revail.  It  is  a  new 
Latin  America." 

Lessons  Learned,  Learning  Applied 

How  did  it  happen?  Latin  America  learned  the  hard  way.  but  it  learned.  Dr. 
Jorge  Doniingiiez.  director  of  the  Weatheriiead  Center  for  International  Affairs 
at  Hai-vard  University,  recalls  that  "President  Menem  attempted  to  command 
the  economy  and  govern  by  decree.  That  did  nt»t  work.  So  he  took  a  different 
a]3proach.  This  process  of  learning  has  occurred  across  the  continent." 

"We  are  not  fazed  by  what  is  happening  in  East  Asia,"  declares  an  exultant 


"Latin  America 
and  the  Carib- 
bean are  quickly 
approaching 
the  type  of 
consumer-driven 
telecommuni- 
cations environ- 
ment we  are 
familiar  with  in 
North  America." 

Dan  Hunt 

president,  Caribbean 
and  Latin  America, 
NORTEL 
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Measuring  Emerging  Markets 


The  international 
investment  community 
demands  a  lot  from 
these  countries,"  says 
David  Hirschmann, 
— "'lo-Ji-wj/        executive  vice-president 
3v        —"S  -^         of  the  Association  of 
^^V^^^    ^hH^I  American  Chambers 
^^^^SH^^^^H  of  Commerce 

America  and  managing 
director  for  v^/estern 
hemisphere  affairs  at 
the  U.S.  Chamber 
of  Commerce.  "They 
must  achieve  macro- 
economic  stability 
together  with  political  stability  the  rule  of  law,  a 
predictable  regulatory  environment,  intellectual 
property  protection,  and  the  right  rules  for 
foreign  investment.  Once  all  that  is  in  place  they 
must  also  have  an  attractive  domestic  market, 
access  to  other  markets  through  economic  inte- 
gration or  free  trade  arrangements,  an  infrastruc- 
ture that  works  and  a  workforce  with  satisfactory 
levels  of  preparation  and  productivity  I  don't 
think  there  is  any  country  in  Latin  America  that 
gets  an  "A"  in  all  of  these  factors,  but  most  get 
"A"s  in  some,  and  every  country's  report  card 
is  looking  better  every  year" 


David  Hirschmann 

managing  director, 
western  hemisphere 
affairs,  international 
division,  U.S.  Chamber 
of  Commerce 


"Looking  at 
the  crisis  in  Asia 
I  become  even 
more  convinced 
of  the  need 
for  openness, 
cooperation, 
and  economic 
integration." 

Hon.  Enrique 
V.  Iglesias 

president, 

The  Inter-Amencan 
Development  Bank 


Antonio  Vives.  (Ie|juty 
iiiaiiajfer  for  iiilra.strLittiirc. 
financial  markets  and  |jn- 
\  ate  enter] jiise  at  tlie  Inter- 
Anierican  Development 
Bank.  "Latin  America  tan 
say  to'tlie  Asians,  'See? 
il  \()U  had  clone  what  we 
did.  \<)u  would  not  be 
m  this  predicament."'" 
\  ives  boss.  IDB  President 
Enrique  Iglesias  says. 
"Asia's  travails  have  come 
as  a  hi^  shock.  We  looked 
to  Asia  as  an  examjjle. 
But  Asia  s  crisis  revolves 
around  bank  ])olicies  and 
nnprudent  investments. 
It  is  a  crisis  of  imsmanajj;e- 
meiit.  The  bij;;  im])rovc- 
ment  that  I  see  in  Latin 
America  is  exactly  that:  the 
maiiaj;,emeiit  is  better  at  all 
levels,  public  and  ])rivate. 
Eveiyone  is  aware  that 
thiiijfs  should  not  be 
manaj^ed  im])rudently." 


The  Banks  Are  Better  Here 

"Latin  America  s  banks  aie  in  much  better  shape 
than  Asia's."  says  Francisco  Gios.  mana<i;in;f 
director  and  chairman  of  Moi  j^aii  Staiile\  Latin 


Hon.  Carlos 
Saul  Menem 

President  of  the 
Argentine  Republic 


Ta/o  national  presidents  attended  the  first  Business  Week  Latin  America 
SuNMiT,  President  Menem  of  Argentina  and  President  Figueres  of 

Costa  Rica.  Their  countries  are  two  of  Latin  America's  most  successful: 
Argentina  has  wiped  out  inflation  with  its  firm  peg  to  the  dollar,  and  Costa 
Rica's  per  capita  income  is  two-to-three  times  the  Latin  American  average. 


"A  nation  organizes  itself  into  a  state  to  provide 
essential  services  to  the  people.  The  essentials  are 
justice,  healthcare,  education,  and  security  All  the  rest 
necessarily  must  be  transferred  to  the  private  sector 
in  an  open,  market  economy  This  is  what  we  have 
deemed  m  Argentina.  This  is  the  only  possible  way 
ahead,  the  only  solution  to  the  problems  of  Latin 
America."  -  President  Menem 


"We  have  moved  from  inv/ard-looking  economies  with  a  lot  of  state  interven- 
tion, toward  a  much  more  intelligent  mix,  with  the  strength  of  a  vigorous  private 
sector  A  new  Christopher  Columbus  is  arriving  in  Latin  America,  not  in  the 
form  of  a  person,  but  in  the  shape  of  a  continental  market:  a  Free  Trade  Area 
of  the  Americas  that  will  unite  us  all  as  a  family."  -  President  Figueres 


Hon.  Jose  Maria 
Figueres  Olsen 

President  of  the 
Republic  of  Costa  Rica 
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America,  twice  tlie  president  ot  the  Central  Bank 
of  Brazil.  "Our  banks  are  tnucli  less  leveraged. 
The  Latin  economies'  banking  systems  are  not  the 
Achilles"  heel  that  they  turned  out  to  be  in  Asia." 

"Latin  America  has  seen  volatility  due  to  the 
Asia  crisis,"  says  Claudio  Loser,  director,  western 
hemisphere  of  the  International  Monetary  Fund, 
"but  we  have  also  seen  rapid  recovery  thanks  to 
the  superb  policy  response  from  the  economic 
authorities  of  Brazil.  Argentina,  Mexico  and  others. 
Their  effective  response  is  a  tribute  to  the  new 
generation  of  policy-makers  in  the  region." 

Gone  South  -  And  Loving  It 

"This  region  has  tu.rned  the  corner,"  says  flewlett- 
Packard  Latin  America  Presitlent  Rui  G.  da  Costa. 
"HP's  Latin  America  business  is  doubling  eveiy  two 
years.  Latin  America  is  moving  towards  client-seiver 
systems.  Without  the  latest  information  technology, 
their  companies  can  not  compete  globally." 


The  largest  foreign  companies  active  in  the  region 
are  generally  not  newcomers.  But  that  is  not  always  a  . 
competitive  edge.  "General  Electric  has  been  in  Latin 
America  more  than  100  years,"  says  GE  Latin  /\merica 
president  and  CEO  John  McCarter.  "As  the  coun- 
tries transform,  we've  had  to  transfomi,  too.  We  were 
a  set  of  far-flung  sej^arate  General  Electrics.  We  have 
had  to  restructure  and  globalize  all  those  operations." 

"In  telecommunications,  Latin  America  and  the 
Caribbean  are  quickly  approaching  the  type  of  con- 
sumer-driven telecommunications  environment  we 
are  familiar  with  in  North  America,"  says  Dan  Hunt, 
president,  Caribbean  and  Latin  America,  NORTEL. 
"Ownership  rules  are  liberalizing,  subsidies  are  disap- 
pearing, and  competition  is  either  present  or  on  die 
way."  NORTEL  now  often  finds  itself  simultaneously 
installing  telecommunications  systems  for  more 
than  one  competitor  in  the  same  market.  Says  Hunt, 
"The  global  players  are  arriving  and  you  also  see  local 
players  forming  alliances.  These  new  multinational 
gTOujJs  can  become  global  operators  themselves." 


The  Neighbors  Grow  Nearer 


"We  are  seeing  a  revolution  in  the  way  U.S.  business  people  view  the  Latin 

American  markets,  thanl<s  to  the  new  mobility  of  goods  and  capital.  The  U.S. 

is  awakening  to  the  fact  that  here  in  Miami,  we  are  closer  to  eight  countries 

in  South  America  than  we  are  to  San  Francisco,  and  also  closer  to  more  than 

1 2  countries  of  Central  America  and  the  Caribbean  than  we  are  to  Chicago." 

Hon.  George  Munoz,  president  and  CEO, 

U.S.  Overseas  Private  Investment  Corporation  (OPIC) 


"Look  at  the  new  GATS  seventy  countries  have  signed  this  General  Agree- 
ment on  Trade  In  Services  opening  a  global  market  for  telecommunications, 
information  technology,  banking,  insurance,  and  securities  trade.  Most  of  the 
Latin  American  countries  have  signed.  It  means  nearly  $60  trillion  in  securities, 
insurance  premiums,  and  bank  lending  can  now  flow  more  freely  across  national 
borders.  This  is  a  huge  boost  for  the  international  business  environment." 

Jan  S.  Jobe,  president  Principal  International,  Inc.; 
chairman.  International  Insurance  Council 


"Today,  the  risk  of  hesitating  while  your  competitor  makes  port  in  South  Amenci 


is  probably  greater  than  the  inherent  nsk  of  entenng  a  new  market  in  the  region. 
Latin  America  offers  American  companies  vast  potential  for  grovW;h.  The  U.S. 
Postal  Service  has  developed  'Global  Delivery  Services' to  help  U.S.  firms  enter 
or  expand  across  these  evolving  markets.  This  is  a  very  large  initiative:  the  Postal 
Service  Board  of  Governors  has  approved  $500  million  to  create  six  dedicated 
international  service  mail  centers  in  Miami,  Dallas,  Los  Angeles,  New  York,  Chicago, 
and  San  Francisco.  Our  commitment  will  assist  U.S.  firms  to  deliver  to  the  world 
James  F.  Grubiak,  vice-president  international  business, 


The  United  States  Postal  Service 
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The  Latin 
American 
Corporate 
Citizen 

Latin  yVineiicaii  imiltina- 
titiTials  arc  spiiiiging  up 
in  Tnany  industries.  Local 
(.kctronics  retailers  in 
Colombia  and  Ecuador 
now  tjuake  at  the  arrival 
ol  CARSA,  a  powerftil 
Peruvian  competitor.  All 
across  the  region,  when 
big  projects  are  launclietl. 
Brazilian  construction 
giant  Odebrecht  is  a  likely 
bidder.  "Winning  the  bid 
is  easy,"  says  Odebrecht 
senior  vice-president 
Cesar  Souza.  "The 
challenge  begins  when 
the  winner  must  enter 
a  new  local  business 
community.  The  number  one  cause  of  failure 
among  foreign  firms  in  Latin  America  is  the  gap 
between  corporate  cultures." 

Issues  of  culture  and  popular  expectation  may 
shape  the  business  ftiture  of  the  region.  "Public 
opinion  research  confirms  a  starding  transference 
of  responsibility  for  change  from  the  governments 
to  the  private  sector,"  says  Beatrice  Eugenia 
Rangel.  senior  vice-j)resident,  corporate  strategies 
at  Venezuela's  Cisneros  Group  of  Companies. 
"Seventy  percent  of  the  people  now  jjlace  their 
faith  in  economic  growdi  -  not  in  government 
policy.  Our  people  now  expect  and  demand  that 


From  Governor  To 
Presidential  Candidate^ 


"The  number 
one  cause  of 
failure  among 
foreign  firms  in 
Latin  America 
is  the  gap  be- 
tween corpo- 
rate cultures." 

Cesar  Souza 

senior  vice-president, 
Odebrecht  of 
America,  Inc. 


Hon.  Vicente  Fox 

Governor,  State  of 
Guanajuato,  Mexico; 
Candidate  for  the 
Office  of  President 
of  Mexico 


When  Vicente  Fox 
agreed  to  speak  at 
The  Business  Week  Iaj\n 
America  Summit  he 
was  merely  the  popular 
governor  of  booming 
Guanajuato  State.  By 
the  time  he  arrived  in 
Miami  this  former  CEO 
of  Coca-Cola  of  Mexico 
had  declared  his  candi- 
dacy for  president. 


Hon.  Mickey  Kantor 

U.S.  Secretary  of 
Commerce  and  U.S. 
Trade  Representative 
in  the  first  Clinton 
Administration 


anctimonious 
ousness 


'  This  yean  trade  v^ill 
account  for  more  than 
a  third  of  the  U.S.  econ- 
omy, more  than  $2.2 
trillion.  The  U.S.  is  the 
number  one  importing 
and  exporting  nation 
in  the  world,  and  Latin 
America's  more  stable, 
more  prosperous, 
growing  economies  are 
big  new  markets  for 
U.S.  goods  and  services. 
But  it  will  work  only  if 
Americans  have  the  courage  and  leadership  to 
drop  our  sanctimoniousness  and  self  righteous- 
ness. We  must  be  willing  to  work  with  others." 


the  business  community 
deliver  progress  in  the 
form  of  a  rising  and  more 
equitably  shared  standard 
of  living.  They  are  not  yet 
certain  whether  that 
deliveiy  will  take  place 
on  time  or  to  the  right 
addresses."  Rangel  is 
herself  an  example  of  the 
shifi  in  direction  in  Latin 
America:  a  prominent 
official  in  past  Venezuela 
govermnents,  now  a 
|)rominent  corporate 
executive.  She  warns  that 
the  outcomes  of  eleven 
nadonal  elections  to  be 
held  in  Latin  America 
during  the  next  three 
years  ride  largely  on  the 
civic  performance  of  the 
private  sector.  "Relapses." 
says  Rangel.  "cannot  be 
ruletl  out." 


"Latin 
America's 
people  now 
expect  and  de- 
mand that  the 
business  com- 
munity deliver 
progress." 

Beatrice  Eugenia 
Rangel 

senior  vice-president, 
corporate  strategies, 
Cisneros  Group  of 
Companies 
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The  1998 
Business  Weekl 
Latin  America 
Summit 


Poll  Resu 


Two  hundred  ninety- 
executives  active  in  L 
America  were  invitee 
anonymously  vote  th 
opinions  during  The  E 
Week  Latin  America 
Live  polling  system  pi 
by  Meridia  Interactiv 
complete  poll  results 
the  Business  Week  w? 
at  www.businesswee 
com/execprog/latinai 


Latin  America's  ecc 
reform  will... 

Continue  at  its 
rapid  pace: 

Continue,  but  slower| 
Falter: 

Asia  Crisis  Impai 
Latin  America: 

None: 
Small  devaluationsii 
Large  devaluations^! 
Very  serious  econonl 
effects: 

Latin  American  go 
ments  may  'go  tooJ 
reducing  the  econ(| 
role  of  the  state: 

Yes:  33% 
No:  63% 
Don't  know:  4% 

1 998  progress  t 
hemispheric  free  tl 

Rapid  advance  v// 
U.S.  in  leading  role; 
Rapid  advance  in 
Latin  America,  but 
U.S.  absent 
Little  advance  in  1 9^ 


Where  I  do  busin 
Latin  America,  cor 

Is  a  continuing  prob 
Is  a  declining  proble 
No  longer  exists: 
Never  touched  my 
business: 


3 


I  have  been  asked 
bribe  (or  similar  com 

Yes: 
Never: 


Inlnaihv,  ((,1(1) -JBO-I 


BiMM       VVki  k/APRt 


siness  Week  Index 


UCTION  INDEX 


id'it'.-  from  last  week:  0.0% 
lange  from  last  year:  4.3% 


PRODUCTION  INDEX 

Mar.  21  =  130.9 
1992=100 


jr.  July  ^Jov  Mar. 

!  )7  1997  1997  1998 

t  index  IS  a  4-week  moving  average 

I  xiuction  index  was  unchanged  in  the  week  ended  Mar.  21,  while  the 

I  iged  index  was  up  a  full  1%.  The  seasonally  adjusted  figures  showed  a  5.1% 

;  m  truck  production  this  week,  and  Ward's  Automotive  Reports  noted  that 
1  xports  rose  53.9%  in  1997,  with  General  Motors  Corp.  posting  the  biggest 
1  truck  shipments.  Increases  in  the  output  of  coal,  steel,  autos,  oil,  lumber, 
I  l-freight  traffic  were  also  strong.  Electric  power  posted  a  3.1%  decline. 

ndex  copyright  1998  by  The  McGraw-Hill  Companies 
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:  PRICES  (3/27)  S&P  ■jOO 

LATEST 
WEEK 

1095.44 

WEEK 
AGO 

1099.15 

YEARLY 
%  CHG 

44.7 

IRATE  BOND  YIELD,  Aaa  (3/27) 

6.69% 

6.66% 

-12.3 

r  SUPPLY,  M2  (3/16)  billions 

$4,123.2  i 

4,118.9r 

6.7 

L  CLAIMS,  UNEMPLOYMENT  (3/21)  thous 

313 

309r 

0.3 

■AGE  APPLICATIONS,  PURCHASE  (3/27) 

222.2 

234.1 

-13.6 

iAGE  APPLICATIONS,  REFINANCE  (3/27) 

1,297.1 

1,421.4 

140.9 

S:  Standard  &  Poor's.  Moody's,  Federal  Reserve.  Labor  Dept.,  Mortgage 
Assn.  (Index:  March  16.  1990=100) 

tREST  RATES 

AL  FUNDS  (3/31) 

UTEST 
WEEK 

5.88% 

WEEK 
AGO 

5.41% 

YEAR 
AGO 

6.18% 

ERCIAL  PAPER  (3/31)  3-month 

5.50 

5.48 

5.71 

nCATES  OF  DEPOSIT  (4/1)  3  month 

5.60 

5.58 

5.70 

MORTGAGE  (3/27)  30-year 

7.17 

7.15 

8.21 

TABLE  MORTGAGE  (3/27)  one  year 

5.77 

5.76 

6.02 

(3/27) 

8.50 

8.50 

8.50 

5:   Federal  Reserve.  HSH  Associates.  Bloomberg  Financial  Markets 
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STEEL  C^/'PR)  thnii<;  of  npt  tnn«; 

LATEST 
WEEK 

2  246 

WEEK 
AGO 

2  250# 

YEARLY 
%  CHG 

4.7 

AUTOS  (3/28)  units 

120,775 

1  ?n  579r# 

11.2 

TRUCKS  (3/28)  units 

IllWWnW    \-^'c.UJ  UIML^ 

147  379 

1  4'i  4n?r# 

45.7 

ELECTRIC  POWER  (3/28)  millions  of  kilowatt-hrs. 

59,649 

61,674# 

4.7 

CRUDE-OIL  REFINING  (3/28)  thous.  of  bbl./day 

14,601 

14,734# 

2.2 

COAL  (3/21)  thous.  of  net  tons 

21,902# 

20,171 

-1.4 

LUMBER  (3/21)  millions  of  ft. 

481. 6# 

475.0 

-5.6 

RAIL  FREIGHT  (3/21)  billions  of  ton-miles 

27. 0# 

25,4 

-0.7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2.  Association  of 
American  Railroads 

PRICES 

GOLD  (4/1)  $/troy  oz. 

LATEST 
WEEK 

301.000 

WEEK 
AGO 

299.250 

YEARLY 
%  CHG 

-14.3 

STEEL  SCRAP  (3/31)  #1  heavy,  $/ton 

135.50 

135.50 

-0.7 

COPPER  (3/27)  c/ib. 

82.4 

83.8 

-31.2 

ALUMINUM  (3/27)  e/ib. 

69.5 

59.8 

-12.4 

COTTON  (3/28)  strict  low  middling  1-1/16  in.,  <tl\b.  57.44 

67.78 

-3.2 

OIL  (3/31)  $/bbl. 

15.33 

15.40 

-23.2 

CRB  FOODSTUFFS  (3/31)  1967=100 

229.17 

230.47 

-6.6 

CRB  RAW  INDUSTRIALS  (3/31)  1967=100 

300.51 

304.07 

-11.1 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

l^eeA.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (4/1) 

LATEST 
WEEK 

133.75 

WEEK  YEAR 
AGO  AGO 

129.06  122.72 

GERMAN  MARK  (4/1) 

1.85 

1.83 

1.67 

BRITISH  POUND  (4/1) 

1.67 

1.67 

1.64 

FRENCH  FRANC  (4/1) 

6  21 

6.13 

5.63 

ITALIAN  LIRA  (4/1) 

1826.8 

1800.0  1659.0 

CANADIAN  DOLLAR  (4/1) 

1.42 

1.41 

1.39 

MEXICAN  PESO  (4/1) 

8.505 

8.517 

7.939 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/1) 

111.5 

109,6 

104.5 

Sources:  Major  New  York  banks.  Currencies  expressed  m  units  per  U,S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan, 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
■nt.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=rev!sed       NM=:Not  meaningful 


HE  WEEK  AHEAD 


IMENT  CREDIT 

V,  Apr.  7,  3  p.m.  f or  ►  Consumers 
y  borrowed  $4  billion  more  in  new 
an  they  paid  off  in  February.  That's 
Jian  forecast  by  economists  surveyed 
dard  &  Poor's  mms,  a  division  of  The 
/-Hill  Companies.  Household  debt 
just  $2,9  billion  in  January.  Install- 
■edit  growth  has  slowed  over  the  past 
d  by  a  steep  easing  in  revolving  debt, 
ncludes  credit  cards.  Less  borrowing, 
r  with  the  strong  gains  in  personal 
,  means  that  the  ratio  of  installment 
tstanding  to  disposable  income  has 
J  to  20.3%  so  far  in  the  first  quarter, 
om  a  record  20.8%  in  October, 


1995.  Moreover,  consumers  are  managing 
their  debt  loads  better.  According  to  the 
American  Bankers  Assn.,  the  percentage  of 
credit-card  accounts  that  were  delinquent 
30  days  or  more  fell  to  3.04%  in  the  fourth 
quarter,  from  a  record  3.72%  a  year  earlier. 

PRODUCER  PRICE  INDEX 

Thursday,  Apr.  9,  8:30  a.m.  for  ►  Produc- 
er prices  for  finished  goods  likely  fell  by 
0.1%  in  March,  says  the  s&p  mms  median 
forecast.  Plunging  oil  prices  and  pressure 
from  cheaper  imports  likely  offset  expected 
increases  in  food  prices  and  some  other 
goods.  Excluding  food  and  energy,  core 
prices  were  probably  unchanged  in  March. 
In  February,  the  total  producer  price  index 


fell  0.1%,  its  fourth  consecutive  decline, 
while  the  core  index  increased  0.1%.  Over 
the  past  year,  the  total  ppi  has  fallen  1.7%, 
mostly  because  of  dropping  oil  prices.  The 
core  index  is  virtually  flat. 

NEW  UNEMPLOYMENT  CLAIMS 

Thursday,  Apr.  9,  8:30  a.m.  edt^  Initial 
claims  for  state  unemployment  insurance 
benefits  probably  totaled  about  310,000  for 
the  week  ended  Apr.  4.  Filings  had  declined 
to  as  low  as  299,000  in  the  first  week  of 
March  and  then  settled  into  the  310,000 
range  for  the  rest  of  the  month.  That's  still  a 
low  level  for  jobless  claims — and  another 
indication  of  the  extreme  tightness  in  the 
labor  markets. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


< — 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Sunday 

Now's  the  time  for  last- 
minute  tips  from  tax  whiz 
Jim  Vonachen,  in  an  event 
presented  with  AOL's  new 
Workplace  Weekend.  Apr.  5 
9  p.m.  EDT  in  BW  Online's 
Conference  Room 

Thursday 

How  do  you  spot  values  in 
today's  market'  Martin  J. 
Whitman  of  Third  Avenue 
Funds  tells  us  how.  Apr.  9 
9  p.m.  EDT  in  BW  Online's 
Conference  Room 

B-Schools 

Two  more  chats  for  MBA 
wannabes  about  campus 
life  at  the  top  B-schools. 
Apr.  7:  Duke 
Apr  9:  Berkeley 
8  p.m.  EOT  in  ttie 
BW  Online  Chat  Room 

AOL  keyword:  BWTalk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 

A 

A  M  E  R>l  C  A 


A    /V\  t    Kyi  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  36 
Acorn  Trust  112 
Acura  (HMC)  36 
Adamant  Financial  45 
AlliedSignal  (ALD)  54 
Allstate  (ALL)  61 
American  Express  (AXP)  96 
Apple  Computer  (APPL)  16, 
84 

AT&T  (T)  4 
B 


Bankers  Trust  New  York 
(BT)  98 

Baxter  International  40 
Blackstone  Group  96 
Bloomberg  98 
BMW  78 

Booz  Allen  &  Hamilton  98 
Bridge  Information 
Systems  98 
BT  Alex..  Brown  84 


Cabletron  Systems  (CS)  40 
Cantor  Fitzgerald  98 
Capital  Research  84 
CBS(WX)  36 
CDA/lnvestnet  84 
Cendant  (CD)  96 
Chrysler  (C)  40 
CN  Group  84 
Coast  Dental  Services 

(CDEN)  104 
Coca-Cola  (KO)  70 
Coleman  (CLN)  10 
Columbia/HCA  Healthcare 

(COL)  104 

CommNet  Cellular  (CELS)  96 
Compahia  Industrial  de 

Parras  44 
Compaq  Computer 

(CPQ)  15,54 
CompUSA  40 
Connected  15 
Coopers  &  Lybrand  111 

D 


Daiichi  28 

Daimler  Benz  (DAI)  78 

Dataquest  61 

Dell  Computer  (DELL)  54 

Digital  Switch  33 

Dow  Jones  (DJ)  98, 102 

Duracell  International  96 


Elamex  44 
Equitable  111 


Fastenal  (FAST)  61 
Federal  Express  (FDX)  61 ' 
First  Chicago  NBD  (FCN)  4 
First  Union  (nU)  10 
Ford  Motor  (F)  38,  78 
Fox  (NWS)  36 
Foxwoods  Resort  Casino  61 


Gazprom  45 

General  Electnc  (GE)  40, 54 
General  Motors  (GM)  10,78, 
102, 112 

Gibraltar  Steel  (ROCK)  112 
Global  Crossing  33 
Goldman  Sachs  40 
Goodrich  Quality  Theaters  40 
Griffin  Kubik  Stephens  & 
Thompson  30 

H 


Hambrecht  &  Quist  (HQ)  54 
Han/ard  Financial 
Educators  108 
Herschel  Schosteck  33 
Hewlett-Packard  (HWP)  44 
Hollinger  International  38 
Home  Depot  (HD)  36 
Honda  (HMC)  78 
Honeywell  (HON)  31 
HSBC  Securities  44, 128 


IBM  (IBM)  16,44,61,84, 
102 

Intel  32,61,102 
International  Data  54 
Iomega  (lOM)  54 


J.  P  Morgan  (JPM)  28,54 
Johnson  &  Johnson  (JNJ)  40 

K 


Kleiner  Perkins  Caufield  & 
Byers  84 

Knight  Ridder  News 
Service  98 

Kohlberg  Kravis  Roberts  96 
Koo  Koo  Roo  (KKRO)  40 

L 


Lands' End  84 
Lazard  Freres  40 
Lehman  Brothers  (LEH)  96 
LG  Electronics  40 
Loewen  Group  (LWN)  98 
Lucent  Technologies  (LU)  33 

M 


MCI  Communications 
(MClC)  40 


Mercedes-Benz  82 
Merck  (MRK)  62 
Merrill  Lynch  (MER)  36 
MicroAge  (MICA)  104 
Microsoft  (MSFT)  15,16,61, 
84 

Mitsubishi  Electnc  28 
Mitsui  Trust  &  Banking  28 
Monarch  Dental  (MODS)  104 
Monsanto  (MTC)  4 
Morgan  Stanley  Dean  Witter 
(MWD)  84 
Motorola  (MOT)  33 
MTV  4 

N 


National  Insurance  Group 
(NAIG)  104 

NationsBanc  Montgomery 
Securities  40, 104 
NBC(GE)  36 
Nestle  4 

NetReference  16,40 
Netscape  Communications 
(NSCP)  16,84 
New  Skies  40 
News  Corp  (NWS)  38 
Nike  (NKE)  4 
North  America  78 
Northern  Telecom  (NT)  33 
NorthStar  Capital  40 
Northwest  Air  (NWAC)  31 
Northwestern  Mutual  111 
Novell  (NOVL)  16,84 


Olympic  Steel  (ZEUS)  112 
Omnipoint  33 
Oracle  (ORCL)  61 

P 


PepsiCo  (PEP)  70 
Pfizer  (PFE)  62 
Philips  Consumer 

Communications  44 
Pioneer  Hi-Bred  International 

(PHB)  84 

Piper  Jaff  ray  (PJC)  102 
PMSI  Scott-Levin  62 
Prime  Succession  96 
PnmeCo  33 

Procter  &  Gamble  (PG)  70 
Prudential  Nationwide  102, 
111,  112 


Raiso  Group  4 
Regional  Financial 

Associates  102 
Reliance  Steel  &  Aluminum 

(RS)  112 

Reuters  Holdings  98 
RiceTec  4 
Rochester  Financial 
Services  108 
Rolls-Royce  82 
Rover  82 


Safety-Kleen  (SK)  96 


Salomon  Smith  Barne; 

aRV)  98,112 
Samsung  Electro-Mecr 

America  44 
Sanford  C.  Bernstein  ' 
Sanluis  44 
Savoy  Group  96 
Schroder  28, 78 
Seagate  (SEG)  15 
Seagram  40 
Securities  Data  102 
Severstal  45 
Silicon  Graphics  (SGI) 
Sony  (SNE)  44 
Southam  38 
Standard  &  Poor's  (M 

112 

Starwood  Hotels  &  ReMfff 
Worldwide  (HOT)  98 

Stephens  104 

Sun  Microsystems 
(SUNW)  16,61,84 

Supreme  Internationa 
(SUPI)  4 

Syquest  Technology 
(SYQT)  54 

T 


I 


Tekchem  44 
Telerate  (DJ)98 
Texaco  (TX)  102 
3Com  (COMS)  98 
3M(MMM)  54 
Time  Warner  (TWX)2 
Toshiba  28 
Toyota  aOYOY)  78 
Tree  Island  Industnes 

U 


pt 


UBS  Securities  33 
UCAR  International 
(UCR)  96 

Unified  Energy  Systeij 
Universal  Studios  4lj 

V 


Veronis  SuhlerS 
Associates  98 
Volkswagen  82 

W 


Walt  Disney  (DIS)  3Ei' 
Weil  Gotshal  &  Mang 
Welsh  Carson  Anden 

Stowe  98 
Western  Media 

International  36 
Worthington  (WTHG) 
Wyse  Technology  61 

X 


Xerox  (XRX)  54 
Y 


Yahoo'  (YHOO)  84, 


Zenith  Electronics  (i 
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ivestment  Figures  of  the  Week 


•500 

Oct.    Apr.     Mar.  26-Apr.  1 


1108.15 

1100 


1 -week  change 
+0.6% 


AENTARY 

or  the  record  books.  The 
juarter  wound  up  on  Mar. 
ith  the  Dow  industrials 
;y  under  8800,  up  13.1%, 
the  s&p  500  at  nearly 

up  13.5%.  Driven  by  the 
ech  stocks,  the  nasdaq 
osite  logged  16.9%  to 

a  new  high.  All  told, 
s  first  quarter  was  the 
since  1987's.  The  rally 

into  the  new  quarter  as 
The  s&p  and  the  nasoaq 
is  went  on  to  make  new 

on  Apr.  1.  The  Dow 
i  69  points  that  day,  too, 
's  still  40  shy  of  a  new 


%  change 


BEST-PERFORMING 


Last 


Last  12 


U.S.  MARKETS 

Latest 

Week 

Year 

GROUPS 

month  %                         months  % 

Dow  Jones  Industrials 

8868.3 

-0.1 

36.1 

Soft  Drinks 

18.5 

Homebuilding 

109.4 

NASDAQ  Combined  Composite 

1847.7 

1.3 

53.8 

Pollution  Control 

18.0 

Broadcasting 

105.3 

S&P  MidCap400 

372.5 

1.1 

49.5 

Office  Equip.  &  Supplies 

17.8 

Communications  Equip. 

97.0 

S&P  SmallCap  600 

202.9 

1.9 

50.1 

Restaurants 

13,7 

Specialty  Appar.  Retailers 

94.3 

S&P  SuperComposite  1500 

237.7 

0.7 

48.0 

Invest.  Banking/Brkrge. 

13.1 

Personal  Loans 

93.0 

SECTORS 


%  change 
Week  Year 


Bloomberg  Information  Age 

340.7 

0.6 

52.2 

S&P  Financials 

132.9 

-0.7 

57.6 

S&P  Utilities 

246.2 

-0.7 

30.5 

PSE  Technology 

351.9 

1.9 

47.8 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

6017.6 

0.8 

42.0 

Frankfurt  (DAX) 

5154.2 

1.1 

56.1 

Tokyo  (NIKKEI  225) 

16,241.7 

-2.5 

-10.0 

Hong  Kong  (Hang  Seng) 

11,331.4 

-4.1 

-6.6 

Toronto  (TSE  300) 

7527.9 

-0.7 

28.7 

Mexico  City  (IPC) 

4999.1 

0.0 

34.5 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.41  % 

1.36% 

1.94% 

S&P  500  P/E  Ratio  (Last12mos.) 

27.8 

27.7 

19.9 

S&P  500  P/E  Ratio  (Next  12  mos.)*  21.5 

21.9 

15.9 

First  Call  Earnings  Revision* 

-3.43  % 

-3.48% 

NA 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

963.0 

957.4 

Positive 

Stocks  above  2G0-day  average 

66.0% 

67.0% 

Neutral 

Options:  Put/call  ratio 

0.53 

0.58 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

2.62 

2.52 

Negative 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Tobacco 

Semiconductors 

Toys 

Computer  Systems 
Manufactured  Housing 


-8.1 
-5.2 
-4.1 
-3.3 
-3.1 


Metals 

Shoes 

Gold  Mining 

Photography/Imaging 

Engineering  &  Constr. 


-29.6 
-27.9 
-21.5 
-6.6 
-5.7 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Lockheed  Martin 

II2V2 

-3 

Micron  Technology 

29V16 

-5^18 

General  Motors 

67^/4 

-3V8 

Chevron 

80^/16 

-2 'A 

Compaq  Computer 

2578 

-5V4 

W.R.  Grace 

83'Vi6 

-V16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

89  V2 

6^16 

WorldCom 

43V16 

45/16 

Pfizer 

99'Vi6 

11 '/8 

Cisco  Systems 

68^/8 

3V8 

PeopleSoft 

52  5/8 

8 '/is 

Costco 

53  ^'8 

35/8 

REST  RATES 


ikSURY  BOND  INDEX 

Oct.    Apr.     Mar.  26-Apr.  1 


1-week  change 
+0.5%, 


oomberg  Financial  Markets 


KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.11 

5.11 

5.01 

90-DAY  TREASURY  BILLS 

5.10 

5.18 

5.30 

6-MONTH  BANK  CDS 

5.05 

5.07 

5.13 

1-YEAR  TREASURY  BILLS 

5.35 

5.40 

5.98 

10-YEAR  TREASURY  NOTES 

5.58 

5.64 

6.88 

30-YEAR  TREASURY  BONDS 

5.88 

5.94 

7.08 

LONG-TERM  AA  INDUSTRIALS 

6.45 

6.51 

7.56 

LONG-TERM  BBB  INDUSTRIALS 

6.93 

6.98 

7.94 

LONG-TERM  AA  TELEPHONES 

6.74 

6.79 

7.77 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate. 


TAXABLE  EQUIVALENT 


10-yr.  bond 
Latest  Last 
week  week 


30-yr.  bond 
Latest  Last 
week  week 


GENERAL  OBLIGATIONS 

4.45% 

4.43% 

5.05% 

5.03% 

PERCENT  OF  TREASURIES 

78.63 

78.54 

85.02 

84.64 

TAXABLE  EQUIVALENT 

6.45 

6.42 

7.32 

7.29 

INSURED  REVENUE  BONDS 

4.59 

4.57 

5.24 

5.21 

PERCENT  OF  TREASURIES 

81.10 

81.02 

88.22 

87.67 

6.65 


6.62 


7.59  7.55 


AL FUNDS 


10"  am'JS  Diversified  All  Equity 
al  return        52-week  total  return 


ijrningstar.  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


% 


Amerindo  Technology  D  1 6.3 

Weitz  Hickory  13.5 

First  Eagle  International  Y  1 2.2 

Calvert  New  Africa  A  11.8 

Smith  Barney  Telecom.  Inc.  1 1 .4 

Leaders 

S2-week  total  return  % 

Delaware  Aggressive  Gr.  A  103.1 

Munder  Micro-Cap  Equity  Y  88.1 

FMI  Focus  85.1 

Fidelity  Select  Brokerage  85.1 

MAS  Mid  Cap  Growth  Instl.  77.3 


Laggards 

Four-week  total  return  % 

DFA  Japanese  Small  Co.  -12.3 

Capstone  New  Zealand  -9.6 

Fidelity  Japan  Small  Co.  -9.4 

Japan  -8.9 

Barr  Rosenberg  Japan  Instl.  -7.8 

Laggards 

52-week  total  return  % 

-55.2 
-51.9 
^7.2 
^7.0 
-46.0 


U.S.  Global  Investors  Gold 
Midas 

Merrill  Emerging  Tigers  B 
Bull  &  Bear  Gold  Investors 
Morgan  Stan.  Asian  Grth.  C 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Communications 
Utilities 

Precious  Metals 
Europe 

Small-cap  Growth 
Leaders 

S2-week  total  return 


8.1  Japan 

6.3  Diversified  Pacific/Asia 

6.2  Pacific/Asia  ex-Japan 
5.9  Natural  Resources 
5.1  Real  Estate 


% 


Laggards 

S2-week  total  return 


-5.9 
-3.1 
-0.2 
1.7 
2.4 

% 


Communications  61.5  Precious  Metals  -32.3 

Financial  56.2  Pacific/Asia  ex-Japan  -30.4 

Large-cap  Growth  47.3  Diversified  Pacific/Asia  -22.7 

Small-cap  Blend  44.1  Japan  -10.2 

Unaligned  42.9  Diversified  Emerging  Mkts.  -7.4 


as  of  market  close  Wednesday.  Apr.  1,  1998,  unless  ottierwise  indicated.  Industry  groups 
P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  money  flow  analy- 


sis, and  mutual  fund  returns  are  as  of  Mar.  31.  For  a  more  detailed  explanation,  write  to  us  or  E- 
mail  figures@businessweek,com,  NA=Not  available  **Vanguard  Index  500  Fund 
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Editorials 


TOKYO  IS  COURTING  DISASTER 


A crisis  in  Japanese  capitalism  is  unfolding.  In  the  months 
ahead,  the  yen  could  weaken  to  150  to  the  dollar  from 
133  and  the  Nikkei  could  plummet  to  12,000,  less  than  one 
third  of  its  1989  peak.  Unless  steps  are  taken  soon  to  reverse 
course  and  reboot  the  Japanese  economy,  Asia's  recovery 
will  be  jeopardized — and  the  U.  S.  and  Europe  could  be  hit 
with  the  biggest  deflationaiy  wave  since  the  Depression. 

A  "sell  Japan"  mentality  is  already  taking  hold  among  the 
Japanese.  Here  are  the  facts:  Profits,  wages,  and  prices  are 
falling  fast.  Industrial  production  dropped  3.3%  in  February 
fi'om  the  month  before,  and  the  International  Tr-ade  &  In- 
dustiy  Ministiy  forecasts  an  additional  5%  drop  in  March  and 
April.  These  are  huge  declines,  beyond  what  is  seen  in  typi- 
cal recessions.  Auto,  housing,  and  retail  sales  ai-e  all  in  sharp 
decline.  A  toxic  combination  of  misguided  government  eco- 
nomic policy,  political  paralysis,  and  financial  deregulation  is 
setting  the  stage  for  massive  capital  flight. 

The  latest  government  pump-priming  effort,  like  the  dozen 
or  so  before  it,  is  unlikely  to  work.  Why?  Only  half  of  the 
$127  billion  stimulus  package  is  "pure  water,"  or  new  money, 
and  most  of  that  will  go  to  public  works,  not  tax  cuts.  Con- 
struction companies  receiving  the  largesse  are  likely  to  kick 
back  campaign  contributions.  With  elections  looming,  the 
Liberal  Democratic  Party  wants  to  tai'get  spending  in  election 
districts  to  support  its  candidates.  A  massive  tax  cut  that 
could  restore  consumer  confidence  is  not  to  be  (page  28). 

The  Nikkei  appears  to  agree.  Stocks  failed  to  I'aUy  when  the 
progi'am  was  announced,  and  the  index  closed  at  16,527.  Banks 
and  insurance  companies  were  expecting  the  Nikkei  to  end  its 
fiscal  year  in  Mai-ch  at  18,000 — last  yeai-'s  close.  Now,  they  could 
be  hit  by  stock  valuation  losses  and  forced  to  cut  lending,  ex- 
acerbating Japan's  ab-eady  severe  credit  ciTinch. 

It's  a  dismal  economic  scenario — and  it  gets  worse.  Mone- 
tary policy  has  failed  even  though  interest  rates  are  dovra  to 
1%  to  1.5%.  Terrified  of  losing  their  jobs  for  the  first  time  in 


their  lives,  people  are  curbing  consumption  and  savii 
mad.  Trouble  is,  with  rates  so  low,  they  can't  get  a  li^ 
rate  of  return.  And  the  stock  market  is  no  alternative.  '  " 
are  Japanese  savers  to  go? 

Enter  the  Big  Bang.  Financial  deregulation  begins  on  A 
By  deregulating  securities  markets  and  cutting  brok< 
commissions,  opening  banking  and  insurance,  and  reni' 
currency  controls  for  retail  accounts,  Tokyo  hopes  to  re 
ize  the  economy.  It  may  do  so  over  time,  but  financial  d 
ulation  within  a  stagnant  economy  could  first  cause  a  /. 
mi  of  money  out  of  Japan  as  citizens,  seeking  higher  rel 
invest  abroad  for  the  fii'st  time.  "Sell  Japan"  could  becnn 
reality  as  people  buy  dollai"s  and  dump  the  Nikkei  for  tin 

Japan  is  stuck.  Its  old  pohcies,  once  successful,  are  ) 
In  the  past,  devaluing  the  yen  always  boosted  growth  i 
exports.  Today  a  weak  yen  is  self-destmctive.  Some  -i 
Japanese  exports  go  to  Asia,  and  the  more  Japan  de\ 
the  more  it  hurts  Asian  growth  and  Japanese  export- 
devaluation  undermines  competing  Asian  chips,  car; 
steel  on  world  mai'kets  and  raises  prices  on  imports  to  ■ 
A  weak  Asia  means  lower  profits  for  Coi*porate  Japan 

Massive  tax  cuts  and  a  stronger  yen  could  restfir 
sumer  buying  power  and  confidence  and  lift  Japan  ou 
seven-year  stagnation.  The  economy  was  growing  la.^t 
before  Tokyo  slammed  it  by  raising  vat  taxes  2%.  But  i 
makers  would  have  to  shift  mental  gears.  Japan  is 
i-un  as  a  pension  state,  with  policy  directed  at  providi 
retii'ement.  Growth  is  not  the  goal,  even  though  it  is  t!i  • 
solution  to  the  pension  problem.  A  few  corporations 
pete  globally  while  the  domestic  economy  stagnates.  I 
ments  made  overseas  in  the  glory  years  of  the  1980s  ]) 
income.  Japan  is  in  decline.  The  economic  dynamisnk 
was  the  hallmark  of  postwar  Japan  is  shifting  to  Chin 

This  ominous  script  can  be  averted.  But  given  the  n 
of  Tokyo's  policymakers,  it  may  take  a  crisis  to  save  I 


THE  NEW  PARTY  OF  RIG  SPENDERS 


Is  the  GOP  about  to  become  the  party  of  j^ork  and  campaign 
sleaze?  Ai-e  big  spenders  now  Republican  congressional 
legislators?  Is  the  party  of  tenn-limiters  now  the  party  of 
status-quo  fat  cats?  Good  questions— and  if  the  leadei'ship  of 
the  Republican  Paity  doesn't  have  good  answers,  they  are  se- 
riously misreading  the  American  public. 

The  gargantuan  $217  bilhon  highway  bill  is  a  thi'owback  to 
the  days  before  budget  discipline.  Using  nearly  1,600  indi- 
vidual projects  as  bait.  Transportation  Committee  ChaiiTnan 
Bud  Shuster  (R-Pa.)  masterminded  a  log-rolling  jamboree 
and  called  it  legislation  (page  41).  It  exceeds  the  spending  lim- 
itations on  the  current  budget  by  $30  billion  and  provides 


such  goodies  as  a  54(?-a-gallon  ethanol  subsidy  (totallj 
with  gasoline  prices  so  low).  There  was  a  time,  not  lor| 
when  Republicans  stood  for  fiscal  austerity. 

There  was  also  a  time  when  they  backed  term  limil 
better  government.  But  that  was  before  they  took  po| 
Congress.  The  trashing  of  campaign-finance  reform 
enough.  But  the  unabashed  glee  gop  leaders  took  in  '. 
ating  an  honorable  man.  Republican  refoiTn  leader  Chrifl 
Shays  of  Connecticut,  risks  a  serious  split  within  the 
Blasting  Bill  Clinton  and  the  Democrats  for  campaign-  < 
violations  while  blocking  efforts  at  reform  reeks  of  hy]  ci 
What  on  earth  is  House  Speaker  Newt  Gingrich  thinin; 
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For  Hoechst,  Life  Sciences  means  focusing  on  the  fields  of  fiealth  and  nutrition  where  biotechnology  holds  the  key  to  innovatic 
Hoechst  Marion  Roussel,  our  pharmaceutical  company,  is  developing  highly  effective  drugs  in  the  fight  against  currently  Incu 
diseases.  Our  agribusiness,  Hoechst  Schering  AgrEvo,  is  ensuring  nutrition  for  the  world's  growing  population  through  integrate- 
crop  production. 


Life  Sciences 

future  for  h 


Hoech 


in  Li 


Hoechst  IS  an  international  group  of  companies  spearheading  innovation  in  Life  Sciences,  including  Hoechst  Marion  Rousse[he 


3any  and     ,  .^i^,    the  agribusiness. 


Hueclist  AG,  D-55926  Frankfurt,  http://www.hoechst.com 


WHAT  TO  DO  ABOUT  MICROSOFT 

We  offer  three  broad  options  for 
dealing  with  the  800-lb.  gorilla  of  the 
computer  business-and  the  economy 
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SUPERINVESTORS 

A  PRINCE  IN  PLANET 
HOLLYWOOD'S  ORBIT 

I>^Rf:sH  OFF  A  BIG  PAYDAY — 

when  the  proposed  Ti-avel- 
ers-Citicorp  merger  bal- 
looned his  1991  investment 
in  Citicorp  by  $1.5  billion — 
Prince  Alwaleed  bin  Talal  is 
scouting  out  a  smaller 
investment.  The  Prince  has 
confirmed  that  he  is  talking 
with  Singapore  developer 
Ong  Beng  Seng  about  buy- 
ing Ong's  stake  in  Planet 
Hollywood  International's 
master  franchise  in  Asia, 
which  includes  eateries  in 


TALK  SHOW  UFor  too  long,  politicians  have  called  Soci: 
Security  the  third  rail  of  American  politics.  We  have  to  pi 
them  wrong.'' 

— President  Clinton,  launching  a  dialogue  on  reform 


Australia,  Hong  Kong, 
Indonesia,  and  Thailand. 
The  transaction  may  be 
chump  change  for  Alwaleed, 
whose  current  franchises 
and  4%  equity  stake  in  Plan- 
et Hollywood  may 
total  $140  million." 
But  buying  OngV 
Asian  franchises 
could  make  life 
easier  for  Ong. 
Stung  by  the  Asian 
financial  crisis,  the 
developer  is 
cashing  in  his 
holdings,  says 
a  business 
associate. 

Ong  did  not  alwaleed  bin  talal 


comment.  But  the  public  com- 
pany he  controls,  Hotel  Prop- 
erties Ltd.,  has  already  sold 
several  properties,  including  a 
stake  in  a  planned  Planet 
Hollywood  hotel  in  New- 
York.  Ong  personally  owns 
2.3.6'7(  of  the  chain's  shares, 
but  Alwaleed  isn't  in- 
terested in  that  stake. 
Aside  from  Citicorp, 
he  never  buys  more 
than  4.9%  of  U.  S. 
]>ublic  companies. 

Planet  Holl.wood 
said  it  hadn't  dis- 
cussed buying  Ong's 
shares,  though  the 
company  is  still 
eyeing  the  Asian 
franchise. 

Gail  DeGeorge 


CAR  TALK 


AN  SUV  MAY  STOP  SATURN'S  ECLIPSE 


GENERAL  MOTOK.S  STRUG- 
GLING Saturn  Div.  is  ready  to 
barge  into  one  of  the  indus- 
try's hottest  segments  by 
developing  its  long-rumored 
small  sport-utility  vehicle. 
Mark  Hogan,  vice-president 
in  charge  of  small-car  devel- 
opment at  GM,  confirmed  on 
Apr.  8  that  "it's  in  the 
pipeline." 

Saturn  needs  a  winner. 


Sales  have  declined  15%  so 
far  this  model  year  in  a  bi-u- 
tal  market  for  small  cai-s.  An- 
alysts have  blamed  Saturn's 
slide  on  a  lack  of  new  prod- 
ucts: The  division  has  sold 
the  same  basic  little  car  since 
it  started  in  1990. 

GM  has  said  that  a  midsize 
Saturn  sedan  is  coming  next 
year,  but  the  company  had- 
not  confirmed  rumors  of  a 


sport-utility  vehicle  or  mini- 
van  until  now. 

Hogan  says  the  new  sport- 
utility  would  take  on  the 
wildly  popular  Honda  CR-v 
and  Toyota  rav4.  "The  mini- 
utility  mai'ket  is  growing  at  a 
20%  annual  clip,  with  most  of 
that  going  to  the  CR-v  and 
RAV4,"  he  says. 

However,  the  wheels  of 
change  move  ever  so  slowly 
at  General  Motors,  and  ana- 
lysts don't  expect  to  see  a 
Satui-n  .SUV  until  2001  at  the 
earliest.       Keith  Nanghtoit 


THE  LIST   IF  TICKETS  REFLECTED  THE  COST  OF  MOVIES 


At  a  recent  movie  indus- 
try confab,  Seagram  CEO 
Edgar  Bronfman  Jr.,  also 
head  of  Universal  Stu- 
dios, griped  that  his 
industry  charges  the 
same  price  for  tickets, 
regardless  of  a  movie's 
cost.  So  given  an  aver- 


LOST  IN  SPACE:  Is  the  price  right? 


PRODUCTION  COST  TICKET 


age  ticket  price  of  $5 
and  production  cost  of 
$52  million,  we  did 
some  cost-based  pricing 
Sure,  Titanic  is  a  smash, 
but  would  you  pay 
almost  $20?  At  least  you 
could  see  Ttie  Full  Mon- 
ty for  barely  nothing. 

PRODUCTION  COST  TICKET 


($  MILLIONS) 

PRICE 

($  MILLIONS) 

PRICE 

TITANIC 

$200 

$19.20 

AS  GOOD  AS  IT  GETS 

52 

5.00 

GODZILLA 

125 

12.02 

THE  MAN  IN  THE  IRON  MASK 

45 

4.32 

TOMORROW  NEVER  DIES 

100 

9.61 

L.A.  CONFIDENTIAL 

32 

3.07 

LOST  IN  SPACE 

70 

6.73 

GOOD  WILL  HUNTING 

16 

1.53 

PRIMARY  COLORS 

65 

6.25 

THE  FULL  MONTY 

3 

0.29 
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MAKEOVERS 

GATEWAY  2000:  NOl 
LONG  FOR  THE  FAR 


HERE  S  AN  IMAGE  TO  BEH 

Ted  Waitt,  the  youthful 
of  Gateway  2000,  run: 
bare-chested  and  toting 
on  a  California  beach, 
would  be  pretty  routir 
Waitt  wasn't  such  a  boo 
of  South  Dakota  and  ha 
based  the  company  in  N 
Sioux  City.  But  Gateway 
its  top  executives  will 
start  working  in  San  Di 
So  a  cow  in  the  pasture 
folksy  marketing  image- 
soon  play  a  lesser  role, 
some  analysts. 

The  administrative  ol 
will  be  just  down  the 
from  the  new  sales  un 
Irvine  that  caters  to  c( 
rate,  government,  and  ec 
tional  users.  Those  custor 
30%  of  the  PC  maker's 
ket,  aren't  interested  in 
"The  'in  your  face  . . .  sp( 
cow'  will  be  downplaj 
predicts  Sean  Kaldor,  an 
lyst  at  International 
Corp.  "They  want  to 
about  solid,  reliable  sen 

Now,  Gateway  could 
out  the  same  message 
the  Great  Plains,  too.  Bu 
new  offices  will  allow 
to  commute  from  his  $14 
lion  home  in  suburban 
Diego.    So   will  corp( 
headquarters  eventuallj 
low  the  CEO?  Waitt's  not 
ing.  But  the  company 
it's  a  lot  easier  to  at 
workers  to  California 
the  Dakotas.  Roger  Crc 
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IPSs 
$99 


ReDBwablB 
UPS  System 

DESIGNED 

TO  LAST  A 

LIFETIME! 


^  plus  powe 

nagemem  software  lets 
conftgure  UPS  re- 
sponse to  over  twenty 
aients.  During  an  extend- 
ed outage,  WorkSafe"  can  automatically  save 
data,  close  programs,  and  shut  down  your 
computer,  whether  you  re  there  or  not. 

Automatic  Voltage  Regulation  (AVRj  with 
DoubleBoosf  and  CellGuard'  intelligent  bat- 
tery management  let  you  work  through  the 
deepest  prolonged  brownouts  without  wasting 
battery  power,  extend  battery  life,  and  speed 
recharging. 

APC  Safety,  Readiness  and  Reliability 

Microprocessor-controlled  automatic  battery 
self-test  regularly  checks  status  of  the  unit 
and  ensures  battery  readiness 

QuickSwap"  user-replaceable  battery 
svslem  lets  you  easily  renew  the  UPS  system 
and  avoid  factory  service  delays 

Push-button  circuit  breaker  provides  user- 
reseltable  overload  protection  and  eliminates 
the  need  to  replace  a  traditional  fuse  or  even 
the  entire  "disposable"  UPS 


iring  Fault  Indicator 
itically  identifies  buildi 
problems   


afe'  outlets  give  you  room  to  plug  in 
rmer  blocks  


Internet  and  network  ready 


Editors'  Pick:  "We  wouldn't 
be  cauglit  dead  without  an 
uninterruptible  power  supply  - 
and  neither  should  you." 


Now  the  world's  best-selling  desktop 
UPS  units  oiTer  you  even  more  value 
for  your  power  protection  dollar!  With 
15%  of  all  data  loss  and  downtime 
i  by  bad  power,  your  APC  invest- 
pays  for  itself  the  first  time  you  use  it. 

More  power  and  guaranteed 
in  Class"  Longest  Runtime. 

mtime  will  meet  or  exceed  that  of  any 
VA  UPS  for  desktop  applications,  or 
money  back! 

lath  protection  for  your  whole  system 
irotects  your  CPU,  monitor,  external 
n,  laser  printer,  fax  machine,  and  zip 
,  and  provides  telephone/network  surge 
;ssion. 

enewable  UPS  system 

luickSwap"  battery  packs  are  the 
?st  and  easiest  way  to  safely  renew  a 
anlike  "disposable"  UPSs  which  don't 
safe  user  replacement  and  mean  the 
Fyour  investment. 


staples; 


ble  at: 

•C.  All  Trademarks  are  the  property  of  their  owners.  Bi  1B?EF 
IP 


APC  Fmu  k-i;PS  Pro'^. 
Back-UPS'"  and  Back-UPS  Office'^  will  provide  run- 
lime  which  meets  or  exceeds  that  of  any  same  VA 
UPS  for  desktop  PC  applications  or  your  money  back. 
For  more  information,  visit  www.upcc.com. 

Safe,  even  from  lightning 

APC  multi-stage  surge  suppression  clamps 
down  on  lightning  and  offers  a  $25,000  guar- 
antee against  damage  to  your  equipment. 
APC  packs  the  power  and  features  desktop 
users  want,  plus  the  peace  of  mind  and 
legendary  reliability  reflected  by  over 
8.000,000  field-tested  and  proven  units. 

'long  Lasting' 

"Back-UPS  Pro  was  our  lavorite 
unit...,  lit]  won  top  honors  in  our 
battery  life  tests " 

rticro   

VMtEHOCSE 

800-328-2261 


^ Catalog  and  UPS 
Selection  Guide 

Just  maa  or  lax  this  i,aiiHiii.i.;.i  i^mv'-' 
top  your  FREH  catalog  and  UPS  selection 
Guide.  Better  yet,  order  them  today  at.  

http://promo.apcc.com  |    key  cone  C744Z  [ 

I    I  YES!  I'd  like  rrore  inforrration.  Please  send  my 
FREE  catalog  and  UPS  selection  Guide. 

□    NO,  I'm  not  interested  at  this  time,  but  please 

add  me  to  your  quarterly  newsletter  mailing  list. 


Namp- 
Title: 

Company: 

AHrlrp«: 

City/Iown:  _ 

State:   

Phone:  


.Zip: 


_  Country  _ 


Brand  of  UPS  used?  _ 

Brand  of  PCs  used?  

Brand  of  Servers  used? 


/iPC 

AMERICAN  POWER  CONVERSION 

FRANCE  98 

(800)347-FAXX  PowerFa 


i    (888)  289-APCC  x81 58  •  FAX:  (401 )  788-2797 

I  

COMPiM 


\'(]  fktniwtinn 

800-800-1 1 1  i 


E-mail:  apcinfo@apcccom 


CJNPUTES^ 

132  Fairgrounds  Road.  West  Kingston.  RI  02892  USA 


Up  Front 


RETAIL  TALES 


BLOCKBUSTER'S  EARLY-BIRD  SPECIAL 


BLOCKBUSTER    VIDEO  SAYS 

it  is  cashing  in  on  the  obvi- 
ous: Pay  people  to  return 
their  rentals  early,  and  they'll 
rent  more  videos. 

In  December,  the 
company  unveiled  an 
"eai'ly-bird"  incentive 
plan  to  boost  rentals 
of  new  releases.  Cus- 
tomers pay  an  aver- 
age of  $2.76  for  a 
copy  of,  say,  The 
Full  Monty,  for  two 
evenings.  But  those 
who  bring  the  flick 
back  before  8  p.m. 
on  the  second 
evening  get  $1  off  a 
new  film  rented  the 
same  evening — plus 
fi'ee  popconi. 

That  cuts  the  cost  of  rent- 
ing two  videos  by  about  15%. 
It  also  keeps  more  of  the  re- 
leases most  in  demand  avail- 
able, easing  a  perennial  prob- 


DISCOUNT  DEAL 


lem  for  Blockbuster,  which 
continues  to  charge  a  late  fee 
per  video  of  $2.99  or  less  per 
day  if  returned  after  midnight 
of  the  second  evening.  The 
company  says  the 
plan  covers  the  cost 
of  the  bonus  for  the 
14%  of  customers 
who  already  return 
videos  on  time,  and 
is  profitable. 

How  much  more 
profitable  than  the 
old  policy?  Block- 
buster won't  say,  but 
is  pleased.  "We've 
seen  a  significant  in- 
crease in  the  number 
of  customers  who 
rent  on  return,"  says 
marketing  senior 
vice-president  George  Wil- 
liams. Which  shows  that  you 
can  catch  more  couch  potatoes 
with  honey  than  with  vinegai'. 
Stephanie  Anderson  Forest 


FUND  FRONT 

WHERE  TO  KEEP  YOUR 
NEST  EGG  WARM 

LOOKING  FOR  A  PLACE  TO  PUT 

401(k)  cash?  Index  funds  are 
still  tough  to  beat.  Although 
6  of  the  10  largest  mutual 
funds  owned  by  401(k)  in- 
vestors equaled  or  beat  the 


10  Most  Widely  Held  Funds 
by  401(k)  Investors 

NAME  Q1  RETURN 

15.9% 


Standard  &  Poor's  500-stock 
index  in  the  first  quarter, 
only  half  of  those — Putnam 
Voyager  (A),  Fidelity  Magel- 
lan, and  20th  Century  Ul- 
tra— were  actively  managed. 

The  glimmer  of  good  news 
for  those  who  haven't  owned 
index  fimds — the  vast  majori- 
ty of  401(k)  investors — is  that 
actively  managed  funds  are 
faring    better.  William 
Dougherty,  president  of 
Kanon,  Bloch,  Carre,  a 
Boston  401(k)  consultant, 

2»™«»iuR,«m»  15.% 

PUTNAM  VOYAGER  (A)  14.6       that  are  widely  held  by 

FIDELITY  MAGELLAN  142       401(k)  investor,  30%.  out- 

VANGUARD  INST.  INDEX  500 14.0       [f  the  mai-ket  in 

  the  fii-at  quarter,  lhats  up 

FIDELITY  SPARTAN  EQ.  INDEX    13.9       sluuply  fi-om  the  10%  that 

VANGUARD  INDEX  500  13.9 

S&P  500  (WITH  DIVIDENDS)  13^9 

VANGUARD  WINDSOR  12^8 

FIDELITY  GROV/TH  &  INCOME  12  7 

FIDELITY  CONTRAFUND  12  3 

...«-s..^  drop,  they  shouldn't  fall 

F'™. IN^^^^^^^^^  11,4  ...    ^3       Jtheir  indexed 

DATA;  KANON,  BLOCH,  CARRE,  MORNINGSTAR  COUSinS.     Geofffey  Smith 


beat  the  market  last  year 
and  the  ?>%  that  beat  it 
over  thi'ee  yeai"s,  he  says. 

But  managed  funds 
have  one  edge,  he  says. 
In  the  inevitable  market 


DRAWN  &  QUARTERED 


l-WAY  PATROL 


DONT  YOU  DARE  DIS  DELL 


SURE,   IT  WAS  .TUST  A  BAD 

knock  on  a  stock.  But  the 
stock  was  highflier  Dell  Com- 
puter, and  analyst  Craig 
Kaufrnan  wasn't  ready  for  the 
vituperative  reaction 
he  got  in  late 
March  after  he 
told  investors  to 
bail  out. 

Kaufman's 
"sell"  appeared 
on  the  Web  site 
of  Kaufman 
Brothel's,  a  small 
technology-fo- 
cused broker  in 
New  York.  It  said  the  FC 
market  is  so  competitive. 
Dell's  gi'owth  has  to  slow.  It 
also  called  the  stock,  up  some 
60%  this  year,  ovei-valued.  Al- 
though other  analysts  recent- 
ly downgi-aded  Dell,  none  told 


investors  to  sell,  a  rare 

Dell  merely  asked  fc| 
copy  of  the  report,  says 
man.  But  almost  100  indS 
ual  investors  reacted  furil 
ly  to  his  online  analj 
They  flamed, 
called  him  lazj 
idiot,  paty 
Some  even  [ 
(■used  himl 
holding  a  si 
position  inj 
stock,  wl 
he  denies 
guess  th^ 
a  reason 
of  people  don't  go  out 
limb,"  says  a  stunned 
man.  "But  we  are  tryinj 
build   credibility  withf 
vestors."  It  seems  that 
of  them  prefer  good  ne\ 
honest  advice. 


THE  BIG  PICTURE 


JOB-TURNOVER  TAB  How  much  does  it  cost  when  ar 
employee  leaves?  Factor  in  lost  pi'oductivity  from  a  vacaij 
search  fees,  management  time  used  to  interview,  and  trail 
costs  for  a  new  hire,  and  here's  what  206  companies  sai 


ANNUAL  PER-PERSON  COST 
OFIOB  TURNOVER 

PERCENT  OF  COMPANIES 


FOOTNOTES  Business  air  travelers  who  prefer  a  cjuiet  seatmate:  54%.  Those  who  don't  mind  airborne  conversation: 
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DATA,  LOUIS  HARRIS  &  ASSOtI 


HE  NEW  ECONOMICS 
F  NETWORKING. 
HE  ACCELAR  ROUTING 
UVITCH  VERSUS 
ISCO  ROUTERS. 


ORMATION  FLOW* 


rroance  tMpps**) 


Cisco  Systems  Accetar 


/SOS 

H  FLOW* 


pef  Mpps 


Cisco  Systems  Accelar 
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Readers  Report 


THOSE  DWINDLING  EARNINGS- 
AS  STOCK  PRICES  SOAR  

Youi"  statistics  in  "The  best  perform- 
ers" (Cover  Stoi'y,  Mar.  30)  were  en- 
lightening. But  for  many  companies^ 
there  is  no  relationship  between  earn- 
ings and  market  return.  Even  compa- 
nies vdth  solid  earnings  growth  have 
their  market  values  increase  tvvice  as 
fast  as  profitability. 

I  guess,  in  the  new  economy,  the  re- 
lationship between  market  price  and 
earnings  is  irrelevant;  if  earnings  de- 
cline, it  is  an  "extraordinary  event." 
With  stock  prices  going  up  so  quickly, 
everything  is  a  growth  stock,  as  the  av- 
erage dividend  yield  dwindles.  And  I 
thought  Japan  was  part  of  the  new 
economy.  Maybe  it  is — ^just  farther 
ahead  of  us. 

Robert  M.  Singer 
Hamden,  Conn. 

PRIMERICA:  CARING  FOR 
MIDDLE-INCOME  FAMILIES 

Thank  you  for  spotlighting  oui-  CEO, 
Joseph  J.  Plumeri  II,  in  "The  apostle 
of  life  insurance"  (People,  Mar.  30). 
Primerica  Financial  Services  owes  much 
of  its  cun-ent  momentum  to  the  enthu- 
siasm Joe  brings  to  every  meeting  and 
company  event.  But  PFS  is  also  a  cadre 
of  men  and  women  like  myself  who  are 
equally  as  passionate  about  changing 
the  quality  of  life  of  middle-income  fam- 
ilies across  North  America.  Whether  we 
work  full-  or  part-time  is  immaterial. 

We  are  putting  families  on  the  road 
to  financial  independence  by  providing 
the  right  value-added  services  and  prod- 
ucts, of  which  income  protection  is  just 
one.  Oiu*  loan  and  debt-elimination  pro- 
grams are  saving  families  hundreds  of 
thousands  of  dollars  in  unnecessary  in- 
terest payments.  Our  auto  and  home- 
ovmer's  policies  save  families  thousands 
of  dollars  in  excessive  premiums. 

I  take  offense  at  the  evaluation  of  oui- 
Financial  Needs  Analysis  as  "nothing 
special."  The  fna  is  a  unique  tool  de- 
signed to  give  a  family  a  customized  and 
confidential  assessment  of  theu'  financial 


CORRECTIONS  &  CLARIFICATIONS 

In  the  tables  accompanying  "The  busin 
WEEK  50"  (Cover  Story,  Mar.  30),  the  correl 
market  value  for  Cendant  Corp.  is  $31.4  bi 
lion.  In  the  Alphabetical  List  of  Companie 
that  mM  make  its  market  value  rank  6: 

"Ratings  services  rush  the  Net"  (In  Bus 
ness  This  Week,  Apr.  6)  should  have  staff 
that  Nielsen  Research  Media  is  a  unit 
Cognizant  Corp. 

The  photo  accompanying  "The  earth 
shifting  under  heavy  equipment"  (New 
Analysis  &  Commentary,  Apr.  6)  shov 
Caterpillar  Inc.  machinery  at  a  Tacon 
(Wash.)  dock.  New  and  used  machines  we 
on  the  dock  that  day,  and  Caterpillar  sa 
those  pictured  were  not  gray-market  gooi 
returning  from  Asia,  but  new  machim 
arriving  from  offshore  Caterpillar  plants  f 
sale  in  the  U.  S. 


situation  today  and  where  they'll  be 
retirement.  More  than  this,  it  identi 
exactly  what  changes  a  fainily  needs 
make  to  become  debt-free,  financially 
dependent,  and  capable  of  enjoying 
kind  of  retirement  they  desii'e. 

Max  H.  H 
Walnut,  Ci 

ARE  WALL  STREET  MIDDLEMEN 
DOOMED,  LIKE  BRAKEMEN? 


"Market  of  the  future?  Don't 
your  breath"  (News:  Analysis  &  O 
mentaiy,  Mar.  30),  about  the  threat 
market  makers  and  other  Wall  Str 
middlemen,  made  me  think  of  how  U 
nology  has  made  other  jobs  obsol* 
such  as  the  brakemen  on  railroad  tra 
I  presume  that  none  of  these 
Streeters  would  condemn  trade  uni 
for  requiring  employers  to  keep  pe( 
in  obsolete  jobs.  To  condemn  tY. 
would  be  logically  inconsistent,  yet 
to  do  so  would  betray  their  "free-n 
ket"  ideology.  The  markets  should 
ther  yield  to  the  most  efficient  solul 
or  admit  that  they  don't  support  a  £ 
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HOW  DRUG  ADS 
HELP  THE  PATIENT 


cet  economy.  Otherwise,  these  peo- 
m\\  be  the  brakemen  of  the  21st 
iry,  pei'haps  in  more  ways  than  one. 

Victor  Riley 
Shoreview,  Minn. 

LE  TV:  CONSUMERS  ARE 
UP  AND  WANT  A  CHOICE' 

e  wholeheaitedly  agree  with  "Tele- 
Let  the  free-for-all  begin"  (Editori- 
Asr.  30)  that  all  communications  mai*- 
should  be  opened  up  to  competition, 
ict,  our  cable-TV  operations  prove 
competition  works  for  consumers, 
meritech  has  not  ignored  cable 
ers'  pleas  for  help.  We  have  won 
ibises  to  compete  for  more  than  1 
on  homes  in  70  Midwestern  cities 
towns.  We  now  serve  more  than 
)00  customers,  placing  Ameritech 
ag  the  top  50  cable  companies  in 
country  in  less  than  two  years  of 
ation.  Those  customers  have  cho- 
Americast  service  over  an  incum- 
,  foiTnerly  monopoly,  provider, 
s  you  show,  cable  rates  continue  to 
ocket  where  incumbents  retain  theii* 
opoly.  But  unlike  direct  broadcast 
ilite,  where  we  compete,  rates  have 
ilized  or  even  dropped.  We're  in  the 
e  market  to  stay.  Why?  Because 
umers  ai'e  fed  up  and  want  a  choice. 

Deb  Lenhart 
President 
Ameritech  New  Media 
Chicago 

NT  ONE  TREE 

EVERY  AMERICAN  

I  '^e  should  applaud  Toyota  for  envi- 
I  nental  innovation  ("Only  God  and 
[  )ta  can  make  a  tree,"  Environment, 
.  30).  Toyota  plans  to  line  Japan's 
ways  with  trees  to  reduce  carbon- 
ide  levels.  Admittedly,  lu'ban  tree 
!  ting  and  reforestation  represent  only 
I  .rtial  solution.  Experts  differ  on  the 
iber  of  trees  needed  to  offset  the 
ion  emissions  from  a  single  car. 
levertheless,  as  we  continue  to  ex- 
e  environmentally  friendly  automo- 
technologies,  there  is  much  we  can 
As  a  retfred  city  planner,  I  would 
to  see  the  automotive,  petroleum, 
related  industries  follow  Toyota's 
'  .  These  industries  should  dedicate 
nselves  to  a  lO-yeai*  goal  of  planting 
tree  for  eveiy  American,  fli'st  on 
urban  streets  and  aiterial  liighways. 
ew  crop  of  trees  could  renew  these 
j  idors  as  gi'een  parkways  and  natur- 
'  arbon-dioxide  storage  centers.  Who 
I  lid  actually  handle  the  regTeening  of 
j  an  America?  How  about  giving  the 
\  to  inner-city  youths. 
'  Willard  Cooper 

I  Chen-y  Hill,  N.J. 


"Are  drug  ads  a  cure-all?"  (Market- 
ing, Mai-.  30)  missed  a  key  part  of  the 
story — the  patients.  The  advent  of  con- 
sumer drug  advertising  is  symptomatic 
of  bigger  societal  issues:  the  emergence 
of  managed  care,  the  coming  of  the  In- 
formation Age,  and  a  collectively  em- 
powered populace. 

Advertising  drugs  often  provides 
much  needed  data,  hope,  and  reassui'- 


ance  to  consumers  seeking  infoiTnation 
on  diseases  and  therapy.  In  addition, 
since  prescription  dnigs  can  be  obtained 
only  from  a  physician,  the  belief  is  that 
the  advertising  can  actually  encoui'age  a 
dialogue  oi'  better  partnership  between 
doctor  and  patient. 

We  have  seen  i-eseai'ch  indicating  that 
doctors  respond  positively  to  consumer 
brand  requests.  Often,  they  feel  it  pro- 
motes better  dnag  compliance  and  helps 
patients  feel  moi'e  involved  in  their  ther- 
apy, which  in  turn  increases  positive 


"Last  year  he  crawled,  next  year  he  graduates. 

Hopefully,  those  hyper-competitive 
Williams  networkers  will  hire  him  after  that. " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.vrfilttates.com  or  call  1-800-VflLLIAMS,  for  telecom  solutons  that  are  so  smart,  its  kinda  spooky.  ©1998  The  Williams  Companies,  Inc. 
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(I 


outcomes.  Finally,  for  a  prescriber,  a 
patient's  request  for  a  brand  may  be 
the  tie-bi'eaker  if  there  are  paiity  prod- 
ucts available. 

Deborah  Dick-Rath 
Senior  Vice-President 
Quantum  Group 
Parsippany,  N.J. 

MAKE  THE  TOBACCO  COMPANIES 
WEAN  SMOKERS  OFF  NICOTINE 

In  "Is  big  tobacco's  antismoking  push 
a  smokescreen?"  (News:  Analysis  & 
Commentai-y,  Mar.  30),  there  is  discus- 
sion of  increased  taxes,  education  in- 
centives, and  more  spending  on  health 
care.  Doesn't  anyone  get  it?  It's  the 
nicotine!  We  know  the  tobacco  indus- 
try manipulated  tobacco  to  increase 
nicotine.  Now,  they  must  be  recjuired 
to  reverse  what  they  have  done. 

Increased  taxation  is  not  the  fix:  It 
would  instantly  create  a  black  market 
for  cheaper  tobacco.  Prescription  con- 
trol is  not  practical  and  too  expensive. 
Education  will  only  help  a  little — most 
people  know  that  smoking  is  a  serious 
health  problem.  A  drastic  immediate  re- 
duction would  be  impossible  to  insti- 
tute, what  with  the  cries  of  smokers' 
rights  and  the  lobbyists  who  would  ar- 
gue constitutional  rights. 

But  there  is  a  way:  Establish  a  max- 
imum nicotine  level  that  reflects  the 
amount  in  cigarettes  today.  Requii'e  a, 
reduction  by  5%  per  year  until  nicotine 
is  reduced  by  80%  or  more.  The  beauty 
of  such  a  proposal  is  that  smokere  would 
not  be  severely  impacted.  The  industry 
would  have  many  years  to  retool.  It 
would  not  create  an  instant  black  mar- 
ket for  strongei-  tobacco.  Monitoring  for 
compliance  could  be  done  with  minimal 
random  testing.  Substantial  fines  could 
be  imposed  for  violations. 

Most  important,  new  smokers  (and 
there  will  be  new  ones  every  day) 
would  not  be  so  easily  hooked.  Wlien 
they  realize  they  should  quit,  they 
would  have  the  ability  to  do  so.  We  owe 
this  to  the  children  who  will  always  tiy 
new  things  but  don't  have  the  wisdom 
or  experience  to  avoid  such  a  strong 
chemical  addiction. 

J.  Terrell  Kirsch 
Thousand  Oaks,  Calif. 

THE  STATE  OF  THE  ART 

IN  CATARACT  SURGERY  

At  present,  more  than  98%  of 
cataract  patients  experience  improved 
vision  as  a  result  of  modern  surgical 
technicjues,  and  constant  refinements 
continue  to  improve  those  outcomes  ("A 


cataract  bi'eakthrough  may  be  on  the 
way,"  Science  &  Technology,  Mar.  23). 

"The  Catarex  system,  the  focus  of 
your  article,  is  one  of  several  new  tech- 
nologies under  development  that  have 
the  potential  of  improving  the  cataract 
procedure.  We  will  have  to  wait  foi-  the 
results  of  clinical  trials  in  humans, 
though,  before  we  can  evaluate  the  safe- 
ty and  effectiveness  of  any  of  these  new 
procedures. 

It's  a  mistake  to  believe  that  Catai'ex 
or  any  procedure  like  it  wouldn't  re- 
quire the  talents  of  a  skilled  ophthalmic 
surgeon.  Cataract  sui'gery  would  con- 
tinue to  be  an  invasive  micro-surgical 
pi'ocedui'e  with  the  same  lisks  and  ben- 
efits as  phacoemulsification,  the  proce- 
dure that  is  today's  standard  of  care. 

Moreover,  it  is  not  the  method  of 
cataract  I'emoval  that  is  the  key  to  fu- 
ture breakthroughs:  It  is  the  develop- 
ment of  biomaterials  that  will  allow  for 
accommodating  lenses.  We're  still  many 
years  and  many  hurdles  away  from  be- 
ing able  to  offer  tliis  kind  of  intraocular 
lens  solution  to  our  patients. 

Finally,  for  about  the  same  fee  as  the 
cost  of  a  root  canal,  ophthalmologists 
perform  this  skill-intensive  procedure. 
It  is  a  small  price  to  pay  for  the  inde- 
pendence and  improved  quality  of  life 
that  cataract  surgeiy  offers  our  nation's 
senior  citizens. 

Samuel  Masket 
American  Society  of  Cataract 
&  Refractive  Surgery 
Los  Angeles 

CREDIT  UNIONS  DON'T  DESERVE 
SPECIAL  PRIVILEGES  

"Cornered  credit  unions  come  out 
fighting"  (Washington  Outlook,  Mar.  16) 
mentions  credit  unions'  exemption  fi:"om 
the  Community  Reinvestment  Act  of 
1977  (CRA),  a  law  that  encom-ages  banks 
to  make  loans  in  low-  and  moderate-in- 
come areas.  Credit  unions  are  the  only 
federally  insured  depositoiy  institution 
with  such  an  exemption.  If  they  are  do- 
ing such  a  good  job  in  sei-ving  such  ar- 
eas, then  they  should  not  oppose  cra 
covei'age. 

As  long  as  all  credit  unions  benefit 
from  deposit  insiu'ance  and  other-  feder- 
al subsidies  enjoyed  by  their  competi- 
toi"s,  they  should  be  regulated  and  taxed 
like  them.  Thousands  of  very  small 
banks  serving  low-  and  moderate-in- 
come neighborhoods  do  not  enjoy  tax 
or  CRA,  exemptions — and  neither  should 
credit  unions. 

Kenneth  H.  Thomas 
Wharton  School 
Philadelphia 


IN  DEFENSE  OF  A  RIVAL  TEST 
FOR  ALZHEIMER'S 


In  "No  shortage  of  moxie  at  Nyn 
(Science  &  Technology,  Mar  16),  yot 
dicate  that  the  ApoE  test  for 
heimer's  disease  is  "seriously  fla-w 
because  it  can  neither  predict  nor 
questionably  confirm  the  disease. 

First,  the  test  is  not  meant  ti 
used  predictively  but  as  an  adjunct 
physician's  diagnosis.  Only  the  ps-i 
can  predict  Alzheimer's.  No  test 
"unquestionably  confirm"  Alzheimi 
That  can  only  be  accomplished  at 
topsy.  The  ApoE  test  has  been  she 
yield  only  2%  to  6%  false  positivi 
peer-reviewed  studies,  almost  twice| 
level  claimed  by  Nymox  for  its  tes' 
David  L.  H; 
Alzheimer's  Disease  Product  Mam 
Athena  Diagnostics 
Worcester, 
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ity  Capital  Group 


"Well-established,  privately  held  companies  can  be 
selective  about  sources  of  capital.  In  particular,  we 
look  for  private  equity  that  can  provide  us  with  a 
strategic  edge. " 

Named  CEO  in  1997,  he  now  takes  this  leading 
distribution  logistics  software  company  to  its  next  . 
stage  of  growth. 


$5  million  to  $50  million  for  a  minority  ownership 
stake,  if  the  conditions  were  right.  But  he  also 
understood  we  offered  opportunities  that  went 
beyond  financing.  Like  expanding  business  with 
one  of  the  leading  firms  in  the  durable  goods  dis- 
tribution market,  GE  Supply.  Like  providing  Endura 
customers  with  financing  through  GE  Capital's 
Vendor  Financial  Services  to  facilitate  sales. 

If  your  business  is  ready  for  equity  capital 
with  a  strategic  edge,  call  us  at  1.888.809.8500, 
e-mail  us  at  equity@gecapital.com  or  check 
our  web  site  at  www.equitycapital.com. 


"We  evaluated  new  equity  investors  who  could  take  us 
well  beyond  conventional  sources  of  venture  capital 
and  we  found  a  strategic  ally  in  GE  Capital  They  have 
an  ability  to  create  for  us  new  opportunities  where 
few  existed  before.  " 

Mike  Peronto  saw  opportunities  that  his  business 

could  have  with  the  worldwide  resources  of 

GE  Capital.  He  knew/  we'd  be  willing  to  invest  from 


Private  equity  at  GE  Capital. 

A  window  of  opportunity  awaits. 


Endura,  formerly  named  FourGen  Software,  offers  state-of-the-art  customizable  management  distribution  software. 
Visit  their  web  site  at  www.enduracorp.com.   ©  1998  General  Electric  Corporation.  AH  rights  reserved. 
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YOUR  GREATEST  ASSET. 


It  is  your  people, yoi ir  Imnian  eiipitui  -  not  vour  fiinuicial  or  experience  in  helping  companies  maximize  I 

assets  -  tliat  will  provide  the  competitive  advantages  linman  capital  diat  Witson  Wyatt  does.  Our  consult' 

and  long-tenn  results  you'll  need  to  thrive  into  the  next  will  work  closely  with  you  to  create  an  environie 

centuiy.  And  no  either  finn  oilers  the  breadth  of  resources  where  your  people  can  clearly  see,  and  are  motivtf 


flow,  a  shai-ed  vision.  And  we  offer  solutions  that  are  or  visit  our  website  at  www.watsonwyatt.coin.  Yovu- 
fQique  as  your  company,  as  opposed  to  the  cookie     company's  future 


i3r  approaches  so  prevalent  today.  To  find  out  more,     could  depend  on      ^^^^^^^wlf,^,^  Wyatt 

ly'our  local  \Viitson  Wyatt  office  or  l-SOO-851-4346,    what  you  VcJue  most.       Making  strategy  work: 
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Gives  direction  to  international  travelers. 


Gives  direction  to  international  investors. 


You  cant  invest  aimlessly  in  today's  foreign  markets.  To  get  your  hearings,  turn  to  the  company  with  more  than  30  years 
intertiational  investing  experience.  For  information  on  this  no-load  fund,  call  1  -800-333-1001 ,  Dept.  A896. 


Together  we  can 
move  mountains* 


www.bergerfunds.com  We'll  send  you  a  prospectus  containing  more  complete  information  including 
all  management  fees  and  expenses,,  Read  it  carefully  before  investing.  Berger  Distributors  Inc,  -  Distributor.  ^ 
'©1998  BergerAssociotes,lnc.    V  y  mCTlTffil  j 

■Ctiorles  Schwab  &  Co.,  Inc.,  Member  SIPC/NYSE,  pipvides  recordkeeping  and  shareholder  services  for  shares  purchosed  mmmm  T| 

through  its  Mutual  Fund  OneSource®  Service.  1-800-5-NO-LC  ^1 


looks 


ilLIENCE 

Inity  of  Knowledge 

Iward  0.  Wilson 
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4N  SCIENCE  MAKE 
ENSE  OF  EVERYTHING? 


1  the  summer  of  1936,  in  the  small 
I'lorida  community  of  Paradise 
{each  not  far  from  Pensacola,  a 
g  7-year-Gld  boy  sat  fishing  on  a 
,  occasionally  jerking  a  perchlike 
5h  out  of  the  water.  Wlien  he  care- 
ts yanked  one  too  hai-d,  it  flew  into 
ace,  and  a  spine  in  its  dorsal  fin 
trated  the  lens  of  his  right  eye. 
pain  was  excruciating,"  he  wrote 
5  later.  "But  being  anxious  to  stay 
MVS ...  I  continued  fishing."  Sever- 
onths  later,  a  cataract  clouded  the 
■ed  lens,  and  it  was  removed,  leav- 
he  boy  with  one  good  eye. 
lat  good  eye,  though,  tui-ned  out  to 
articulai'ly  acute  at  close  range,  and 
3oy  tui'ned  it  on  natui'e.  He  gi-ew 
D  become  one  of  the  world's  most 
nguished  biologists,  responsible  for 
!  of  the  most  influential  and  widely 
ted  ideas  in  biolog;\^  in  the  late  20th 
ny. 

iward  0.  Wilson  has  spent  his  life 
vmg  ants,  but  he  is  best  known  for 
ifforts  to  link  biologj^  and  human 
ivior.  A  two-time  winner  of  the 
zer  Piize,  Wilson's  wiitings  on  what 
alls  sociobiologj'  have  been  widely 
3ted  by  many  reseai'chers.  In  those 
ts,  he  re\ived  the  natiu'e-nmture 
te  by  arguing  not  that  genes  de- 
dne  human  behavior  but  that  they 
t  an  important  gi-avitational  pull  on 
he  argument  provoked  fierce  ciiti- 
from  some  who  said  Wilson  was 
ing  human  beings  in  a  genetic 
tjacket,  denying  them  the  fi-eedom 
loose. 

I  his  new^  book.  Consilience:  The 
'y  of  Knowledge,  Wilson  argues  for 
w  science  of  human  natiu'e,  one  that 
Id  help  explain  the  social  sciences, 
irts,  and  the  humanities,  as  well  as 
physical  sciences. 

or  centuiies,  science  has  found  order 
world  once  thought  to  be  so  mys- 
lus  as  to  be  beyond  comprehension. 


Once  we  used  myths  to  explain  the 
workings  of  the  imivei"se  and  the  human 
body.  Many  of  those  mysteries  have 
since  yielded  to  scientific  explanation. 
Why,  Wilson  asks,  should  literatiu'e,  mu- 
sic, and  the  arts  be  any  different? 

Wilson  borrows  the  word  "con- 
silience" from  William  Whewell,  a  19th- 
centuiy  philosopher.  It  means  "a  jump- 
ing together,"  and  Wilson  uses  it  to 
refer  to  the  underlying  links  between 
different  fields  of  human  learning.  Many 
such  links  have  emei'ged  in  the  natm-al 
sciences,  as  biologists  have, 
for  example,  incorporated 
knowledge  from  physics  and 
chemistiy  to  help  ex-plain  the 
workings  of  living  cells.  Wil- 
son is  now  arguing  for  "the 
possibility  of  consihence  be- 
yond science  and  across  the 
gi'eat  branches  of  learning." 
The  only  w^ay  to  establish 
that,  he  says,  'Is  by  methods 
developed  in  the  natural 
sciences." 

To  make  his  case,  Wilson 
takes  readers  on  an  invigorating  toui* 
through  the  histoiy  of  ideas  and  some  of 
the  most  exciting  recent  discoveries  in 
neui'oscience,  complexity  theoiy,  and  ge- 
netics. Wilson  wanders  through  histo- 
ry, economics,  sociology,  religion,  and 
literary  ciiticism,  providing  illuminat- 
ing thumbnail  sketches  of  such  thinkers 
as  Darwin,  Bacon,  Descartes,  and 
Einstein. 

Many  of  the  examples  he  discusses  il- 
lustrate how  scientific  evidence  is  sup- 
planting unscientific  belief.  Until  the 
1960s,  for  example,  schizoplu-enia  was 
thought  to  be  a  consequence  of  some- 
thing pai'ents  did  to  cliilch-en  in  the  fii'st 
three  years  of  life.  Now  it  is  known 
that  genetics  plays  a  strong  role  in  the 
development  of  the  disease. 

To  take  another  example,  Sigmund 
Freud,  in  proposing  his  famous  Oedi- 


CONSIUENCE 

THE  UNITY  OF  KNOWIEDGE 

Edward  O.  Wilson 


pus  complex,  concluded  that  infant  boys 
had  a  strong  incestuous  attraction  to 
their  mothers  and  that  society  should 
therefore  enact  "the  most  stiingent  pro- 
hibitions" to  prevent  such  behavior  Tliat 
was  an  intriguing  explanation  of  incest, 
but  it  was  based  on  Freud's  intei-preta- 
tion  of  dreams — not  on  scientific  exper- 
iment. "To  put  it  as  kindly  as  possible — 
he  guessed  wrong,"  Wilson  writes. 
Expenments  have  shown,  Wilson  says, 
that  humans  have  an  intense  natural 
aversion  to  incest.  Many  species  of  ani- 
mals, too,  avoid  incest. 

The  most  likely  explanation,  Wilson 
says,  is  that  the  aversion  is  a  conse- 
quence of  evolution.  Incestuous  unions 
produce  offspring  with  a  high  chance  of 
genetic  defects,  and  evolution  selects 
against  that.  Society  therefore  needs  no 
prohibitions  against  incest. 

Wilson  knows  there  are  some  who 
would  say  the  social  sciences  and  the 
humanities  "are  too  complex  to  be  mas- 
tered by  contemporaiy  imagination  and 
may  lie  forever  beyond 
reach."  Wilson  wonies  about 
that  attitude.  If  past  gener- 
ations had  felt  so  hiunble  be- 
fore the  unknown,  "oiu*  com- 
prehension of  the  universe 
would  have  stopped  gi'owing 
in  the  16th  centmy,"  Wilson 
writes.  "It  is  the  opposite 
conviction. . .  that  has  pro- 
pelled science  and  technology 
into  the  modem  age." 

Consilience  is  a  provoca- 
tive book,  worth  reading 
simply  for  the  opportimity  to  spend  time 
with  one  of  today's  great  scientific 
minds.  Nonscientists  will  find  Wilson  a 
congenial  and  approachable  host.  He  is- 
n't quite  successful  in  making  the  case 
that  the  humanities  and  the  arts  are 
amenable  to  scientific  investigation.  He 
contends,  however,  that  such  issues  as 
ethnic  conflict,  arms  escalation,  over- 
population, abortion,  and  environmen- 
tal crises  "cannot  be  solved  without  in- 
tegi'ating  knowledge  ft'om  the  natui-al 
sciences  with  that  of  the  social  sciences 
and  himianities."  Unifying  hiunan  loiowl- 
edge  might  be  difficult  or  impossible, 
he  admits.  But  he  argues  persuasively 
that  we  ought  to  tiy. 

BY  PAUL  RAEBURN 
Senior  editor  Raebnni  is  the  author 
of  the  forthcoming  Mars:  Uncovering 
the  Secrets  of  the  Red  Planet. 


WILSON  ARGUES  THAT  EVEN  THE  ARTS  ARE 
AMENABLE  TO  THE  EXPERIMENTAL  METHOD 
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LESSONS  LEARNED  THE  HARD  WAY 
A  Personal  Report 

By  Newt  Gingrich 
HarperCollins  •  229pp  •  $25 

THE  NEW  NEWT 


For  years,  Newt  Gingiich  has  st 
fastly  refused  to  take  responsib| 
for  his  shortcomings,  blaming  a  hoi 
others  for  low  populaiity  ratings 
now.  Newt  has  a  new  target:  hims^ 

In  Lesiiom  Leanied  th.e  Hard 
the  House  Speaker  and  possible 
Presidential  contender  seems  a  chai 
man.  The  new  Newt  describes  an| 
Newt  so  persuaded  of  his  revolut 
righteousness  that  he  again  and 
underestimated  the  Wliite  House 
ing  the  federal  shutdowns  of  199i 
he  figui'ed  Clinton  would  cave  in; 
the  '97  flood-relief 
showdown,  he  ignored 
his  lieutenants'  sensible 
advice.  "Basically,"  he 
writes,  "we  had  only 
ourselves  to  blame." 

The  new  Newt  is 
also  coolly  analytical  and 
more  self-controlled 
than  the  undiscii^lined, 
cocky  visionary  who 
climbed  to  the  top  of 
the  political  laddei' — and  then  was  iv 
toppled  by  liis  own  troops  just  30  m>  < 
later.  While  the  Geoi'gian's  prose  ddi 
soar,  it  offers  insight  into  what  nu 
this  complex  man  tick.  A  rare  came( 
the  old  Newt:  the  book's  dense,  one-s 
account  of  his  successful  attempt  to 
pie  then- House  Speaker  Jim  Wright 
Tex.)  and  of  the  ethics  chai'ges  filed  1 
Wright  ally  against  Gingrich. 

The  heart  of  Leiisons  Leanied 
Hard  Way  is  its  account  of  the  J 
1997,  attempted  coup  against  him. 
Gingiich  sees  it,  there  were  no  villaii 
excejjt  perhaps  the  media  vultiu'es 
gleeftilly  trashed  the  GoF.  This  re] 
isn't  likely  to  satisfy  either  conse: 
five  hard-hners,  who  still  view 
Speaker  as  a  sellout,  or  liberals, 
lust  for  more  Republican  bloodlettii 
Overall,  Lessons  Learned  the  H 
Way  is  reminiscent  of  Richard 
NLxon's  Six  Crises.  In  both,  an  unp( 
lar  pol  argued  that  he  had  pi'ofited  f 
adversity,  while  reminding  the  worl 
his  vision  and  relevance.  Has  Ging 
learned  his  lessons?  That  can't  be  n 
sured  by  words  in  a  book.  It  will 
measiu'ed  in  the  House  and  on  the  I  ' 
idential  campaign  trail. 

BY  RICHARD  S.  DUNK^ 


"he  hand-wound  mechanical 
:;osMONAUTE  chronograph 
eatures  a  24-hour  dial  to  prevent 
iny  risk  of  confusion  between  12 
toon  and  midnight — always 
jossible  in  space.  What's  more, 
ts  rotating  bezel  with  double 
ogarithmic  scale  is  designed  tor 
iny  number  of  navigational 
operations  and  calculations. 
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Orbital  chronograph 

Strapped  to  Scott  Carpenter's 
wrist  during  NASA's  second 
orbital  flight,  on  May  24,  1962, 
the  CosMONAUTE  chronograph  has 
been  improved  in  every  detail 
since  then  and,  today  still, 
remains  a  personal  instrument 
unlike  any  other. 


I  INSTRUMENTS    FOR  PROFESSIONALS 


To  stay  competitive,  you  don't  have  to  do       with  the  security  you  depend  on.  That's, 
anything  extreme.  You  don't  have  time  for       incredibly  smart.  Then  there's  SPECTRUM® 
downtime  or  the  milhons  in  lost  revenue       Enterprise  Management  software.  Not 


that  can  come  with  network  redesign.  That 
kind  of  business  interruption  just  doesn't  . 


SPECTRUM"  Enterprise  oniydoesit 

Manaoement  Software  understand 


make  sense.  Cabletron  has  smart  solutions  your  network,  it  understands  your 

that  give- you  what  you  need  right  now.  applications  so  you  get  the  most  out 

Solutions  that  deliver  powerful,  leading-  of  them.  That's  sensible.  And  all  of  our- 

edge  business  applications.  And  we  think  smart  solutions  are  backed  by  our 

that  makes  a  lot  of  sense.  Take  our  versatile  world-class,  worldwide  service  and' 


SmartSwitch  Router.  It  will  actually 


SmartSwitch  Router 


drive  applications 


World-Class,  Worldwide  ^pp"" 
Service  and  Support    so  contact  your 


through  the  heart       authorized  reseller  or  call  Cabletron  at 


of  your  network  one  hundred  times  faster  1-800-438-3351.  Nothing  dramatic,  but' 
than  traditional  routers  at  a  tenth  the  cost,       it  makes  good  sense.  Good  business  sense.  ■ 
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BY  STEPHEN  H.  WILDSTROM  

MICROSOFT  GIVES 
THE  MAC  A  HAND 


New  software  gives 
Macintosh  an  Office 
suite  that  is  the  equal 
of  Windows' 

Of  the  many  problems 
facing  Apple  Comput- 
er's Macintosh,  per- 
haps the  most  serious  is  the 
reluctance  of  software  devel- 
opers to  write  for  a  system 
whose  share  of  the  market 
has  fallen  to  3%  of  sales. 
Even  such  Mac  stalwarts  as 
Adobe  Systems  and  Quark 
have  been  slufting  the  weight 
of  their  graphics  and  publish- 
ing software  to  Windows. 

So  there  is  real  irony  in 
the  fact  that  the 
most  important 
new  Mac  soft- 
ware package  in 
a  long  time 
comes  from  Mi- 
crosoft, a  com- 
pany many  Mac 
fans  consider 
evil  incarnate. 
Office  98  gives  the  Mac  a 
business  productivity  suite — 
software  foi-  word  processing, 
spreadsheets,  presentations, 
and  other  functions — that  is 
at  least  the  equal  of  the  Win- 
dows version  in  performance 
and  features.  A  new  Office 
for  Windows  won't  be  out  be- 
fore late  this  year. 

Historically,  this  update  is 
not  such  an  odd  move.  Micro- 
soft's first  important  applica- 
tion was  Excel  for  the  Mac  in 
1989.  Office  began  life  as  a 
Mac  product.  And  Mac  Office 
is  profitable:  Microsoft  execu- 
tives have  long  annoyed  theii" 
Apple  counterparts  by  point- 
ing out  that  the  software  gi- 
ant makes  more  money  off  of 
each  Mac  sold  than  Apple 
does.  But  Mac  Office  hasn't 


been  updated  since  1994,  and 
even  Microsoft  executives 
admit  the  last  version  was 
not  one  of  the  company's  bet- 
ter efforts.  Not  only  were  its 
applications,  especially  Word, 
sluggish,  but  it  drove  Mac 
fans  crazy  with 
menus  and  dialog 
boxes  that  looked 
disconcertingly 
like  the  Windows 
version. 

Microsoft,  how- 
ever, vowed  to 
do  better  with 
Office  98— and  it 
has.  The  main 
features  are 
brand-new  edi- 


INTERNET  EXPLORER:  The  Mac 

edition  lacks  the  Windows 
version's  tight  links  to  the 
operating  system,  but  is  well- 
designed  and  probably  the  most 
stable  browser  for  the  Mac. 


POWERPOINT: 

The  presentation 
graphics  program, 
which  seemed  like 
an  afterthought  in 
Office  4.2,  gains 
tighter  integration 
and  greatly  ex- 
panded multi- 
media capabilities. 


Gold  edition,  for  an  extra 
$100,  adds  the  FrontPage 
Web-page  editor,  the  Encaita 
Deluxe  encyclopedia,  and  the 
Bookshelf  reference  set. 

The  new  Office  programs 
are  reasonably  zippy  even  on 
an  aged  Power  Mac  6100  and 
fly  on  a  300-megahertz  Go 
computer.  And  they  now  feel 
Hke  proper  Mac  applications, 
not  Windows  transplants.  For 
example.  Word's  main  menu 
now  offers  a  "Font;"  earlier 
versions  didn't.  And  the  file- 
save  dialog  box  offers  the 
Macintosh  choice  of  "save" 
and  "don't  save"  instead  of 
the  Windows 
"yes"  and  "no." 

Mac  Office  in- 
cludes all  of 
the  goodies  that 
have  been  added 
to  the  Windows 
version.  Proba- 
bly the  most  im- 
portant, especial- 
ly for  businesses 
running  a  mixed 
environment  of 


tions  of  Word,  Ex- 
cel for  spreadsheets, 
and  PowerPoint  for 
presentations.  This 
version  also  in- 
cludes the  Internet 
Explorer  4.0  brow- 
ser and  Outlook 
Express,  an  E-mail 
and  Internet  news- 
group program. 
There  are  no  Mac 
versions  of  the 
Access  database 
manager  or  the 
Outlook  calendar 
and  contact  manager  that  are 
part  of  Office  97  for 
Windows. 

The  new  Office  costs  $450, 
or  $250  as  an  upgi'ade  from 
an  earlier  version  of  Office 
or  any  of  its  components.  A 


m:e98 


IVIacintosh  Edition 


OUTLOOK 
EXPRESS:  A  full- 

featured  E-mail 
program  and 
Internet  newsgroup 
reader,  it  supports 
the  latest  mail 
protocols  and  on- 
line directories. 


Hyijeitext  Markup  Langii. 

The  Mac  suite  also 
tures   the   excellent  siu 
checker  introduced  in 
dows  Office  95  and  the  ' 
cent  gi'ammar  checker  fi 
Office  97.  In  a  feature  uni. 
to  the  Mac,  clicking  oi 
word  while  pressing  the  < 
trol  key  (an  awkward  i 
neuver  that  leaves  me  i 
zled    by    Apple's  stau 
refusal  to  adopt  a  two-but 
mouse)  brings  up  a  list 
synonyms.  Click  on  a  chi 
in  the  list,  and  it  replaces 
word  in  your  text. 

Some  other  Office  98  k- 
tures  are  mixed  blessire. 
The  suite  includes  the  Of 
Assistant,  a  cartoon  chai 
ter  that  offers  you  tips 
you  work.  Windows  us 
tend  to  either  love  or  h 
the  Assistant;  fortimately, 
easy  to  make  it  go  away. 

And  it  wouldn't  be  a  i 
Office  release  without  bi 
Under  some  conditions, 
the  "uninstall"  feature 
render  a  Mac  mibootable. 

can  find  an  expl; 
tion  and  a  fix 
www.microsoft.ci 
macoftice.  A  less 
rious  problem,  ; 
explained  on 
Microsoft  Web  s 
can  cause  Word 
cluit  unexpectt 
when  certain  m;: 


programs  are  niii 
These  are  relal  : 


WORD:  Far 

faster  than 
the  predeces- 
sor, the  new 
version  has 
a  first-rate 
spell  checker 
and  other 
proofing 
tools. 


EXCEL:  Always  the  strongest  component  of  Mac 
Office,  the  latest  edition  of  the  spreadsheet  gains 
enhanced  programming  capabilities. 


Macs  and  PCs,  is 
Visual  Basic  for 
Applications,  a 
jjowerfiil  program- 
ming language  for 
customizing  appli- 
cations. Programs 
written  for  Windows  Word 
and  Excel  will  run  on  Macs, 
often  without  modification. 
You  can  read  and  wiite  Win- 
dows Office  95  and  97  files 
and  save  your  documents 
as  well  in  the  Web-ready 


ly  minor  problems  in  an  < 
erwise  solid  release.  Mi< 
soft's  commitment  to 
Mac,  which  predates 
company's  $150  million 
vestment  in  Apple  last  si 
mer,  may  not  be  enougl 
make  progi-amming  attrac 
to  less  well-endowed  - 
ware  publishers.  But  it 
step  in  the  right  direci 
It's  also  a  useful  tool  an 
sign  of  hope  for  the  be 
guered  Mac  community. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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But,  it  does  scan,  fax,  print  and  copy. 


What  wakes  you  up  in  the  morning?  What  popular  drink  connes  from  a  roasted  bean? 
What  is  the  biggest  export  crop  in  Brazil?  Sometimes  multiple  questions  have  the  same 
answer.  Here's  an  example  from  the  office  -  how  do  you  scan,  fax,  print  and  copy?  Our  answer 
is  Aficio,  a  digital  innovation  able  to  perform  all  four  functions  with  the  same  high  quality  as 
any  stand  atone  machine.  Amazing.  And,  by  combining  these  functions  into  one  unit,  your 
Aficio  will  save  you  space,  time  and  money.  Which  gives  you  more 
\  Wg^\  time  for  a  coffee  break.  So  give  us  a  call  at  1-800-63-RICOH,  or  visit  our 

JL  JlL  J-V^JLvf     home  page  at  www.ricoh-usa.com,  and  we'll  be  happy  to  answer  all 
by  RICOH    your  questions. 


You  just  can't  be  too  protective  of  your  company's  information.  And  at  Seagate,  we  have  what  you  need  to  make  sure  it's  alwjs 
there  when  you  need  it.  Software  lil<e  Seagate  Bacl<up  Exec®  and  hardware  like  Sidewinder®  tape  drives  work  togetlj 
to  dutomaticaily  back  up  and  protect  every  bit  of  information,  instantly.  So  even  if  a  server  crashes,  (which  has  been  known) 
happen);  your  data  shbuld  never,  ever  become,  well,  extinct.  It's  just  one  of  the  ways  Seagate  hardware  and  software  can  ho 
process,  analyze  and  protert  your  information.  So  you'll  have  it,  the  way  you  want  it.  To  find  out  more,  visit  us  at  www.seagate.com/b\/' 

'^^Pt0,  lhe  Seagate  logo,  the  tagline,  Seagate  Backup  Exec  and  SW^^^  .  j 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


DONT  WORRY:  CHINA  ISNT 
FOLLOWING  IN  JAPAN'S  FOOTSTEPS 


TWO  PATHS: 

While  Japan 
remains  mired 
in  mercantilist 
policy,  China's 
reforms  are 
making  it  the 
dominant 
economic 
power  in 
postcrisis  Asia 


Laura  D'Andrea  Tyson  is  professor  of 
economics  and  business  administra- 
tion at  tine  University  of  California  at 
Berkeley  and  was  President  Clinton's 
ctiief  economic  adviser 


AS  the  U.  S.  trade  deficit  with  China 
continues  to  increase,  concerns  mount 
that  China  will  soon  replace  Japan  as 
America's  major  trade  headache.  Such  con- 
cerns are  fed  by  an  image  of  China  as  anoth- 
er Japan — a  countiy  pursuing  a  mei'cantilist 
development  strategy  based  on  closed  mar- 
kets, an  undervalued  cuirency,  and  a  stinc- 
tui-al  trade  siu'plus. 

But  is  China  really  another  Japan?  The 
evidence  reveals  compelling  economic  differ- 
ences. First,  although  China's  system  poses 
strnactural  banners  to  foreign  competition,  as 
Japan's  does,  China  does  not  enjoy  a  persis- 
tent ciuTent-account  suiplus,  a  defining  char- 
acteristic of  a  mercantilist  state.  Rather,  Chi- 
na's cun-ent-account  balance  exhibits  cyclical 
swings,  alternating  between  years  of  deficit 
and  surplus. 

Second,  in  contrast  to  Japan,  China  has 
opened  its  doors  to  foreign  dii'ect  investment. 
In  1997,  China's  inflow  of  such  investment 
was  $40  billion,  about  40%  of  all  such  invest- 
ment in  the  newly  industrializing  economies. 
That  investment  has  been  a  major  force  be- 
hind China's  growing  international  trade.  By 
some  estimates,  foreign-fimded  companies  in 
China  account  for  as  much  as  60%  of  the 
gi-owth  in  its  exports  over  the  past  decade. 
Moreover,  most  of  the  exports  originating 
from  these  companies  are  themselves  made 
out  of  imported  goods.  In  contrast,  Japan's 
barriers  to  foreign  direct  investment  have 
been  a  key  factor  behind  the  low  import  pen- 
etration of  its  domestic  market. 
BEGGAR-THY-NEIGHBOR.  Third,  China  and 
Japan  have  responded  very  differently  to  the 
Asian  economic  crisis,  which  hit  at  a  difficult 
time  for  both  countries.  Japan,  unable  to 
change  policy,  is  sinking  into  recession,  while 
China  is  embarking  on  a  painful  path  of  re- 
structuring its  loss-ridden  banks  and  state- 
owned  enteiprises  and  is  laying  off  inillions  of 
underemployed  workers.  The  Chinese  lead- 
ership might  have  been  tempted  to  devalue 
the  cmTency  to  grapple  with  the  nation's  eco- 
nomic challenges.  Had  they  done  so,  they 
could  have  been  justifiably  tarred  with  the 
mercantilist  brush.  China  is  currently  nm- 
ning  a  large  trade  siuplus,  and  its  reserves  of 
dollars  and  yen  are  estimated  to  be  three 
times  the  foreign  debt  of  its  banks.  A  deval- 
uation could  only  be  understood  as  a  beggar- 
thy-neighbor  tactic  to  export  China's  unem- 
ployment problem. 


Instead,  Zhu  Rongji,  China's  new  Prem 
has  announced  ambitious  plans  to  reform 
banking  system,  to  put  100,000  state-owi 
companies  on  a  sound  financial  footing,  anc 
cut  the  size  of  the  bureaucracy  by  4  mill 
people.  Chinese  technocrats  are  rethink 
the  wisdom  of  the  Japanese  and  Korean 
velopment  models.  And  China  has  reaffim 
its  commitment  to  foreign  investors  with  a 
billion  deal  with  Eastman  Kodak  Co. 

Finally,  unlike  Japan,  China  has  adjusi 
monetary  and  fiscal  policy  to  shift  groM 
away  fi'om  exports  toward  domestic  dema 
especially  demand  for  housing.  China's  loi 
run  goal  is  to  replace  state  ownership  w 
private  ownership  of  residential  proper 
This  is  good  news  both  for  Cliina's  expand 
middle  class,  who  can  mobilize  substani 
savings  to  achieve  their  housing  aspiratio 
and  for  China's  banks,  for  which  mortg; 
lending  offers  a  safer,  more  lucrative  stre 
of  r-evenue  than  do  loans  to  state-owr 
companies. 
THUMBS  DOWN.  Wliat  has  Japan  been  doing 
r-esponse  to  the  Asian  crisis?  Depressin 
little.  Japan  has  ignor-ed  r-epeated  calls  fr 
the  U.  S.  and  Asian  neighboi-s  to  stimuli 
domestic  demand  and  has  r-ehed  instead 
the  persistent  weakness  of  the  yen  to  1: 
ster  exports — a  striking  reaffirmation 
Japan's  deep-seated  mercantihst  tr-adition. 
ter  helping  fuel  the  Asian  crisis,  the  ye 
weakness  is  now  hampering  pr-ospects  fo: 
recovery.  Desjjite  Japan's  banks  having  s' 
stantial  outstanding  loans  throughout  A 
they  have  failed  to  take  the  lead  in  or-garriz 
a  global  rescheduling  of  bad  debts,  leav 
the  task  to  American  banks.  Japan  has  a 
failed  to  deliver  on  r-epeated  promises  to  c 
mantle  systemic  barriers  to  competition.  1 
so-called  Big  Bang  plan  for  der-egirlating  its 
nancial  sector  is  moving  slowly,  hindered 
the  long-um"esolved  pr'oblem  of  nonperform 
loans.  No  wonder-  Moody's  Investors  Serv 
has  announced  a  negative  outlook  on  Japi 
government  debt. 

China's  outwar-d-looking  policy  couK 
stands  in  star-k  r-elief  to  the  inwarxl-look 
timidity  of  Japan.  China  is  r-apidly  emerg 
as  the  dominant  economic  power-  in  poster: 
Asia,  and  its  par-ticipation  in  the  World  Tr; 
Organization,  like  its  pr-esence  in  the  Int 
national  Monetar-y  Fimd  and  the  Wor-ld  Ba 
would  bolster  the  strength  of  the  multOate 
system. 
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Here's  What  'Tull  Service'' 
Means  to  Investors  at 
Prudential  Securities 


Today's  market  poses  challenges  to  investors  everywhere.  But  at 
least  one  million  investors  have  an  edge:  Prudential  Securities. 
Everyday,  we  show  our  clients  what  "full  service"  really  means. 


Ask  for  our 
complimentary 
brochure  or  video! 


Strategies  for 
Investing  in  Today's 
Markets  —  Learn  about 
steps  you  con  take  to 
help  your  portfolio 
weather  volatility. 


Inside  Prudential 
Securities:  Your 
Partner  on  the  Street 

—  Take  a 
look  inside 
the  fast- 
paced 
world  of 
Prudential 
Securities, 
from  a 
daily 
morning 
phone  conference 
with  Chief  Technical 
Analyst  Ralph  Acampora 
to  o  financial  planning 
session  with  our 
exclusive  Personal 
Financial  Architect  " 
software.  You'll  see  what 
it  takes  to  stay  on  top 
of  the  market  —  and  why 
Prudential  Securities 
should  be  your  partner 
on  the  Street. 

Video  available  while 
supplies  last 


Our  clients  have  an  expert 
to  call  on.  There  are  times  when  you 
need  to  speak  to  someone  who  can  offer  you 
a  perspective  on  your  portfolio  —  not  just 
take  orders.  At  Prudential  Securities,  you 
always  know  where  you  can  turn  for  advice: 
your  personal  Financial  Advisor 


"I  thought  it  was  important  to  reach 
out  to  my  clients  right  away  with  what 
we  knew  and  what  we  expected  next." 

—  Dick  Mitchell,  Financial  Advisor 


Our  clients  can  talk  to 
someone  who  understands 
their  situation.  When  you  need  to 
act  quickly,  you  can't  afford  to  deal  with 
someone  who's  looking  at  your  account 
for  the  very  first  time.  Your  Prudential 
Securities  Financial  Advisor  knows  your 
investment  style,  your  risk  tolerance,  and 
how  to  help  keep  your  poitfolio  on  trac-k. 

Our  clients  receive 
personalized  advice.  For 

important  investment  decisions,  one-size- 
fits-all  recommendations  don't  fit.  Your 
Prudential  Securities  Financial  Advisor 
works  with  you,  to  design  personalized 
solutions  based  on  an  understanding  of 
your  long-term  objectives. 


Each  morning,  nearly  6,000  Financial  Advisors 
participate  in  an  interactive  discussion  with 
Prudential  Securities'  top  analysts. 


Our  clients  have  an  all-star 
research  team  in  their 
corner.  When  you  work  with  a  Prudential 
Securities  Financial  Advisor,  you  don't  just 
get  overwhelmed  with  news,  you  get  insight 
and  analysis  that  can  help  you  make  sense 
of  it.  Your  Financial  Advisor  connects  you 
to  a  dedicated  team  of  analysts  who,  year 
in  and  year  out,  have  been  honored  among 
the  industry's  elite  by  publications  such  as 
The  Wall  Street  Journal. 

Our  clients  feel  more 
confident  trading  person- 
to-person.  In  a  high-tec^!  world, 
there's  a  peace  of  mind  you  ('an  only  get 
when  you  work  with  other  people.  Trading 
with  a  Prudential  Securities  Financial 
Advisor  helps  ensure  that  your  transaction 
is  executed  quickly  and  correctly 


Call  Prudential  Securities  to 
speak  to  a  Financial  Advisor. 

1-800-THE-ROCK 


ext.  1352 


www.prusec.com 


Prudential 

Securities 
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Until  now,  "your  company's  information" 
was  an  abstract  term  —  something  impossible 
to  quantify  or  put  your  finger  on,  much  less 
see  for  all  its  potential .  The  result  of  sep- 
arate and  distinct  islands  of  information. 

It  gives  everyone  who 

most  commonly  known  as  databases,  main- 
frames, UNIX  and  NT  servers.  Linking  those 
islands  is  what  EMC  Enterprise  Storage™ 
can  do.  We're  finally  making  it  possible 
to  consolidate  data  across  all  major 

needs  it  a  clear  view  of  your 

platforms.  So  no  matter  where  "your  com- 
pany's information"  was  created,  you  can 
protect  it,  manage  it,  make  it  available 
to  all  who  need  it.  In  turn,  they  can  make 
your  products  or  services  available  faster 

company's  information. 

and  more  competitively  than  ever  before. 
The  EMC  Effect.  You  simply  have  to  see 
it  to  believe  it.  Call  1-800-424-EMC2 , 
ext.  301.  Or  visit  us  at  www.EMC.com. 


EMC' 

The  Enterprise  Storage  Company 


Economic  Trends 


BY  GENE  KORETZ 


SMOKING  LIKE 
A  HOUSE  AFIRE 

Home  sales  stoke  the  economy 

Any  way  you  slice  it,  observes  econ- 
omist .Iosoj)h  LaVorgiia  of  Deutsche 
Moi-j^an  Crenlell  Inc.,  "the  housing  sec- 
tor is  really  hiuiiniing." 

Though  housing  activity  usually  slows 
as  an  expansion  ages,  both  starts  and 
poRTiits  have  been  moving  higher  and 
hit  atuiual  rates  of  around  I.60  million 
units  in  February — peaks  for  this  busi- 
ness cycle.  And  sales  of  new  and  exist- 
ing homes  soared  to  all-time  highs. 

Some  mai'ket  obsei'vers  attribute  the 
latest  housing  sui'ge  to  the  wann  winter 
weather  and  still  expect  a  slowdown. 
But  LaVorgna  is  skeptical.  When  hous- 
ing starts  surged  a  year  ago  because 
of  warm  weather  and  then  dropped 
back,  he  notes,  housing  pennits  barely 
budged.  This  year,  however,  permits, 

irS  A  BLOCKBUSTER 

HOUSING  MARKET 
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which  are  less  sensitive  to  the  weather 
than  starts,  are  booming  as  well. 

Meanwhile,  homebuilders  report  that 
market  conditions  in  recent  months  have 
been  the  strongest  in  several  years. 
With  inventories  of  unsold  new  homes 
unusually  low  and  builders  continuing 
to  sell  more  homes  before  ground  has 
even  been  broken,  the  market  in  many 
area.s  is  tight  as  a  drum. 

An  unusual  confluence  of  develop- 
ments is  fueling  the  boom.  Hefty  job 
growth  over  the  past  year  is  lifting  in- 
comes and  bolstering  consumer  confi- 
dence. Mortgage  rates  at  around  7%  for 
a  MO-year  loan  are  low,  and  the  surging 
stock  market  h(;ipe(i  boost  household 
net  wealth  by  .$:!.()  trillion  last  year 
alone — enabling  many  consumcirs  to  de- 
cide that  the  time  is  right  for  the 
biggest  investment  of  their  lives. 


The  impact  of  all  this  on  the  economy 
should  be  considerable.  Housing-relat- 
ed activity  accounts  for  more  than  a 
fifth  of  gToss  domestic  product,  and  each 
dollar  spent  on  new  constmction  or  on 
the  purchase  of  an  existing  home  per- 
colates thi-ough  the  economy,  affecting 
not  only  sales  of  raw  materials  for  con- 
stiTJction  and  renovation  but  also  pur- 
chases of  ftu-nishings,  appliances,  and  a 
host  of  other  goods  and  sei'vices. 

"It's  no  accident  that  housing  is  con- 
sidered a  leading  economic  indicator," 
says  LaVorgna.  "As  long  as  interest 
rates  stay  low,  both  housing  and  the 
overall  economy  should  thiive." 


WHY  TAXPAYERS 
FILE  LATE 

The  reasons  for  "Apr.  15  syndrome" 

April  may  well  be  the  cruelest  month 
for  the  millions  of  American  tax- 
payers who  wi'estle  with  theii"  returns 
at  the  eleventh  horn*.  To  economists  who 
assume  that  people  are  guided  by  eco- 
nomic rationality,  howevei;  it  raises  an 
intriguing  question:  Given  their  intense 
interest  in  avoiding  taxes,  why  do  so 
many  taxpayers  who  are  owed  refunds 
wait  until  the  last  minute  to  file  their 
retiu-ns — thus  losing  the  eanrings  such 
refunds  could  pi'ovide? 

In  a  I'ecent  study  in  Economic  In- 
quiry, a  team  of  researches  led  by  Joel 
Slemrod  of  the  University  of  Michigan 
Business  School  analyzed  tax  retui'ns 
filed  in  1989  to  throw  light  on  what 
they  term  "Apr.  15  syndrome."  They 
estimate  that  some  69  milhon  taxpayers 
claiming  reftmds  on  their  '88  taxes  lost 
neai'ly  $1  billion  in  intei-est  then-  money 
could  have  earned  if  they  had  filed  at 
the  end  of  January  (today  such  losses 
could  approach  $2  billion).  Indeed,  more 
than  a  thii'd  waited  until  April  or  later 
to  send  in  their  r-etums. 

The  study  did  find  that  taxpayers  re- 
spond to  economic  incentives  to  some 
degi'ee.  People  owed  lai'ge  r-efunds  tend 
to  file  somewhat  eai'lier  than  those  owed 
smaller  r-efionds,  for  example.  And  those 
who  prepare  their  own  returns  appear 
to  be  more  sensitive  to  such  economic 
considerations  than  those  who  use  pr-o- 
fessional  pr-eparer"s.  But  these  tendencies 
were  not  particularly  strong. 

Perhaps  predictably,  the  study  found 
that  mor-e  complex  returns  tend  to  be 
filed  later-  than  simpler  retui'ns.  Mor-e 
{)U/'.zling  is  the  fact  that  people  with 
higher  incomes,  who  tend  to  be  finan- 
cially savvy,  ar'e  more  likely  to  file  later; 


as  well.  Also,  among  those  who  we 
taxes,  the  elderly  have  a  strong  en- 
dency  to  file  early  and  thus  to  fcego 
the  interest  they  might  have  earrd  if  ^ 
they  had  waited  until  mid-April. 

In  short,  the  major  reasons  for  j 
15  syndr'ome  appear  to  lie  more  i  i; 
realm  of  psychology  than  econo. 
Many  people  clearly  abhor  the  ta 
tax  prepai'ation  and  put  it  off  as  hi 
possible,  even  if  they're  owed  a  re.i 
Others  seem  to  act  when  the  grov 
anxiety  pr-oduced  by  their  delay  fai 
forces  them  to  face  the  music. 

Whatever  the  reason,  taxpayers  m . 
become  more  economically  rational  ver 
time.  Looking  at  several  years'  won  of 
tax  returns,  the  researchers  found  hat 
procrastinators  who  are  owed  reti'  i 
tend  to  r-emain  pr-ocrastinators. 


WEAK  PROFITS. 
NOT  TO  WORRY? 

History  says  stocks  may  not  slo\ 

With  the  stock  market  up  shn:. 
last  quaiter  in  the  face  of  ;ant 
year-to-year  corporate  earnings  pins, 
fear-s  are  gTowing  that  stocks  could  -pak- 
en  in  the  year*  ahead.  But  history  idi- 
cates  that  such  feai"s  could  be  overbwn, 
observes  John  L.  Manly  Jr.,  a  frntdal 
analyst  with  Salomon  Smith  Bame. 

Noting  that  the  13.9%  return  pcu 
by  the  Standard  &  Poor's  500-stoc  i- 
dex  last  quarter  was  the  second-be 
10  years.  Manly  looked  at  the  40  t 
quarters  from  1950  through  1997  ina 
found  that  their-  average  return  vas 
12.3%.  Mor-eover-,  the  average  yef-to- 
year  gain  in  earnings  for  those  car- 
ters came  to  less  i—"^^^* 


GREAT  QUARTES  ' 
HERALD  GREAT  YIRS 

TOTAL  RETURN  S&P  5 


FIRST  QUARTER  1998 


than  2% — about  in 
line  with  the  ane- 
mic showing  last 
quarter  is  likely  to 
post. 

But    the  r-eal 
eye-opener  was 
the  fact  that  the 
average  market 
retur-n  in  the  12- 
month  periods 
following  those  40 
best  quarters  was 
a  healthy  17.1%. 
In  short,  the  his- 
torical record  sug- 
gests that  quarters  with  strong  mrk 
moves  in  the  face  of  weak  earmgs 
growth  have  more  often  than  not  Ben 
followed  by  years  with  superior  .ock 
market  appr-eciation. 


DATA  SALOMON  SMIIH  B*' ' 


business  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


OBS  TAKE  A  TUMBLE,  SO  IS 
HE  ECONOMY  COOLING  OFF? 

obably  not.  The  dip  in  employment  looks  like  a  weather-related  fluke 


us.  ECONOMY 


(YROLLS:  EL  NINO  OR 
lENUiNE  SLOWDOWN? 


CHANGE  PER  MONTH 


Most  economists  have  been 
forecasting  a  U.  S.  slowdown 
more  than  a  year.  But  despite  higher  real  interest 
iS,  a  surging  dollar,  the  Asian  crisis,  won-ies  about 
ation,  or  anything  else  analysts  can  think  up,  it 
,  hasn't  happened.  The  reason,  in  large  part,  is 
ming  labor  markets,  which  are  powering  a  con- 
ler-led  burst  of  domestic  spending  (page  42). 
'hat's  why  the  surprisingly  weak  March  employ- 
it  report,  which,  showed  an  outright  drop  in  payrolls 
the  first  time  in  more  than  two  years,  deserves 
2ial  attention  (chart).  Is  it  a  harbinger  of  that  long- 
lited  cooling  off  that  will  purge  any  remaining  fear 
;  the  Federal  Reserve  will  need  to  raise  interest 
;s?  Or  is  it  another  false  signal?  The  stakes  are 
1,  because  Wall  Street  has  already  bought  the  slow- 
Ti  scenario,  and  that  forecast  is  built  into  the  cur- 
:  prices  of  stocks  and  bonds. 

But  while  Wall  Street  may 
yet  be  proved  right,  the 
March  job  data  confirm  little — 
except  the  power  of  El  Nifio. 
Weather  and  seasonal  adjust- 
ment of  the  data  were  the  pri- 
mary influences  in  the  swing 
from  strong  to  weak  hiiing  in 
the  first  quarter,  but  the  trend 
of  job  gi'owth  remains  strong. 
The  only  genuine  slowdown 
appears  to  be  in  manufactur- 
the  result  of  weaker  exports  in  the  wake  of  falling 
in  demand.  Excluding  weather-sensitive  industries, 
trend  in  new  service-sector  jobs  remains  strong, 
a  speedup  in  semce  pay  is  leading  the  acceleration 
verall  wage  growth. 

1  DROP  IN  MARCH  PAYROLLS,  by  36,ooo  work 

was  totally  unexpected,  but  a  close  look  at  the 
j  ibers  shows  why  it  occurred.  First  of  all,  an  un- 
I  ally  warm  winter  caused  more  hiring  and  fewer 
I  iffs  than  normal  in  Januaiy  and  February,  when 
rolls  increased  by  399,000  and  252,000,  respective- 
5ince  the  government's  seasonal  adjustment  of  the 
!  i  typically  boosts  the  raw  numbers  in  those 
iths,  January  and  February  payrolls  ended  up  be- 
\  overstated. 

I  fhen  the  weather  tunied  unusually  cold  during  the 
I  k  in  March  that  the  Labor  Dept.  collected  its  data. 
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FACTORY  JOB  GAINS 
SLOW  SHARPLY 


seasonally  adjusted  payrolls  fell.  That's  because  a  lot  of 
hiring  that  normally  occurs  in  the  month  had  already 
happened  and  because  the  cold  snap  restrained  addi- 
tional hiring. 

For  example,  constiuction  employment  plunged  by 
88,000  jobs  in  March.  Declines  of  that  size  typically 
occm-  only  diuing  recessions,  but  February  home  sales 
were  at  a  record  high,  and  construction  fundamen- 
tals— from  interest  rates  to  consumer  and  builder  con- 
fidence to  soaring  stock  prices — haven't  been  this  sup- 
portive in  years.  Restaurants  posted  a  drop  of  48,000 
jobs,  as  eaters  and  drinkers  decided  to  stay  home,  and 
employment  at  temporary-help  firms,  also  subject  to 
weather-related  swings,  fell  18,000. 

The  new  weakness  in  man- 
ufacturing employment  looks 
real,  however  (chart).  After 
posting  the  strongest  four- 
month  job  growth  in  more 
than  a  decade,  factory  payrolls 
barely  rose  in  both  Febmary 
and  March,  and  the  factory 
workweek  fell  in  both  months. 
Weekly  hours  dropped  to  41.7 
in  March,  the  lowest  in  more 
than  a  year,  suggesting  fur- 
ther softness  in  payrolls,  since  factories  typically  cut 
hours  prior  to  reducing  their  staffs. 

Overall  hours  worked  fell  steeply  in  March,  but  the 
increase  in  work  time  for  the  quarter  still  points  to  sol- 
id economic  growth.  Hours  worked  last  quarter  in- 
creased at  an  annual  rate  of  4.9%,  even  faster  than  the 
4.5%  pace  in  the  fourth  quarter.  That  gain  suggests  two 
things.  First,  despite  Asia's  negative  impact  on  the 
trade  gap  and  inventory  growth,  domestic  demand  con- 
tinued to  power  overall  output.  And  second,  given  the 
big  increase  in  hours,  productivity  growth  last  quarter 
may  have  been  poor. 

CHANCES  ARE  VERY  GOOD  that  hiring  will  rebound, 
perhaps  strongly  in  April,  as  noraial  seasonal  pattems 
take  hold.  Indeed,  the  trend  in  weekly  claims  for  un- 
employment benefits,  which  has  been  the  single  best  in- 
dicator of  labor-market  pattems  in  the  past  year,  shows 
that  the  labor  market  remains  very  tight.  The  fom- 
week  average  of  claims  in  early  April  is  mnning  about 
310,000,  which  is  about  where  it  has  been  since  mid- 
February,  and  that  level  is  consistent  with  monthly 
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employment  gains  in  the  neighborhood  of  300,000. 

Hiring  in  the  fii'st  three  months  of  1998  averaged  a 
strong  205,000  per  month.  That  pace  is  slower  than  the 
monthly  average  of  302,000  during  the  second  half  of 
1997,  but  even  at  that  pace — and  ignoring  the  likeKhood 
that  April  job  grovvth  will  rebound — the  labor  mar- 
kets will  continue  to  tighten.  The  March  jobless  rate 
edged  up  to  4.7%,  fi-om  February's  24-year  low  of  4.6%, 
but  at  job  gTowth  of  more  than  200,000  per  month,  the 
rate  will  continue  to  trend  lower.  Job  growth  would 
have  to  fall  below  about  150,000,  and  stay  there,  before 
the  jobless  rate  would  actually  rise. 

THAT  MEANS  WAGE  GROWTH  win  continue  to  ac 

celerate,  especially  in  the  service  sector.  Despite  the 
uptick  in  the  overall  unemployment  rate,  joblessness  in 
services  continued  to  fall  in  March.  It  dipped  to  4.6%, 
down  from  4.7%  and  the  lowest  level  since  1973. 

It's  little  wonder  that  hourly  wages  in  services,  up 
0.7%  in  February  and  0.4%  in  March,  are  outpacing 
overall  pay,  which  rose  0.6%  and  0.3%,  in  those  two 
months.  In  the  first  quarter,  overall  pay  is  up  4%  from 
a  year  ago,  wliile  service  wages  have  risen  4.3%,  led  by 
the  finance  sector  (chart).  Both  rates  are  the  fastest 
since  1990,  and  with  inflation  so  low,  real  wages  are  ris- 
ing at  the  fastest  yearly  clip  since  the  early  1970s. 

That  surge  in  buying  power  is  the  key  reason  why 
domestic  demand  is  so  strong.  March  data  on  con- 
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sumer  spending  may  also  be  affected  by  the  san 
weather  influences  evident  in  the  job  data,  but  the  I 
derlying  fundamentals  have  not  changed.  Indeed,  Maff 
sales  of  U.  S.  and  foreign  cars  and  light  tmcks  stoodit 
a  healthy  annual  rate  of  15.1  million,  a  shade  bet;r 
than  February's  15  million.  Still,  retailers  will  likely* 
hurt  by  weather  effects  and  a  late  Easter. 

Moreover,  the  gains  in  real 
earnings  are  helping  households       SERVICES  LEAD  THE 
to  unload  some  of  their  debt.    *f  ^.^•■^'**TION  IN  WAGIi 
Consumer  installment  debt,  service 

which  rose  $7  billion  in  Febm-     4  PR0DucERSje^i5Fi.r 

ary,  has  been  growing  more 
slowly  for  about  a  year  and  a  ^ 

half,  as  banks  have  become  2   

more  cautious  and  as  house- 
holds  pay  down  some  of  their      m     95    %  9? 
debt.  And  amid  falling  interest     a  percent  change  from  a  year  Ad] 
rates,  consumers  ai-e  swapping  ^^or  dept.,  business  week  ^ 

high-cost  installment  debt  for  cheaper  home-equity  loa|[ 

Right  now,  as  for  the  past  year,  strong  labor  mark|| 
and  vigorous  demand  are  feeding  each  other.  Ui| 
something  happens  to  break  that  virtuous  cycle,  \% 
U.  S.  economy  will  continue  to  power  ahead.  Sot 
you're  looking  for  an  economic  slowdovvTi,  don't  read  e 
much  into  the  March  job  data.  Pay  attention  to  i5- 
mestic  demand.  Wlien  that  slows,  so  will  output,  joi 
and  overall  growth. 

II 


A  FIGHT  TO  STOP  SERVICES  FROM  STOKING  INFLATION 


For  months,  the  dichotomy  be- 
tween the  unyielding  strength 
in  services  and  construction  and 
the  growing  weakness  in  manufac- 
turing has  stymied  economists 
and  policymakers  concerned  about 
the  inflation  outlook. 
Now,  data  are  starting 
to  suggest  that  a 
broader  slowdown  is 
developing.  But  the 
crucial  question  re- 
mains: Is  the  economy 
slowing  enough  to 
quell  rising  inflation 


MANUFACTURING  MAY  BE 
SLIDING  INTO  A  RECESSION 

105 


? 


pressui-es.'^ 

First  off,  slower 
gi'owth  seems  in- 
evitable, if  only  because  of  cur- 
rent policy.  Going  into  its  Apr.  8-9 
meeting,  the  Bank  of  England's 
Monetary  Policy  Committee  (mpc) 
had  lifted  the  base  rate  by  IJ^ 
points  in  VA  years,  to  T/\%.  The 
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MPC  says  growth  must  fall  below 
its  long-tenn  trend  of  about  2.5% 
to  assure  that  price  pressures 
subside.  Also,  fiscal  policy  is  still  a 
drag— though  the  1998-99  budget 
lessens  the  weight — and  new  tax 
hikes  are  now  hitting 
consumers.  Plus,  the 
trade-weighted  pound 
has  surged  some  30% 
in  the  past  year  and  a 
half,  recently  reaching 
a  nine-year  high  vs. 
the  German  mark. 
That  spike  partly  re- 
flects conceiTis  over 
Europe's  single  cur- 
rency, the  euro. 
Sterling's  strength  has  ham- 
mered manufacturers  who  export, 
putting  the  factory  sector  on  the 
brink  of  recession  (chart).  Manu- 
facturing output  fell  in  the  fourth 
quarter,  and  unexpected  weakness 


in  January  and  February  may 
yield  a  fii'st-quarter  decline.  The 
latest  survey  of  purchasing  man- 
agers suggests  continued  strengtl 
in  services,  but  domestic  demand 
may  be  cooling.  Official  data  on 
retail  sales  thi'ough  Febmary 
show  a  slower  pace  of  buying  vs, 
the  fourth  quarter,  and  the  Con- 
federation of  British  Industry  re 
ported  a  "marked"  weakness  in 
March  retail  sales. 

The  problem  is  that  both  wage 
and  price  pressure,  while  absent 
in  manufacturing,  is  already  visi- 
ble in  services.  Underlying  infla- 
tion— less  mortgage  costs — has 
been  above  the  mpc's  2.5%  target 
for  two  years,  even  given  ster- 
ling's surge.  Some  on  the  MFC  ar€ 
worried  that  unless  the  economy! 
slows  considerably,  the  overvalue] 
pound's  eventual  decline  will  only 
add  to  inflationary  pressures. 
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The  Citicorp-Travelers 
deal  may  point  the  way 
to  the  future  of 
financial  services 


audi  Arabia's  Prince  Alwaleed  bin  Talal  bin  Abdul- 
aziz  Alsaud,  who  owns  a  staggering  40  million 
^  shares  of  Citicorp  stock,  admits  to  "feeling  pretty 
good"  about  the  world's  largest-ever  merger,  the  $70 
billion  deal  that  will  marry  Citi  to  Travelers  Group 
Inc.  and  create  a  megabank  with  global  reach  and 
y  $700  billion  in  assets.  He  should  be  happy:  The  Apr  6 
roup  deal  added  some  $1.5  billion  to  the  Prince's  net 
h.  Says  the  Prince:  "This  is  a  very  positive  thing." 
was  also  inevitable.  In  the  U.  S.  and  around  the  world, 
5,  secmnties  houses,  and  insurers  are  in  the  inidst  of  a  fu- 
round  of  mergers  and  takeovers — all  aimed  at  getting 
ol  of  more  and  more  of  consumers'  finances.  Even  before 
)act,  Citi  execs  were  talking  of  reaching  a  billion  cus- 
rs  worldwide  by  2010.  In  creating  Citigroup  (page  37), 
;os-to-be  John  S.  Reed  and  Sanford  I.  Weill  ai"e  only  ac- 
iting  the  transformation  of  the  financial-sei-vices  industiy 
is  already  under  way  (page  39).  Says  financial  historian 


Demographics  are  a  key  reason  why  this  deal  could  work. 
The  baby  boomers  of  the  U.  S.  and  Western  Europe  are  en- 
teiing  their  50s — their  peak  savings  yeai"s.  That  is  opening  up 
vast  opportunities  for  all  soits  of  financial  firms  to  sell  in- 
vestment-management services  and  products.  For  example, 
paced  by  inflows  into  retii'ement-savings  plans,  U.  S.  mutual- 
fimd  assets  already  total  $4.8  trillion,  and  new  money  is 
coming  in  at  a  30%  annual  rate.  Indeed,  a  gTowing  distmst  of 
the  world's  retirement  systems,  many  of  them  broke  or  neai- 
ly  so,  is  boosting  demand  for  mutual  fimds  worldwide.  So 
across  Europe,  Latin  America,  and  even  China,  governments 
ai-e  beginning  to  set  up  privately  funded  retii'ement  plans  sim- 
ilar to  the  401(k)s  and  iras  of  the  U.  S. 

The  growth  of  private  retirement  plans  is  increasing  de- 
mand for  new  debt  and  equity  offerings  to  fUl  those  coffers. 
"The  safety  net  is  not  adequate,"  says  Ken  Chai'les  Feinberg, 
co-portfolio  manager  of  the  $309  million  Davis  Financial 
Fund.  "People  will  have  to  manage  money  for  their  retire- 


Hst  the  start? 


j  Chemow:  "Mergers  that  looked  like  earthquakes  last 
1  now  look  like  tremors  by  compailson." 
1  ithout  waiting  for  Congress  to  change  the  regulatory 
;  onment,  Weill  and  Reed  are  splicing  together  a  global 
and  an  insurance,  brokerage,  and  investment-banking  gi- 
rhat  could  lead  to  a  new  age  of  global  finance  in  which 
i-ary  distinctions  between  types  of  financial-service  com- 

will  evaporate, 
is,  of  coui'se,  sounds  like  a  new  version  of  the  financial 
I'triarket  (page  40) — a  concept  that  has  never  really 
'd.  Remember  Bankamerica's  unsuccessful  purchase  of 
les  Schwab?  Dean  Witter  Reynolds  trying  to  sell  stocks 
ai's  Roebuck  stores?  Or  Weill's  abortive  effort  to  meld  his 
rson  Loeb  Rhodes  brokerage  vrith  American  Express?  In 
pe,  the  idea  of  providing  consumers  and  businesses  the 
1  over  vrith  a  one-stop  shop  for  financial  sei^vices  has 
'  around  for  some  time — wdtness  Deutsche  Bank  and 
n  Bank  of  Switzerland — vrith  unspectacular  results. 
It  new  forces  could  change  the  outcome  this  time.  A 
'.wide  convergence  of  societal  changes,  regulatory  shifts, 
;  technological  developments  could  make  it  easier  for 
I  national  fuiancial-sei-vices  fu-ms  such  as  Citigi'oup  to  ac- 
•  ilate  assets  and  distribute  a  variety  of  products  tailored 
:  !al  tastes.  "This  puts  together  products  and  channels  un- 
i  me  roof  with  a  global  brand,"  says  Mercer  Management 
ulting  Inc.  Vice-Chairman  James  A.  Quella. 


ments,  and  that's  a  great  opportunity  for  whoever  can  tap  it." 

Citi  is  already  the  largest  foreign  financial  institution  in 
Latin  America's  private  pension-fund  business — and  analysts 
think  it  will  be  able  to  expand  its  ft-anchise  there  with  Ti-av- 
elers'  added  heft.  It  has  worked  before:  One  reason  why 
Merrill  Lynch  &  Co.  bought  Britain's  Mercury  Asset  Man- 
agem.ent  Group  PLC  in  1997  was  to  gain  global  market  share 
on  the  eve  of  the  expected  private-pension  revolution.  Just 
think  how  demand  for  new  investments  could  expand  fiuther 
if  the  U.  S.  privatized  a  poition  of  Social  Security  or  if  Japa- 
nese savers  start  to  move  some  of  their  $10  trillion  in  bank 
savings  into  mutual  funds. 

Meanwhile,  the  boomers'  demand  for  more  investment  op- 
tions is  helping  force  the  convergence  of  financial  products  and 
industries  around  the  world.  Variable  annuities,  once  the 
province  of  U.  S.  insurance  agents,  are  now  sold  by  stock- 
brokere.  Insui'ance  agents  sell  mutual  fimds,  banks  sell  stocks, 
and  bi'okers  sell  money-mai"ket  fimds  that,  in  ti-uth,  differ  lit- 
tle fi-om  checking  accounts.  Gennan  investors  can  now  buy  Fi- 
delity mutual  fimds  denominated  in  marks,  and  Japanese  in- 
vestors can  charge  purchases  to  Citibank  Visa  accounts  that 
let  them  pay  balances  in  dollars  or  yen. 

Technology  is  also  paving  the  way  for  one-stop  financial 
shopping.  Sophisticated  databases  now  give  financial  fii-ms 
detailed  pictm-es  of  theu*  customers'  portfolios  and  spending 
and  savings  habits.  That  makes  it  possible  to  develop  minute- 
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ly  targeted  sales  pitches  to  be  delivered  by  direct  mail, 
phone,  Internet,  or  even  in  person — for  old-fashioned  types. 

However,  technology  could  backfii-e  on  Citigroup.  It  will 
push  mostly  house-brand  products  while  companies  such  as 
Charles  Schwab  &  Co.  follow  the  Wal-Mart  Stores  Inc.  for- 
mula— efficiently  distributing  products  fi'om  a  range  of  man- 
ufacturers via  an  electronic  mall. 

And,  increasingly,  savvy  investors  ai'e  using  the  Net  to  find 
the  best  prices  and  deals.  Already,  30%  of  all  U.  S.  retail 
stock  transactions  ai'e  done  via 
the  Net,  estimates  Piper  Jaf- 
fi'ay  Inc.  analyst  Bill  Buniliam. 
Little  wonder  that  Toronto- 
Dominion  Bank,  for  one,  is 
building  a  network  of  discount 
and  online  brokers  in  Canada, 
the  U.  S.,  Australia,  Britain, 
and  Hong  Kong.  Its  Water- 
house  Investor  Services  Inc. 
unit  is  ah'eady  America's  thiixl- 
largest  onhne  broker,  and  TD 
plans  to  use  it  to  sell  commer- 
cial-banking products  as  well. 
FINANCE  SITES.  In  time,  nonfi- 
nancial  playei's  may  also  create 
viitual  supennarkets,  posing  a 
tlu'eat  to  Citigroup's  integi'ated 
model.  That  will  reciuire  large 
investments  in  database  mar- 
keting. McKinsey  &  Co.  figiu-es  that  a  major  U.  S.  bank  must 
already  spend  $1  billion  or  more  every  year  on  technology. 
But  someday,  consumers  may  find  themselves  buying  mutual 
funds  online  at  a  finance  store  iiui  by  Yahoo!  Inc.  or  Microsoft 
Corp.  rather  than  fi'om  Citigroup  or  Deutsche  Bank. 

Still,  there  are  millions  of  consumers  around  the  world 
who  aren't  ready  for  online  investing.  Sweeping  changes  in 
regulation  in  many  nations  could  produce  a  market  of  neo- 
phytes that  would  flock  to  a  brand  name  like  Citi.  Japan,  for 
example,  has  just  launched  its  "Big  Bang"  financial-deregu- 
lation plan.  Over  time,  it  promises  to  scrap  the  numerous  gov- 
ernment rules  that  restrict  consumers'  choices,  keep  retui'ns 
low,  and  direct  savings  to  bui-eaucrats'  pet  industries.  It  also 
is  providing  an  opening  for  foreign  financial-services  fii'ms  to 
woo  savers  from  .Japan's  battered  commercial  banks  and  in- 
surers. General  Electric  Capital  Coip.,  for  one,  is  teaming  up 
with  Toho  Mutual  Life  Insurance  to  sell  life  and  health  cov- 
erage, while  Germany's  Dresdner  Bank  and  Meiji  Mutual 
Life  Insurance  Co.  are  managing  funds  jointly. 


as  I 


II 


One  hitch  for  Citi:  Online 
financial  supermarkets  may 
get  to  customers  first 


To  enter  markets  in  this  fashion,  it  helps  to  be  big 
proud  papas  of  Citigi'oup  are  convinced  that  massive  size  j  s"'^ 
reach  will  be  essential  in  the  next  decade.  One  reason  is 
bui'den  of  maintaining  staggering  airays  of  global  produ( 
Take  emerging-mai'ket  privatizations.  The  initial  public  ofiferij^fe 
they  spawn  ai'e  big  favorites  of  individual  and  institutional 
vestors  around  the  world.  And  by  all  indications,  they're  11 
ly  to  continue  at  a  rapid  pace.  But  to  pull  off  and  market  c( 
ly  privatization  deals,  ai'gues  Davis  Financial's  Feinberg,  bai 

and  secuiities  houses  have 
be  able  to  demonstrate  "un 
peachable  financial  strength 
MARGIN  SQUEEZE.  Meanwh 
falling  profit  margins  on  c( 
mon  financial  products — the 
suit  of  competition  and  chea; 
distribution — make  it  hai"de: 
maintain  that  sti'ength.  For 
ample,  as  mortgage  lending  '. 
gone  national  over  the  p 
decade,  the  average  spread 
tween  a  long-term  U.  S.  Tr 
suiy  bond  yield  and  a  30-yi 
loan  has  fallen  from  250  to 
basis  pomts.  Mai'gins  will  pr 
ably  shrink  in  a  similai"  fash 
in  Europe  once  the  debut 
the  em'o  next  Jan.  1  opens  t 
more  efficient  mark 

ing  of  products  and  more  competition  across  national  borde 
Dechning  margins  on  individual  products  ai'e  a  major  m( 
vation  to  broaden  product  poilfolios  and  attempt  cross-selli 
Any  opportunity  to  capture  someone  else's  product  line  i 
push  it  out  tlirough  an  existing  sales  force  can  result  in  i 
mediate  bottom-line  gains.  Tliat's  why  some  Eui'opean  bank( 
see  adding  insui-ance  and  other  products  to  theii'  offeiings  ai  n  c; 
new  route  to  profits.  For  example,  Credit  Suisse  alrea 
boasts  a  hefty  retail-banking  network  in  Switzerland  and  1  liilit 
global  Credit  Suisse  Fu"st  Boston  investment  bank.  In 
cember,  it  took  over  Svriss  insui'er  Winterthui'  for  $10  billion,  m 
now  plans  to  mai'ket  life,  pi'operty,  and  casualty  covers  ttki 
fi'om  80  Svriss-bank  branches.  Pailly  as  a  result  of  the  deal, 
market  cap  has  soai-ed  50%,  to  $60  billion,  in  the  past  year 
In  the  U.  S.,  meanwliile,  bank  mergers  are  creating  a  ci 
of  Hkely  players  in  the  new  financial-sei-vices  arena.  As  bi 
riers  to  interstate  banking  have  fallen,  superregional  lend< 
such  as  NationsBank,  First  Union,  Bank  of  America,  a 
Wells  Fargo  have  emerged.  When  these  banks  advance,  th 
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WHAT'S  DRIVING  THE  FINANCE  REVOLUTION 


DEMOGRAPHICS  ■  DEREGULATION  ■  GLOBALIZATION  ■  RETIREMENT 


i«MM;i.^[llMItt'i 


Baby  boomers  are 
reaching  their  peak 
saving  years  in  North 
America  and  Europe. 
That's  sparking  a 
wave  of  competition 
for  investments.  A 
growing  middle  class 
in  emerging  nation", 
will  also  need 
financial  services. 


Restrictions  separat- 
ing banks,  brokers, 
and  insurers  are 
eroding  m  the  U.S. 
Europe's  smgle 
currency  is  opening 
opportunities  for 
transnational  finan- 
cial services.  Japan's 
"Big  Bang"  will 
promote  competition. 


The  world  is  moving 
toward  common 
standards  of 
accounting,  corpo- 
rate governance,  and 
market  valuation, 
makmg  it  easier  to 
sell  products,  such 
as  mutual  funds, 
that  can  be  adapted 
to  local  tastes. 


Faced  with  bank- 
rupt or  inadequate 
pension  and  health 
systems,  consumers 
around  the  world 
are  turning  to 
private  insurance 
and  pension  funds. 
That  will  further 
boost  demand  for 
stocks  and  bonds. 


Computers,  the 
Internet,  and  toll-frei 
phone  lines  are  all 
slashmg  the  cost  of 
delivering  financial 
services,  such  as  bill 
payment.  Already, 
some  30%  of  all 
U.S.  retail  stock 
trades  now  take 
place  on  the  Net. 
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i  1  bring  new  products  with  them.  Alongside  checking  ac- 
|i  ts,  First  Union  pushes  life  insurance  undei-wintten  by 
rican  International  Group,  First  Colony  Life,  and  others, 
tigr'oup's  Reed  and  Weill  want  to  extend  the  concept  of 
jrsal  banking  even  fiuthei'.  After  all,  why  shouldn't  U.  S. 
amers  be  able  to  log  on  to  a  Citigi-oup  Web  site  and  buy 
Tion  IPOS,  Travelers'  life  insui'ance,  and  Smith  Barney  in- 
funds,  along  with  Citi  CDs?  By  announcing  their  merger 
.  before  Congress  has  passed  legislation  wiping  out 
des  of  restrictions  on  banks  selling  securities  and  insur- 
,  Reed  and  Weill  are  "laying  the  gauntlet  down  as  to 
,  kind  of  reform  there's  going  to  be,"  says  Credit  Suisse 
p  Chief  Financial  Officer  Richard  E.  Thornburgh. 
ill  the  Citigi'oup  deal  push  Washington  to  finally  update 
aw — after  years  of  false  starts?  A  U.  S.  Treasmy  official 


notes  that  the  merger  would  be  allowed  under  financial-mod- 
ernization legislation  being  pushed  by  the  Administration. 
Federal  Resei-ve  ChaiiTnan  Alan  Greenspan  also  would,  be 
likely  to  support  the  deal  in  principle,  though  he  has  said  he 
thinks  reforms  should  be  phased  in  more  gi-adually. 

The  birth  of  Citigroup  is  bound  to  prompt  more  deals. 
Bankers,  brokers,  insui-ers,  and  other  financial  execs  will  see 
size  as  an  index  of  future  success.  Right  now,  it  would  take 
Holland's  ing  Group,  AmEx,  Morgan  Stanley  Dean  Witter, 
and  Merrill  Lynch  to  equal  Citigroup's  market  cap.  That 
doesn't  mean  they'll  mei-ge.  But  any  combination  seems  pos- 
sible as  the  realization  sinks  in  that  there  are  too  many 
players  to  make  the  financial  market  of  the  future  work. 

By  William  Glasgall  in  New  York,  with  John  Rossant  in 
Rome,  Thane  Peterson  in  FrankfuH,  a^id  bureau  reports 


HE  'COCA-COLA 

)F  PERSONAL  FINANCE' 


e  possible  synergies  of 
igroup  are  many,  but  so  are  the 
stacles-laws,  for  instance 

iierhaps  the  best  word  to  describe  the  Citicorp-Ti-avel- 
[jers  Group  Inc.  merger  is  audacious.  .John  S.  Reed, 
America's  top  banker,  and  Sanford  I.  Weill,  America's 
top  financial  services  dealmakei;  on  Apr.  6  proposed  a 

Mllion  merger  that  defies  existing  law.  Banks  such  as 

orp  can't  own  property  &  casualty  in- 

's  such  as  Ti-avelers,  and  are  limited  in 
ability  to  acquire  brokerages.  No  mat- 
Reed  and  Weill  believe  that  by  acting 

essively,  they  can  persuade  legislators 

lock  down  Glass-Steagall  barriers  and 

;e  a  new  kind  of  global  financial 

iigm. 

:'s  a  very  gutsy  move  that  only  two 
s  could  make  because  they're  taking 
latory  risk,"  says  Jack  H.  Nusbaum,  a 
ler  at  Willkie  Fair  &  Gallagher.  Fonner 
ral  Reserve  Vice-Chairman  Manuel  H. 
son  Jr.  says  he  was  "amazed"  by  the 
jnness  of  the  proposed  merger. 
ING  HISTORY.  In  addition  to  chutzpah, 
I,  59,  and  Weill,  65,  are  propelled  by 

shared  desire  to  go  out  in  a  blaze  of 
'.  Both  are  nearing  the  end  of  their  ca- 
i  and  seem  intent  on  making  history 
reating  the  first  successful,  fully  inte- 
^d  financial  services  behemoth.  Says  a 
ly  ecstatic  Weill:  "The  last  major  thing 

we  are  going  to  do  is  to  make  this 
1:  "We  don't  have  to  do  thi; 
;  enterprise  together." 

im  it  work?  The  agi-eement  to  create  Citigi'oup  came  to- 
3r  in  just  five  weeks,  and  many  major  decisions  re- 
to  be  made.  James  Dimon,  the  co-chief  executive  of 
^elers'  Salomon  Smith  Barney,  says  he  doesn't  know 
ivhat  his  job  will  be  in  the  new  entity.  And  Reed  is  still 


learning  the  names  of  Ti'avelers'  businesses.  For  example, 
Reed  mispronounced  Primerica  at  the  Apr  6  press  confer- 
ence as  "Prime  America."  Weill  later  good-naturedly  chided 
him:  "Remember,  John,  it's  not  two  words." 

But  Weill,  who  aggressively  wooed  Reed,  was  able  to 
sell  the  Citi  ceo  on  the  strong  fit  between  the  two  compa- 
nies. The  logic  of  the  deal  is  threefold.  First,  with  $698 
billion  in  assets  and  $48  billion  in  revenues,  the  new  Citi- 
group will  be  the  largest  financial  institution  in  the  world. 
That  will  give  it  ample  wherewithal  to  make  further  acqui- 
sitions and  costly  investments,  such  as  building  more  elab- 
orate computer  systems.  Being  bigger  also  reduces  its  cost 


happen."  Adds 
We  wanted  to  create  this 


of  capital.  "Size  matters,"  says  Gerard  L.  Smith,  a  managing 
director  at  Donaldson,  Lufkin  &  Jenrette  Securities  Corp. 

So  does  diversification.  Combining  the  two  institutions  will 
make  them  less  dependent  on  volatile  earnings  streams. 
Assuming  the  deal  goes  through,  earnings  of  Salomon's 
trading  operation,  for  instance,  vrill  fall  from  an  estimated 
17%-to-27%  range  of  Tr-avelers'  operating  earnings  to  about 
8%-to-13%,  estimates  Sanford  C.  Bernstein  &  Co.  analyst 
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Sallie  L.  Krawcheck.  And  Citi- 
corp's Asian  emerging  mar- 
kets income,  wiiich  was  22% 
of  earnings  in  1997,  will  be 
only  about  12%  of  CitigToup's 
earnings. 

Finally,  there  is  the  central 
justification  of  the  deal:  cross- 
selling  each  other's  products, 
mainly  to  retail  customers. 
Over  the  next  two  years,  Citi- 
gToup  ought  to  be  able  to  gen- 
erate $600  million  more  in 
earnings  because  of  cross-sell- 
ing, says  Bernstein's  Kraw- 
check. Citigroup  hopes  to  dou- 
ble its  $7.5  billion  in  revenue  in 
five  years.  "We  want  to  be  the 
Coca-Cola  of  personal  finance 
for  the  ordinary  American  and 
to  take  that  global,"  says 
Deryck  C.  Maughan,  co-chief  executive  of  Salomon  Smith 
Barney. 

COMPLEMENTARY.  The  arrangement  could  solve  Citicorp's 
and  Ti'avelers'  biggest  problems.  Reed  gets  a  stronger  U.  S. 
direct-sales  force  to  market  Citi  checking  accounts,  mutual 
fimds,  and  credit  cards.  In  addition,  while  Citi  has  private 
bankers  catering  to  the  very  wealthy,  Ti'avelers  has  10,300 
Salomon  Smith  Barney  brokers,  80,000  part-time  Primerica 
Financial  Services  insurance  agents,  and  100,000  agents 
that  sell  Ti'avelers  insurance. 

At  Ti'avelers,  Weill  is  drooling  over  Citicorp's  750  branch 
offices  outside  the  U.S.;  some  4(34  in  Europe,  166  in  Latin 
America,  and  93  in  Asia.  Citi's  global  reach  instantly  trans- 
foiTns  Ti-avelers  into  an  inteniational  player.  Take  Japan.  Citi 
has  enormously  popular  24-hour  automated  teller  machines 
and  multicurrency  savings  accounts,  and  the  bank  is  ex- 
pected to  win  approval  to  link  its  65  ATMs  to  the  20,000  ter- 
minals at  post  offices  throughout  Japan.  Citi  is  already  gen- 
erating annual  gi"owth  of  40%  in  Japan,  Reed  claims. 

Ti'avelers  can  also  benefit 
from  Citi's  U.  S.  outlets.  For 
example,  "We  have  $800  million 
of  new  mortgage  origination 
each  year,"  says  Alvaro  A.C.  de 
Souza,  an  executive  vice-presi- 
dent in  North  American  con- 
sumer banking  at  Citi.  "Twenty 
percent  of  that  requires  prop- 
erty and  home  insurance.  To- 
day we  ask  the  customer,  'What 
is  your  insui'ance  company?'  In 
the  future  we  will  say  to  the 
customer,  'Here's  an  insurance 
package  for  you.' " 

Citicorp's  private  bankers 
also  offer  clients  such  services 
as  trust  and  estate  planning, 
which  Salomon  Smith  Barney 
doesn't  have.  For  example,  Di- 
mon  says  a  Salomon  Smith 
Barney  broker  recently  lost  a 
$20  million  account  because  the 
company  didn't  have  the  ex- 
pertise to  value  and  set  up  an 
art  trust  for  the  client.  It's  a 
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HOW  THE  PIECES  FIT 


CITIBANK 

TRAVELERS 

CONSUMER  FINANCE 

$1.7 

CORPORATE  LENDING 

$1.2 

CREDIT  CARDS 

$6.9 

NA 

CASH  MANAGEMENT 

$2.3 

INVESTMENT  SERVICES 

$1.6 

$21.5 

INVESTMENT  BANKING 

TRADING 

$2.5 

LIFE  INSURANCE 

$4.4 

PRIVATE  BANKING 

$1.1 

PROPERTY  &  CASUALTY 

*** 

$9.9 

RETAIL  BANKING 

$6 

business  in  which  Citi's  pri\ 
banking  gi-oup  is  expert. 

On  the  institutional  „ 
Travelers  wants  to  build  |l 
Citi's  banking  and  trading 
lationships  with  1,700  inst 
tions  all  over  the  world.  ( 
meanwhile,  has  a  weak  inv 
ment  bank  and  does  little 
uity  underwriting.  But 
lomon  Smith  Barney  is 
third-largest  U.  S.  equity 
derwriter,  and  its  investn 
bankers  may  be  able  to  t  |p|' 
some    of    Citi's  corpoi 
clients  into  equity  underv  in 
ing  customers. 

In  the  past,  cross-selling 
not  paid  off  for  most  finan( 
service  companies — incluc 
the  Citigi'oup  partners.  Ti 
elers  has  had  some  success  at  Primerica  Financial  Servi 
but  Citi  has  little  to  show  for  its  efforts.  "Has  Citi  ef 
tively  sold  Citi  banking  products  to  their  own  credit  c 
holders?  The  answer  is  no,"  says  David  S.  Berry,  a  banl 
analyst  at  Keefe  Bruyette  &  Woods  Inc. 

And  there  is  great  potential  to  upset  the  two  inst 
tions'  web  of  partners  and  clients.  For  instance,  Sale: 
Smith  Barney's  investment  banking  affiliate  in  Buenos 
Merchant  Bankers  Asociados,  might  pull  out  of  the  pi 
nership  because  its  asset  management,  private  banking 
bond  trading  activities  overlap  with  Citibank's.  Says  C 
man  Alejandro  Reynal:  "If  the  new  organization  is  too  I 
or  inefficient,  we  will  have  to  decide"  whether  to  stay 
Many  other  major  issues  haven't  been  addressed, 
starters,  Reed  and  Weill  will  almost  certainly  find  it  a 
lenge  to  run  Citigroup  together.  Who  will  run  b 
meetings?  And  who  will  get  to  put  his  candidates  into 
top  jobs?  Will  Weill  have  to  sacrifice  his  intensely  1 
general  counsel,  Charles  0.  Prince  III,  so  Citicorp's  cr; 

erjack  John  J.  Roche  can 
navigate  Citigroup  thro^ 
the  formidable  bank  re| 
tors?  "If  it  works,  it  willl 
awesome,"  says  one  comp| 
tor.  "But  for  three  to 
years,  there  will  be  lot^ 
unhappy  people." 

The  betting  on  Wall  Stij 
is  that  the  co-('eo  aiTanger 
can't  last,  and  that  Weill  re  ,| 
his  close-knit  team  viill  e\  [  c 
tually  inn  the  entire  show,  jiian 
a  minority  believes  that  ^  i\% 
and  Reed  will  sublimate  tl  fe.: 
considerable  egos  and  mak  it.!;,! 
work.  If  they  do,  they  r  nv 
each  be  able  to  take  credit  p. 
creating  quite  a  revolution  j^jj 
institution.  y 
By  Leah  Nathans  Sp  t ; 
with  Debra  Sparks,  in  i 
York;  Andrea  Mandel-Camj .  , 
in  Buenos  Aires;  Brian  Br> 
ner  in  Tokyo;  and  Owen 
mann  in  Washington 


1997  REVENUES  IN  BILLIONS 
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HIS  MERGER 
niL  MAKE 
lIG  WAVES 

e  creation  of  Citigroup  makes 
ler  financial  houses  wonder 
I  takeover  lies  in  their  future 


teady  or  not,  the  race  is  on.  The  creation  of  Citigroup 
from  the  merger  of  Citicoi"p  and  Ti-avelers  Insurance 
(  Iroup  is  forcing  every  major  financial  institution  in  the 
world  to  check  how  its  competitive  position  has 
ged.  The  banks,  securities  firms,  and  brokers  all  face  a 
I  wave  of  mergers  as  they  each  scramble  to  keep  up  with 
Roup's  enormous  array  of  products  and  its  unparalleled 
dwide  presence.  "Just  sit  back  and  watch,"  says  Credit 
t  5e  Group  Chief  Financial  Officer  Richai-d  E.  Thornbm-gh. 


tomers.  McKinsey  &  Co.  estimates  that  U.  S.  lenders  have  ex- 
cess capital  to  finance  $1  trillion  worth  of  deals.  In  ballpark 
numbers,  that  means  the  top  100  American  banks  could 
gradually  shrink  to  a  mere  seven. 

Outside  the  U.  S.,  the  impact  of  the  Citigroup  merger  is 
likely  to  be  strongest  in  the  world's  emerging  markets.  It's  in 
Asia  and  Latin  America  that  Citicoi-p  has  already  carved 
out  substantial  market  share  by  targeting  the  savings  of  an 
expanding  middle  class.  Citigi'oup  says  it  will  consider  major 
insurance  deals  in  emerging  markets,  where  the  business 
accounts  for  just  2%  of  gi-oss  domestic  product,  compared 
with  8%  in  the  U.  S. 

Citicoip  CEO  John  S.  Reed  and  Travelers'  head  Sanford  I. 
Weill  are  especially  interested  in  Asia,  where  Citi  is  already 
the  most  sophisticated  player  and  where  financial  turmoil 
has  created  fresh  opportunities  for  expansion.  That  ups  the 
stakes  for  competitors  such  as  hsbc  Holdings  plc  and  the 
Japanese  banks,  hsbc  will  have  to  keep  pumping  money  into 
technolog-y  and  new  offerings.  In  Japan,  fear  of  losing  cus- 
tomers to  Citi's  one-stop  shopping  may  force  Japanese  firms 
to  consider  new  alliances  wath  foreign  partners,  says  Keiko 
Honda,  a  McKinsey  consultant  in  Tokyo. 
SPACE  RACE.  Not  all  institutions  in  Asia  see  the  Citigi-oup 
combine  as  a  thi-eat.  "Citigroup  wall  be  a  veiy  formidable  fi- 
nancial supermarket,"  says  Marc  Sylvain,  managing  director 
of  Fidelity  Investments  in  London.  "That  is  good  news  for  top 
mutual  fimds,  who  can  fight  for  space"  on  Citi's  shelves.  Fi- 
delity, which  already  distributes  through  Citi  in  Southeast 
Asia,  flgiu'es  its  funds  may  gain  new  prominence  as  the  new- 
ly formed  Citigroup  spreads  its  distribution  channels. 


THE  FALLOUT 

BROKERS  AND  MONEY  CENTER 
BANKS  Banks  such  as  Chase  and 
J.  P.  Morgan  may  need  to  nnerge 
with  each  other  or  with  brokers 
such  as  IVlerrill  Lynch. 


ire  are  going  to  be  more  major  transactions  coming." 

U.  S.  I'egnlations  change  and  the  deal  goes  through,  the 
^roup  model  will  influence  financial-services  markets 
dwide.  The  $698  billion  behemoth,  boasting  a  market 
alization  of  more  than  $140  biUion,  is  likely  to  be  the  fu'st 
!veral  new  financial  giants  foirned  in  the  U.  S.  from  in- 
nce  companies,  banks,  and  brokerage  houses  as  they 
5gle  to  maintain  competitive  levels  of  capital. 
3IMARKETS.  Even  giants  such  as  Menill  Lynch  &  Co.  and 
^an  Stanley  Dean  Witter  &  Co.  have  their  woiries.  Do 

now  need  a  tie-up  with  a  commercial  bank  to  gain  more 
;al  and  access  to  corporate  clients?  If  they  forgo  such 
;,  will  they  see  theii'  deal  flows  diy  up? 
eanwhile,  U.  S.  banks  such  as  Chase  Manhattan  Coip.  and 
'  onsBank  are  probably  wondering  whether  they  need  to 

secuirties  fu"ms  to  create  products  to  sell  to  their  cus- 


THIS  DEAL 
UPS  THE 
STAKES  FOR 
RIVALS  LIKE 
HONGKONG 
&  SHANGHAI 
BANK  (HSBC) 


INTERNATIONAL  BANKS  Their 
franchises  look  less  impressive 
when  compared  with  Citigroup's. 
Banks  such  as  Deutsche  Bank 
may  look  for  partners  in  the  U.S. 

INSURERS  Companies  such  as 
Germany's  Allianz  are 
waiting  to  see  if  the  U.S.  repeals 
barriers  to  combinmg  banking  and 
brokerage  services.  If  so,  they 
would  shop  for  U.S.  acquisitions. 
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For  the  most  part,  however,  Citigroup's  role  will  be  as  a 
catalyst  and  a  model  for  change.  For  example,  neither  Trav- 
elers nor  Citi  is  a  big  player  in  Europe.  But  together,  Reed 
and  Weill  think  they  can  gain  ground  as  the  consolidating  Eu- 
ropean financial  sei-vices  industry  prepai'es  for  the  introduction 
of  a  single  cutrency  in  1999.  Citi's  relatively  customer-friend- 
ly approach  is  already  a  big  hit  in  Geirnany,  where  giants 
such  as  Deutsche  Bank  risk  losing  gi'ound  if  they  continue  to 
take  chents  for  gi-anted.  "If  a  customer  goes  in  to  [a  Deutsche 
branch]  saying  he  wants  a  loan  for  a  child's  wedding,  the 
banker  may  give  him  a  lecture  on  why  he  hasn't  planned  for 
it  sooner,"  jokes  Reed. 

Reed  and  Weill  may  be  smiling.  But  it's  likely  to  be  some 
time  before  their  competitors  will  be  in  a  laughing  mood. 

By  Stanley  Reed  in  London  and  Kerry  Capell  in  New 
York,  with  Thane  Peterson  in  Frankfurt 
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COMMENTARY 


By  Peter  Coy 


GREAT  BIG  COMPANY.  GREAT  BIG  MISTAKE? 


There  they  are,  John  Reed  and 
Sandy  Weill,  wind  in  then-  hair, 
standing  on  the  prow  of  a  giant, 
unsinkable  ship  and  gazing  into  a  hm- 
itless  futiu-e.  On  Wall  Street,  no  su- 
perlative is  too  ripe  to  describe  the 
genius  of  the  proposed  merger  be- 
tween their  companies,  Citicorp  and 
Travelers  Group  Inc.  Why,  did  you 
know  that  Citigroup  wA\ 
have  more  assets  than 
any  other  financial-ser- 
vices company  in  the 
world?  Did  you  know  it 
will  have  100  million  cus- 
tomers? The  greatest 
strength  of  this  deal  is  its 
sheer  size. 

Its  size,  however,  also 
may  prove  to  be  its 
gi-eatest  weakness.  In  fi- 
nance, as  in  seafaring, 
bigger  is  not  always  bet- 
ter. Assets  can  be  a 
heavy  weight  to  bear 
when  they  underperfbi-m. 
Citicoqj  itself  was  at 
death's  door  as  recently 
as  1991  when  bad  loans 
torpedoed  earnings,  its 
stock  sank  to  single  dig- 
its, and  Reed  was  sound- 
ing out  potential  rescuers. 

Wliy  ai-e  these  two  big 
companies  becoming  one 
really,  really  big  compa- 
ny? Weill  and  Reed  are 
betting  that  they  can 
gain  what  is  quaintly 
knovm  as  "share  of  wal- 
let" by  creating  a  world- 
wide brand  and  a  full 
gamut  of  homemade  products  and 
sei-vices.  Their  big  idea  is  to  use  Citi- 
coip's  branch  network  to  sell  products 
fi'om  Ti'avelers  such  as  insui'ance  and 
Smith  Bamey  Inc.'s  brokerage  ser- 
vice, whUe  using  Travelers  sales 
agents  to  push  Citicoip  products,  such 
as  credit  cards.  For  that  strategy, 
scale  and  breadth  are  essential. 

But  there  is  another  way  to  offer  a 
supermarket  of  financial  seivices  that 
could  make  Citigroup  look  archaic  be- 
foi-e  it  gets  its  first  letterhead  print- 
ed. Instead  of  trying  to  be  all  things 
to  all  people,  companies  such  as 
Charles  Schwab  &  Co.  position  them- 


selves as  trusted  inteiTnediaiies,  pro- 
viding a  menu  of  the  best  financial 
products  available  fi'om  all  soui'ces. 
The  companies  whose  products  the 
distributor  sells  focus  on  doing  one 
thing  well,  whether  it's  mortgages  or 
credit  cai'ds. 

Then  there's  the  Internet,  which 
also  undercuts  the  advantage  of  big- 


HAPPY  DAYS  AHEAD? 


The  idea  of 
a  financial  supermarket  may  be 
undercut  by  Internet  technology 


ness.  Consumers  are  finding  gobs  of 
up-to-date  market  infoiTnation  and  ac- 
cess to  all  manner  of  financial  seivices 
on  the  World  Wide  Web.  Mouse  in 
hand,  they're  fen-eting  out  good  deals, 
regardless  of  how  big  or  small  the 
supplier  is.  Look  at  the  success  of 
Web  sites  that  allow  comparison  shop- 
ping for  insui'ance  and  mortgages,  or 
online  stock-trading  firms  like  Web 
Street  Secuiities,  Datek  Onlme,  and 
E*Ti'ade  Securities  Inc. 

Customers  of  Palo  Alto  (Calif.  )- 
based  E  "Ttmle  don't  mind  that  it 
lacks  a  skyscraper-  in  Manhattan  with 
a  giant  red  umbrella  on  the  side. 


What  they  like  is  that  E*Trade 
charges  $14.95  to  trade  800  shares  of 
a  $20  stock,  vs.  a  $359  commission  ai 
Smith  Barney.  "In  this  new  virtual 
community,  size  matters  not,"  says 
E*Trade  president  Ckristos  M.  Cot- 
sakos.  Neither,  he  says,  do  many 
names  and  symbols  that  evoked  fuz; 
feelings  in  past  generations:  "Some 
the  older  brands  just 
don't  resonate  with  the 
<  Jen-Xers  and  baby 
boomers.  A  megamerger's 
not  going  to  change  that.' 
AMEX,  ANYONE?  Also,  for 
all  the  gi*and  visions,  fi- 
nancial supermarkets  hav 
an  inglorious  history.  Citi 
coi'p's  original  attempt 
failed  expensively  on 
Reed's  watch,  and  Weill 
was  associated  vrith  a  sur 
ilar  mess  at  American  Ex 
press  Co.  in  the  1980s 
that  he  wishes  people 
would  forget. 

Of  course,  it's  possible 
that  this  time  will  be  dif- 
ferent. For  customers 
who  don't  like  to  shop 
around  — and  don't  mind 
having  all  their  eggs  in 
one  basket— Citigroup 
may  be  able  to  charge  a 
tidy  premium  for  a 
branded,  customized  bun- 
dle of  products. 

But  it  will  take  years 
for  Ti'avelers  and  Citicorp 
to  work  together  as  a  sin- 
gle marketing  machine 
Gigantic  computer  sys- 
tems must  be  merged.  And  managers 
who  ai'e  accustomed  to  maximizing 
the  profit  of  particular  lines  of  busi- 
ness will  need  to  be  reeducated  to 
support  cross-product  promotions. 
"You  need  compensation  incentives 
temally  to  do  it  the  right  way,"  says 
James  A.  Quella,  a  fan  of  the  deal 
who  is  a  vice-chaiiTnan  of  Mercer 
Management  Consulting  Inc. 

Citigi'oup  will  be  big  and  powerful 
aU  right.  But  it  also  will  be  extra- 
ordinarily difficult  to  steer.  And  ice- 
bergs lie  ahead. 


(Iioos 


CO 


Coy  is  associate  economics  editor. 
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HOW  TO  IMPLEMENT  A  VIRTUAL 

PRIVATE  NETWORK  WITHOUT 
A  VIRTUAL  VENDOR  NETWORK. 


Choose  one  from  Column  A  and  one  from  Column  B.          Or  simply  choose  C. 


COLUMN 

COLUMN 

COLUMN 

COMMUNICATIONS 

PROFESSIONAL 

VIRTUAL  PRIVATE 

NETWORK 

SERVICES 

Sprint 

Cambridge  Technology  Partners 

Icon  CMT  Corp. 

UUNET 

EDS 

•  Fully  redundant  nationwide,  tier-one 

communications  infrastructure 

AT&T 

Andersen  Consulting  1 

•  Dial-access  at  speeds  up  to  56Kbps 

Digex 

and  ISDN  in  92%  of  U.S.  calling  areas 

•  Security  -  firewall /encryption 

•  Web  design  and  management 

•  Service  level  guarantees 

•  Engineering  of  legacy  application 

migration  to  the  web 

Eventually  all  the  communications  and  professional  services  companies  will  be  selling  you  the  advantages  of  switching  from  a 
private  networl<  to  a  VPN.  What  they  will  not  tell  you  is  that  it's  going  to  take  you  a  whole  network  of  vendors  to  put  together  the  kind 
of  VPN  a  large  business  needs  to  realize  those  advantages.  Unless  you're  talking  to  Icon  CMT  Corp.,  the  ISP  with  all  the  resources  to 
actually  deliver  on  the  VPN  promise. 

Icon  CMT  has  integrated  a  tier-one  nationwide  communications  infrastructure,  advanced  security  and  performance  technology, 
and  the  professional  services  support  necessary  to  deliver  and  maintain  large,  efficient  VPN  solutions. 

In  addition  to  offering  guaranteed,  high  performance  dedicated  access  for  connecting  office  users  to  the  VPN, 
Icon  CMT  also  offers  nationwide  dial-access  at  speeds  up  to  56Kbps  and  ISDN  in  92%  of  calling  areas,  so  your  users 
can  access  your  VPN  from  almost  anywhere,  at  local  call  cost.  And,  with  over  150  engineers  on  staff.  Icon  CMT  will 
design,  develop,  deploy,  and  manage  your  VPN  solution  end-to-end. 

How  many  vendors  will  it  take  to  implement  a  VPN?  One. 
If  it's  the  right  one.  Call  us  today  at  i-8oo-ASK-IC0N  or  visit  our 
website  at  www.icon.com. 

TM  and  ©  1998  Icon  CMT  Corp.  All  rights  reserved- 
All  olher  tradenames  and  trademarks  are  the  property  of  their  respective 


News:  Analysis  &  Commentary 


THE  ECONOMY 


CONSUMERS  HAVE 
MONEY  TO  BURN 


It  has  been  decades  since  there  were  such  good  reasons  to  splurge 


It's  lucky  that  the  story  of  the  econ- 
omy isn't  headed  for  the  silver 
screen,  because  the  best  title,  As 
Good  As  It  Gets,  is  already  taken. 
Ask  any  consumer — say,  Kimberlee 
A.  Morehouse.  In  early  April,  she  and 
her  husband,  Biian,  bought  a  brand  new 
four-bedroom  home  for  $198,000  in  the 
historic  mining  town  of  Georgetown, 
Colo.,  45  miles  west  of  Denver.  They 
then  plunked  down  $1,500  in  cash  on  a 
new  four-piece  bedroom  set.  "We  bought 
exactly  what  we  wanted,"  says  Kim, 
hinting  that  more  big-ticket  purchases 
are  planned.  The  couple — he  a  heavy- 
equipment  mechanic,  she  a  clerk  in  the 
state  court — isn't  worried  about  their 
job  prospects  or  paying  off  theii'  moit- 
gage.  Tlie  economy  'Is  veiy  strong  right 
now,"  she  says.  "I  feel  veiy  secure." 

So  do  most  Americans.  The  latest 
survey  by  the  Confei-ence  Board  shows 
that  consumer  confidence  is  the  high- 
est in  three  decades.  The  result:  Shop- 
pers are  spending  at  the  fastest  rate  of 
this  decade.  Economists  figiu-e  real  con- 
sumer spending  rose  at  a  torrid  5.5% 
annual  rate  in  the  first  quartei'.  Shop- 
pers see  an  Eden  of  full  employment,  in- 
come and  stock  gains,  low  interest  rates, 
and  low  prices  on  eveiything  from  cars 
to  camcorders. 

The  buying  binge  is  stoking  America's 
expansion  as  it  enters  its  eighth  year. 
Thanks  to  brisk  home  sales  (page  .'^0) 
and  other  consumer  purchases,  real 
gi'oss  domestic  product  likely  grew  at  a 
3.5'?^  annual  rate  in  the  first  quarter — a 


very  peppy  pace  this  late  in  an  expan- 
sion. "Rising  jobs  and  incomes  produce  a 
willingness  to  spend  while  cheap  im- 
ported goods  and  low  interest  rates 
boost  the  ability  to  spend,"  says  Bill 
Cheney,  corporate  economist  at  John 
Hancock  Cos.  "The  willingness  and  abil- 
ity feed  on  each  other."  The  cycle  has 
put  Wall  Street  in  a  cheeiy  mood,  too — 
sending  the  Dow  Jones  average  over 
the  9000  mark  on  Apr.  6. 

The  economy's  dependence  on  con- 
sumers does  have  its  risks,  however. 
Right  now,  households  have  eveiy  rea- 
son to  feel  secure.  But  a  sudden  shock, 
such  as  a  big  di'op  in  stock  prices,  could 
cause  consumers  to  feel  less  wealthy 
and  snap  shut  then-  pocketbooks,  leaving 
businesses  with  too  much  inventory  and 
too  many  workers. 

RATE  HIKE?  Another  risk  is  that  all  this 
buying  becomes  too  much  of  a  good 
thing.  For  now,  consumers  are  avoiding 
the  dangers  of  the  1980s  when  excess 
demand  generated  a  debt  overhang  and 
rising  inflation  and  interest  rates.  But 
the  economy  could  still  overheat:  Hot 
domestic  demand  could  roll  right  over 
the  drag  from  Asia.  And  more  competi- 
tion for  workers  could  push  labor  costs 
above  the  gains  in  pi'oductivity.  In  the 
fomlh  quarter,  for  example,  productivity 
gTew  at  a  1.5%  annual  rate,  and  unit  la- 
bor costs  climbed  a  steeper  3.3%.  If  that 
trend  continues  and  businesses  stait  i-ais- 
ing  prices,  the  Federal  Reserve  could 
slam  on  the  monetary  brakes. 

The  good  news  is  that  the  second 
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quarter  may  show  a  more  moderate — 
and  sustainable — trend  with  real  gdp 
rising  2.5%.  The  mild  winter  caused  by 
El  Nino  got  people  out  shopping  and 
allowed  builders  to  start  new  housing 
ahead  of  schedule.  Ali-eady,  the  return  of 
normal  weather  crimped  March  em- 
ployment and  retail  data  (page  31).  But 
even  with  a  drop  of  36,000  jobs  in 
March,  payrolls  grew  by  205,000  a 
month  in  the  first  quarter,  keeping  the 
unemployment  rate  at  a  low  4.7%. 

Meanwhile,  consumers  have  more 
cash  to  spend.  Real  aftertax  income 
probably  rose  at  a  7%  annual  rate  in 
the  first  quarter,  the  biggest  gain  in 
five  years.  Steady  pay  raises  prompted 
Peaches  Herder  of  Philadelphia  to  buy  a 
new  Chrysler  Cirrus  to  replace  her 
Mercury  Sable.  There  was  nothing 
the  six-year-old 
Herder  says  having 
•a  money  gave  her 
itch  for  new  wheels. 

CiiTUs  "caught  my 
eye,  so  I  bought  it," 
says  the  57-yeai-old 
di"ug  counselor. 
In  addition, 
paychecks  can 
go  a  lot  fuither 
in  1998,  thanks 
to    an  inflation 
rate  of  just  1.4%. 
Also,  even  though  the 
median  piice  of  a  new  home  rose  7.3%-  in 
Febmary,  low  moilgage  rates  let  more 
families  afford  a  home.  Combined  new 
and  existing  home  sales  hit  a  record  high 
seasonally  adjusted  annual  rate  of  5.6 
million  in  Febioiaiy.  The  gain  in  home 
prices  is  allowing  owners  to  take  out 
home-equity  loans  to  use  for  vacations, 
college  tuition,  or  computers.  Such  loans 
ai"e  up  15.4%'  from  a  yeai'  ago. 

Finally,  the  stock  market's  bull  run 
continues  to  build  household  wealth. 
Economists  at  Regional  Financial  Asso- 
ciates Inc.  figure  that  the  stock  ninup 
so  far  this  yeai'  has  added  an  average  of 
$;3,700  to  household  net  worth.  That's  on 
top  of  the  $14,900  gain  created  in  1997. 

...AND  DEBT  HAS  LEVELED  OFF 


INSTALLMENT  DEBT  AS  A  PERCENT 
OF  DISPOSABLE  INCOME 
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More  income  and  wealth  are  keeping 
debt  loads  manageable.  Even  though  in- 
stallment credit  jumped  $7  billion  in  Feb- 
i-uary,  debt  outstanding  stayed  at  20.4% 
of  disposable  income,  down  from  the 
record  20.8%  liit  in  late  1996. 

In  short,  consumer  fundamentals  are 
the  best  in  a  generation  (charts).  After 
years  of  job  jitters  and  watching  pen- 
nies, consumers  are  spoiling  themselves. 
Allen  Balcer  and  his  wife,  Suzanne  Frey, 
are  sparing  little  expense  to  build  their 
dream  house  in  Wasilla,  Alaska.  A  6.5% 
mortgage  rate  enabled  them  to  boiTow 
more  than  they  had  expected.  So  they 
have  already  spent  $4,000  on  new 
kitchen  and  laundry  appliances.  And 
they're  prepared  to  spend  an  additional 
$20,000  for  other  white  goods  and  fix- 
tures, right  down  to  door  latches.  A 
new  house,  Baker  says,  "tiuTis  you  into 
the  ultimate  consumer,  thinking  about 
things  you  never  dreamed  you'd  think 
about.  I  mean,  door  latches?" 
"GOOD  DEALS."  Could  consumers  revert 
to  their  overindulgent  1980s  habits? 
Back  then,  strong  demand  helped  to 
push  the  core  inflation  rate  fi"om  3.7%  in 
1987  to  4.7%  in  1989.  The  Fed  respond- 
ed by  hiking  its  federal  fimds  rate  from 
5.8%  to  close  to  10%..  Lucidly,  the  1990s 
seem  a  different  era.  "Consumer  sur- 
veys show  people  are  very  sensitive  to 
price,"  observes  David  H.  Resler,  chief 
economist  at  Nomura  Securities  Co. 
Resler  says  consumers  are  shopping 
with  gusto  now  because  they  view  their 
purchases  as  "good  deals."  And  they 
are  smarter  about  using  debt,  paying 
off  more  quickly  and  shopping  ai-ound 
for  low  interest  rates. 

The  unknown,  he  says,  is  what  hap- 
pens when  businesses  lift  prices  to 
make  up  for  higher  labor  costs.  After 
all,  rising  wages  mean  that  businesses 
are  paying  more  for  labor,  wliich  is  cut- 
ting into  profits.  Across  the  economy, 
profit  margins  fell  in  the  fourth  quarter 
for  the  first  time  in  almost  three  years. 
Productivity  gains  help,  but  at  some 
point,  profit-hungTy  companies  will  try 
to  raise  prices  and  make  the  hikes 
stick. 

How  consumers  react  is  the  key  to 
growth,  inflation,  and  Fed  policy.  For 
now,  cheap  imports  ft-om  Asia  will  hold 
down  goods  inflation,  so  the  Fed  is  un- 
likely to  react  with  the  vehemence  it 
did  a  decade  ago.  That  makes  it  veiy 
likely  that  the  expansion  wUl  continue  to 
produce  solid  growth,  low  inflation,  and 
fui-ther  income  gains.  For  consumers, 
that  really  is  as  good  as  it  gets. 

By  Kathleen  Madigmi  in  New  York, 
with  David  Lindorff  in  Philadelphia 
and  bureau  reports 
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REAL  ESTATE  

IF  YOU  BUILi  IT. 
THEY  WILL  POUNCE 

Buyers'  demand  for  pricey  houses  seems  insatiable 


If  you  don't  think  the  mai'ket  is  hot  in 
Austin,  Tex.,  ask  Gerald  Lamar.  De- 
mand for  $500,000  houses  in  the  city's 
booming  high-tech  economy  is  so  strong 
that  of  the  dozen  such  homes  he  has 
put  up  in  the  past  12  months,  nine  were 
completed  "on  spec" — before  finding  a 
buyer.  Says  Lamar,  co-owner  of  Lamar 
Homes  Inc.:  "We're  selling  whatever  we 
can  put  in  the  gi'ound." 

Lamai-  is  not  alone.  With  the  economy 
soaring  and  new  houses  selling  at  a 
I'ecord  pace  nationwide,  Lamai'  and  oth- 
er developers  are  scrambling  to  meet 
seemingly  insatiable  demand.  The  buying 
frenzy  has  pushed  the  inventory  of  new 
homes  to  its  lowest  level  on  record:  At 
the  cmrent  rate  of  new-home  sales,  it 
would  take  just  3.8  months  to  sell  all 
the  available  houses  on  the  market  na- 
tionwide (chait).  That  tight  housing  mai- 
ket  has  more  buildei-s — paiticulai-ly  those 
working  in  high-end  segments  ($500,000 
and  over)  in  places  such  as  Atlanta, 
Chicago,  Los  Angeles,  and  Miami — doing 
what  Lamar  does:  Build  fh'st,  sell  later. 
"SCARED  TO  DEATH."  Isn't  building  on 
spec  lisky?  Didn't  it  contribute  to  bank- 
niptcies  and  depressed  real  estate  mar- 
kets in  many  of  the  same  cities  when 
the  1980s  economic  expansion  faded?  You 
bet.  And  that's  why  some  real-estate  ob- 
sei^vei-s  ai'e  gi'owing  concerned.  "It's  hard 
not  to  get  excited.  The  economy  is 
strong,  and  eveiytliing  looks  gi'eat,  but  I 
hope  people  don't  get  canied  away  [with 
spec  buildingl,"  says  David  F.  Seiders, 
chief  econoinist  at  Washington's  National 
Association  of  Home  Builders.  "If  the 
Asian  economy  doesn't  slow  down  the 
[U.S.]  economy,  the  Feds  probably  will." 
Says  Hany  Savio,  se- 
nior vice-president  at 
the  Texas  Area  Capi- 
tol Builders  Associa- 
tion: "We  see  guys 
putting  up  $1  million 
spec  homes  like  they 
did  back  in  the  '80s.  If 
I  were  them,  I'd  be 
scared  to  death." 

Indeed,  Seiders  esti- 
mates that  sales  will 
fall  to  an  annually  ad- 
justed rate  of  750,000 
by  the  fomlh  quaiter. 


A  SELLER'S  MARKET 

SUPPLY  OF  NEW  HOMES 
ON  THE  MARKET  IN  FEBRUARY 


■90  '91  '92  '93  '94  '95  '96  97  '98 
▲  MONTHS 

DATA:  NATIONAL  ASSOCIATION  OF  HOME  BUILDERS, 
U  S  BUREAU  OF  THE  CENSUS 


down  some  12%  from  the 
first  quarter.  "The  first 
quaiter  is  going  to  be  the 
high  point  of  the  year,"  he 
predicts. 

Such  talk  doesn't  un- 
nerve builders  like  D.  R. 
Horton  Inc.,  an  Ai'lington 
(Tex.)  developer  that  re- 
cently upped  its  specula- 
tive-home building  progi'am 
by  22%,  to  55%  of  its  busi- 
ness. Horton  sees  little  risk 
when  demand  is  so  strong 
in  Houston,  Phoenix,  and 
localities  in  Southern  Cali- 
fornia. Ditto  for  Barry 
Carroll,  chairman  of  Car- 
roll International  Corp.,  a 
Des  Plaines  (111.)  developer 
that  is  putting  up  several 
$600,000  to  $800,000  spec 
houses  in  Lake  Forest,  a 
fashionable  Chicago  subiu'b. 
He  says  the  houses  are 
"sold  before  they're  fin- 
ished— within  six  months 
of  breaking  gi'ound." 

Developers  aren't  the 
only  ones  betting  on  build- 
ing in  a  strong  economy.  In 
New  York  City,  the  owners 
of  a  co-op  apaitment  at  119 
W.  71st  St.  ai-e  building  a  luxmy,  thi'ee- 
bedroom  penthouse  on  the  roof  of  the 
nine-stoiy  building.  While  the  gi'oup  does 
not  have  a  buyer  yet,  it's  betting  it  will 
by  the  time  the  project  is  completed  lat- 
er tliis  yeai' — and  will  make  a  profit.  "In 
this  envii-onment,  we  can  be  more  spec- 
ulative. We're  veiy  confident  about  find- 
ing a  buyer,"  says 
Robeit  J.  Warshaw,  a 
paitner  at  investment- 
banking  firm  Lazard 
Freres  &  Co.  and  pres- 
ident of  the  co-op 
board.  "In  a  different 
envii'onment,  we  might 
not  take  the  risk." 

Indeed,  this  time 
around,  speculative 
building  might  not  get 
out  of  hand.  For 
one  thing,  real-estate 
agents  and  economists 


ON  SPEC 


As  the  economy 
soars,  one  Texas  builder  says: 
"We're  selling  whatever  we  cai 
put  in  the  ground" 


say  so  far  they  don't  see  the  excess 
speculative  activity  that  was  rampan 
the  '80s.  And  equity  isn't  flowing 
fi'eely  as  it  was  back  then,  when 
housing  was  popping  up  everywhere] 
banks  and  savings  and  loans  offe 
1(X)%  financing,  seemingly  to  anyone  v| 
a  blueprint.  Now,  financial  backers 
demanding  builders  have  equity  in  til 
projects,  holding  to  encoui'age  restrai 

More  than  anything,  though,  build 
say  they  have  learned  from  the  p: 
"We  went  tlu-ough  the  '80s  downturn 
was  very,  very  hard — like  a  death 
the  family,"  says  Lamar,  the  Austin 
veloper  "We  lost  eveiything.  I'm  v 
cautious — everyone's  very  cautiou 
these  days."  Meanwhile  he's  lining  uj 
nancing  for  as  many  as  10  new  s 
homes  this  year. 

By  Stephatiie  Anderson  Forest 
Dallas,  with  Anyi  Terese  Palmer 
Lake  Forest,  III. 
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$250,000  ISN'T  KID  slui  r.  It's  what 
this  child  will  likely  cost  its  parents  —  college 


included 


—  over  the  next  21  years.  But  the  future 


Formula  for  success 


always  demands  great  things  from  you  and  your 
financial  representative.  The  Equitable  is  doing 
some  great  things  to  help.  Like  our  state-of-the- 
art  Financial  FKncss  Pro|ilc'  -  a  planning  tool  that 
help  you  meet  your  goals.  Like  proxiding  our 
presentatives  with  the  best  training  available 
And,  like  being  a  member  of  the  Global  AXA 
Group,  one  of  the  wodd's  largest,  strongest  and 
most  innovative  insurance  and  investment  orga 
,,,-^l,ons  —  with  over  $500  billion*  m  assets 
under  management  To  learn  more,  call  1-800- 
590-5995  or  visit  us  at  u'iv\\u-i|ui(iiMc  ami. 


EQUITABLE 


Member  of  the  Global  I 


I  Group 


„t      AYA  Rrniin  Thf!  Eauilable 


^^™Sfnr  ,ts  own  Obligations      ;As  °;  WO/97 


COMMENTARY 

By  Richard  S.  Dunham  and  Howard  Gleckman 


BIG  TOBACCO'S  HARD  LINE  WONT  SOFTEN  CONGRESS 


On  Apr.  8,  rjr  Nabisco  Inc.  ceo 
Steven  F.  Goldstone  tried  to 
drive  a  stake  into  the  heart  of  a 
tobacco  deal  now  wending  its  way 
through  Congress.  "This  legislative 
process  is  broken  beyond  repair,"  an 
angry  Goldstone  told  a  lunchtime 
audience  at  the  National  Press  Club. 
But  if  he  thought  that  pulling  out  of 
tobacco  talks  would  kill  anti-smoking 
legislation,  he  badly  mis- 
calculated. 

Although  other  tobacco 
companies  quickly  fol- 
lowed Goldstone's  lead, 
the  industry's  hard  line 
may  backfu'e.  Instead  of 
snuffing  out  a  tobacco  bill, 
the  industry  walkout  will 
only  change  the  form  of 
the  final  measui-e — and 
not  to  its  liking.  "There  is 
overwhelming  bipartisan 
sentiment  to  pass  legisla- 
tion to  stop  the  industry 
from  going  after  kids," 
says  Representative  Hen- 
ry A.  Waxman  (D-Calif.). 
"The  tobacco  companies 
are  not  as  power"f\il  as 
they  once  were." 

That's  for  sure.  Rather 
than  intimidating  lawmak- 
ers, the  cigai'ette  maker-s' 
counteroffensive  has  only  harxlened 
their  resolve.  Within  hours  of  Gold- 
stone's  bombshell,  all  the  key  Wash- 
ington players  rushed  to  declar-e  anti- 
tobacco  legislation  very  much  alive. 
"We  cannot  be  blackmailed  or  cajoled 
by  the  tobacco  industry,"  fumed  Sen- 
ate Commerce  Committee  Chairman 
John  McCain  (R-Ariz.),  whose  $506 
billion  measur-e  was  appr-oved  by  his 
panel  on  Apr.  1.  A  grim  President 
Clinton  challenged  the  industry  to  re- 
verse cour-se.  "We're  going  to  get  this 
done,"  he  said.  "Now,  they  can  be 
part  of  it,  or  they  can  fight  it.  But  I 
think  they  ought  to  be  part  of  it." 

Even  tobacco's  longtime  defender. 
House  Commerce  Committee  Chaii'- 
man  Tom  Bliley  (R-Va.),  was  quick  to 
r-eject  the  indu.-try's  effort  to  pull  the 
plug  on  a  deal:  '  Efforts  in  Congress 
to  reduce  teenage  smoking  ai"e  not 
dead.  I  hope  Congr-ess  will  ultimately 
agi*ee  on  a  tough,  bipartisan  plan." 


Now,  lawmakers  predict  that  Con- 
gr-ess  will  go  ahead  with  a  narrower 
bill.  It  likely  wiU  grant  the  Food  & 
Drug  Administr*ation  sweeping  new 
powers  to  regulate  tobacco,  fund  new 
progr-ams  to  combat  youth  smoking, 
raise  excise  taxes  on  cigarettes  by  at 
least  $1.10  per  pack  over  five  years, 
and  use  some  of  the  proceeds  for  a 
middle-class  tax  cut. 


disaster,  opening  the  industry  to  alle- 
gations that  it  cares  more  about  its 
bottom  line  than  children's  health.  To- 
bacco's worsening  image  would  force 
even  once-sympathetic  congressional 
Repubhcans  to  take  a  har-d  anti-tobac- 
co line  lest  Democrats  paint  them  as 
industry  lackeys  next  fall.  "In  a  coun- 
terintuitive way,  this  (walkout)  in- 
creases the  chances  of  legislation," 


Without  industry  cooperation,  how- 
ever, some  provisions  can't  become 
law.  These  would  include  penalties  if 
youth-smoMng-reduction  tar-gets  are 
not  met,  and  restrictions  on  tobacco 
marketing  and  advertising.  Because  of 
Fir-st  Amendment  concer-ns,  those  curbs 
would  likely  be  struck  down  by  the 
courts  unless  the  industry  consents  to 
them.  "It  seems  to  be  silly  season  in 
Washington  if  they  think  they  can  pull 
this  off  effectively  without  tobacco," 
says  Mississippi  lawyer  Richar-d  F. 
Scrniggs,  a  key  negotiator-  of  the  deal 
between  the  industry  and  the  states. 

But  a  walkout  depr-ives  Big  Tobac- 
co of  the  one  thing  it  craves  most: 
some  protection  against  lawsuits.  In- 
deed, if  it's  serious  about  abandoning 
the  legislative  pr-ocess,  the  industrj' 
would  break  one  of  the  car-dinal  r-ules 
of  Washington:  Never  take  youi-self 
out  of  the  ball  game. 

Goldstone's  move  also  could  be  a  PR 


RJR  GEO  GOLDSTONE 


Rather  than  killing 
the  tobacco  deal,  his 
exit  from  Capitol  Hill 
talks  may  strengthen 
lawmakers' resolve  to 
pass  a  bipartisan  bill 

says  for-mer  fda  Commis- 
sioner David  A.  Kessler, 
now  dean  of  the  Yale 
School  of  Medicine.  "No 
one  likes  being  bullied." 

Many  Washington  hands 
think  Goldstone's  dramatic 
annoimcement  was  simply 
a  negotiating  ploy.  "The  in 
dustry  is  bluffing,"  snaps 
one  key  Senate  staffer.  To- 
bacco's strategy  may  be  to 
pressure  Congr-ess  to  mov' 
away  fi-om  McCain's  proposal — and 
back  toward  last  year's  proposed 
$368.5  billion  settlement. 

That's  what  Goldstone  is  counting 
on.  RJR  is  so  highly  leveraged  that 
Wall  Street  analysts  say  McCain's  bill 
could  jeopardize  its  financial  viability. 
But  Goldstone  finds  little  sympathy  o 
Capitol  Hill,  wher-e  tremendous  mo- 
mentimi  exists  for  tobacco  legisla- 
tion— with  or  without  industry  partici 
pation.  "We  didn't  put  them  in  this 
financial  situation,"  says  a  tobacco  all^ 
on  the  Hill.  Gk)ldstone  readily  admits, 
"I  know  precious  little  about  the  way 
this  city  works."  What  he  does  know 
is  that  with  the  cost  of  the  tobacco 
bill  rising,  investors  have  been  dump- 
ing his  compan\^s  shar-es.  In  the  end, 
his  walkout  may  do  little  to  change 
that,  either. 

Dunham  and  Gleckman  follow  the 
ups  and  downs  of  tobacco  legislation. 


I 
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;  IT  POSSIBLE? 

BUM  CHIP  FROM  INTEL? 

low-cost  Celeron,  due  Apr.  15,  is  already  the  butt  of  jokes 


tel  Corp.  isn't  used  to  flops.  Sure, 
ot  all  of  its  chips  have  been  as  pop- 
lar as  the  Pentium,  which  has  sold 
million  units  since  its  introduction  in 
i.  But  for  the  past  two  decades,  In- 
las  mostly  rolled  out  new  PC  proces- 
to  market  acclaim — and  then  reeled 
uicy  profits  from  buyers  ravenous 
more  PC  power 

ntil  now,  that  is.  The  company's  new 
cost  Celeron  chip,  set  to  be  intro- 
!d  on  Apr.  15,  is  ah'eady  the  butt  of 
3.  Online  message  boai-ds  are  clogged 
mocking  references  to  the  "Celeiy" 
.  When  an  advance  look  at  a  Celeron 
y  PC  Warkl  magazine  revealed  slug- 
performance,  gleeful  taunts  flew 
nd  the  Internet  within  hours — and 
!  the  news,  Intel's  stock  has  cb'opped 
Even  Brian  L.  Halla,  chief  executive 
ival  National  Semiconductor  Corj)., 
nicknamed  the  chip  "Deceleron." 
CORNER.  The  ^object  of  this  deri- 
A  stripped-down  version  of  Intel's 
ium  II  processor  aimed  at  the  bur- 
ling sub-$l,200  PC  market.  Intel 
med  up  the  Celeron  to  take  back 
set  share  fi'om  companies  such  as 
onal  Semiconductor  and  Advanced 
•0  Devices  Inc.  The  competitors' 
ium-compatible  chips  have  seized 
of  the  Jpw-end  market — compared 
just  4%  in  more  expensive  ma- 
s.  But  if  early  reviews  are  an  indi- 
•n  of  its  fate,  the  266-megahertz 
ron  is  unlikely  to  knock  off  the 
^s.  "It's  a  dog,"  sniffs  analyst  Drew 
c  of  Cowen  &  Co.  Responds  Paul 
''«Dini,  head  of  Intel's  processor  unit: 
2ron  is  optimized  for  basic  needs." 


What  went  v^rong?  Intel  got  painted 
into  a  comer  last  fall,  when  pc  prices 
cratered  just  as  the  chipmaker  was  tiy- 
ing  to  move  PC  buyers  to  the  pricey 
Pentium  II.  The  Celeron  is  a  compro- 
mise to  target  cheap  PCs  with  a  Pen- 
tium Il-type  processor  To  cut  costs,  en- 
gineers pulled  out  memory  chips 
included  in  the  Pentium  II,  but  the 
move  hurt  performance  by  27%,  ac- 
cording to  I'C  World'ir,  tests. 

That's  translating  into  lukewarm  re- 
sponse from  PC  makers.  Some,  including 
Compaq  Computer,  Hewlett-Packard, 
Packard  Bell  nf;c,  and  startup  Mono- 
rail, are  planning  to  deliver  .$999 
Celeron-based  pes.  "Intel  will  put  a  sub- 
stantial amount  of  marketing  muscle  be- 
hind Celeron,"  says  Andrew  Watson, 
marketing  vice-president  for  Monorail 
Inc.  But  others  are  biding  their  time: 
IBM  and  Toshiba  say  they  haven't  com- 
mitted, and  Digital  Equipment  Corp. 
says  it  could  pass  entirely,  in  favor  of 
the  K6  chip  from  AMD. 
NEC,  which  isn't  using 
the  chip  in  its  corpo- 
rate line,  sounds  a 
common  refrain:  "We 
are  very  concerned 
about  the  price  perfor- 
mance," says  Execu- 
tive Vice-President 
Luis  F.  Machuca. 

That  could  leave  In- 
tel red-faced.  Analysts 
expect  it  to  sell  just  5 
million  to  6  million 
Celeron  chips  this  year, 
around  10%  of  its  sec- 


ACCELERATING 

The  Celeron  may  not  be  a  sizzler,  but 
other  Pentium  lis  are  doing  well 
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PENTIUMS  &  PENTIUM  CLONES 
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UNITS  IN  MILUONS 

DATA:  INTERNATIONAL  DATA  CORP. 


ond-half  output  and  just  one-third  of 
the  cheap-PC  market.  Meanwhile,  rivals 
are  gaining.  National  already  sells  the 
$80  MediafiX  processor  used  in  $799 
Compa(|  models  and  on  Apr  (i  disclosed 
plans  to  sell  a  cheap  "pc-on-a-chip"  that 
could  be  used  by  1999  in  pes  costing 
only  .$400.  The  next  day,  AMD  told  ana- 
lysts that  it  has  licked  the  production 
problems  that  throttled  production  of 
its  K6  chips.  The  company  now  says  it 
will  build  12  million  KfJs  this  year  for 
customei's  such  as  IBM  and  Compaq. 
SPEEDING  UP.  Even  if  the  ('eleron 
bombs,  Intel  won't  suffer  tfjo  badly.  Many 
vc  makers  will  use  it  in  some  models,  if 
only  to  placate  the  king  of  chips.  And 
Celeron  is  just  the  fii-st  step  in  Intel's 
yearlong  plan  to  force  the  Pc  market  to 
Pentium  Il-tyjje  pes.  On  the  .same  day  it 
launches  (^elej-on,  Intel  is  adding  new 
350-  and  400-MHz  Pentium  lis  aimed  at 
PCS  priced  over  .$2,000.  And  by  this  fall, 
Intel  will  ship  a  faster  Celeron,  code- 
named  Mendocino.  Meanwhile,  the  shift 
continues  to  the  Pentium  II,  which  ha.s  a 
proprietary  connection  that  clcjners  don't 
have.  By  the  fourth  (quarter,  predicts  In- 
ternational Data  (lorp.,  72%  of  l^cs  will 
be  based  on  the  Pentium  II  architec- 
tui'e — all  using  Intel  chips. 

Intel's  biggest  challenge  may  be  in 
convincing  pc  makers  and  customers 
that  Celeron  makes 
the  grade.  Intel  says 
it's  using  the  Celeron 
name  because  it  did 
not  want  to  "dilute" 
the  Pentium  brand, 
says  Kelly  Henry,  an 
analyst  with  IDC.  "That 
says  to  me  they  think 
of  it  as  an  inferior 
profluct,"  she  adds. 
That's  a  message  that 
the  market  seems  to 
have  grasped. 

By  A'fuly  ReinfMrdt 
i'li  Sny/  MfiMo 
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MEDICINE 


THWARTING 
CANCER 

Designer  estrogens  may  be 
blockbusters-with  risks 

The  war  on  cancer  has  moved  to  a 
new  front:  For  the  first  time,  a  dmg 
has  been  found  to  prevent  cancer. 
On  Api'.  6,  the  National  Cancer  Institute 
(NCI)  annoimced  that,  after  foui'  years  of 
a  huge  chnical  trial,  the  breast  cancer 
treatment  tamoxifen  reduced  the  inci- 
dence of  the  disease  in  high-risk  women 
by  45%.  V.  Craig  Jordan,  dii'ector  of  the 
breast  cancer  research  progiam  at  North- 
western University,  says  he  will  report 
similai-  findings  on  May  17  fi'om  a  two- 
year  tiial  of  Eli  Lilly  &  Co.'s  raloxifene, 
an  osteoporosis  treatment. 

Both  medicines  belong  to  a  gi'oup  of 
drugs  commonly  called  antiestrogens, 
or  "designer"  estrogens.  These  com- 
pounds take  advantage  of  the  fact  that 
cells  in  different  parts  of  the  body  have 
different  receptors  for  the  estrogen  hor- 
mone. They  block  the  receptors  in 
breast  cells,  where  estrogen  can  cause 
cancer,  while  increasing  receptivity  in 
bones,  where  the  hormone  builds  mass. 


Zeneca  Group 
PLC's  tamoxifen,  in- 
troduced 20  years 
ago,  is  the  first  gen- 
eration, but  a  second 
is  coming,  and  ding 
analysts  are  predict- 
ing blockbuster  sales. 
An  estimated  29  mil- 
lion U.  S.  women  are 
at  liigh  risk  of  devel- 
oping breast  cancer, 
and  18  million 
women  suffer  from 
osteoporosis.  Men-ill 
Lynch  &  Co.  esti- 
mates that  annual 
sales  of  raloxifene, 
approved  last  De- 
cember, will  reach 
$2.7  billion  in  a  few 
yeai's.  "The  opportu- 
nities here  ai-e  equivalent  to  those  creat- 
ed by  peniciUin  as  the  fii"st  natui'al  an- 
tibiotic," says  Jordan. 
BLASTED.  Doctore,  howevei;  caution  that 
these  chxigs  may  not  be  foi'  eveiyone.  In 
fact,  on  Apr.  7,  British  reseai'chers  blasted 
the  NCI  for  cutting  its  study  short  by  two 
yeai's,  saying  the  extra  time  would  have 
provided  more  definitive  data  on  risks. 
Even  vrith  the  eai'ly  cut-off,  the  Nt:i  study 
foimd  that  tamoxifen  increases  the  risk 
of  cancer  in  the  endometrium  lining  the 
utems.  The  new  designer  estrogens  work 


RUNNING  INTERFERENCE 

Antiestrogens  block  cancer-causing 
estrogen  from  binding  to  the  cell. 


ANTIESTRQSENSV 
ACT  AS  BLOCK 

THWARTED  BLOOD  jI^^^*^B[ 

The  drugs  also  reduce  growth  factor, 
a  blood  vessel  stimulant,  so  nourish- 
ment can't  reach  a  developing  tumor 


slightly  differeni 
than  tamoxifen, 
so   may   be  sal 
Schering-Plougj 
toremifene,  appro'j 
for  breast-cani 
treatment  in  Deca 
ber,  shows  a  lo\| 
risk  of  endometj 
cancer  in  rats, 
has  yet  to  prove 
safer  in  people  tH 
tamoxifen, 
seai'chers  say  rail 
ifene  shows  no  a 
dence    of    causf-  ■ 
endometrial  cancen 
women  so  far,  but 
Aman  U.  Buzdar 
Houston's  M.D.  . 
dei-son  Cancer  Ceii 
cautions  tamoxi 
was  in  use  for  10  yeai-s  before  its  I 
with  endometrial  cancer  was  discovei-( 
Other  designer  estrogens  in  clini 
trials  include  Smithkhne  Beecham's  icl 
ifene,  Pfizer  Inc.'s  droloxifene,  a  c( 
pound  from  Lilly  called  serm-3,  n 
Zeneca's  faslodex.  The  Food  &  Di 
Administration  has  yet  to  approve  ; 
for  breast  cancer  prevention,  incliid 
tamoxifen.  But  as  news  of  the  reci 
studies  spread,  plenty  of  women  ; 
certain  to  start  asking  about  them. 
By  Catherine  Amst  in  New  Yi 


PHILANTHROPY 

OSCAR, 
MEET  GEORGE 

A  flashy  award  for  corporate 
giving  is  about  to  debut 

Coiporate  philanthropy  often  means 
writing  a  check  or  buying  a  table  at 
a  charity  ball.  But  for  Aaron  Feuer- 
stein,  owner  of  Maiden  Mills  Industries 
Inc.  in  Lawrence,  Mass.,  it 
meant  keeping  workei*s  on  the 
payi'oll  for  months  as  he  re- 
built Ms  fii'e-razed  plant. 

Feuerstein  is  one  of  10  cor- 
porate heros  who  are  in  the 
mnning  for  the  first  annual 
Newman's  Own/ George 
Award.  Actor  Paul  Nevmian, 
who  founded  the  not-for-prof- 
it Newman's  Own  food  com- 
pany, and  John  F.  Kennedy 
Jr.,  president  of  George  maga- 
zine, vrill  present  the  award 
on  Apr  13  for  innovative  and 
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significant  corporate  philanthropy.  A 
$250,000  check  from  Newman's  founda- 
tion will  go  to  the  vrinner's  favorite  chai"- 
ity.  Sony  Electronics  is  giving  $250,000 
over  the  next  two  yeai's  to  the  awards. 

Among  those  winnowed  from  400  ap- 
plicants are  Norwest  Corp.,  the  Min- 
neapoUs  bank  that  is  providing  $iOO  mil- 
lion in  low-interest  mortgages  and  giving 
Habitat  for  Himianity  International  $16.5 
million  to  build  50,00  homes.  EBSCO  In- 
dustries Inc.  in  Bu'mingham,  Ala.,  made 
the  list  by  raising  $10  million  to  help  re- 
vive the  Alabama  Symphony. 

TEN  FINALISTS 

CITIBANK 


I 


EAST  CAROLINA  BANK 

EBSCO  INDUSTRIES 

HANCOCK  COMMUNITIES 
AND  THE  MARTZ  AGENCY 

KIMBERLY-CLARK 

MACY'S  WEST 

MALDEN  MILLS 

NORWEST 


1 

PATAGONIA 

WORKING  ASSETS 
LONG  DISTANCE 


This  celebration  comes  just  wl 
some  politicians  and  investors  are  ' 
manding  more  disclosure  about  cor 
rate  charity — a  move  that  some  in 
philanthropic  community  claim  cm 
curtail  giving.  "[Philanthropy]  has 
succeed  as  part  of  a  company's  Fi: 
mai'keting  strategy,  or  the  money  slm 
be  paid  out  in  dividends,"  says  sha 
holder  acti-'/ist  and  investor  Nell  Miiv 
a  principal  in  Lens  Group. 

The  critics  cut  little  ice  with  .JFK 
and  liis  leading  givei*.  "It  would  be  gi- 
if  business  competed  for  this  award  ; 
difbi't  nui  afoul  of  shai'eholdei-s,"  KeniK 
said.    Norwest  Chairii 
liichard  M.  Kovacevich  is 
hemently  opposed  to  disi 
sure.  He  says  the  1.7*^^ 
|)retax  income  that  Non\ 
spends  on  such  ventures 
Habitat  or  low-interest  mi 
gages  is  "an  investment! 
oiu"  communities.  Admittei 
it  is  hard  to  quantify  I 
payback],  but  so  is  mark 
ing,      advertising,  e^ 
technology." 

By  Richard  A.  Melchei  ' 
Chicago 


INTRODUCING 
THE  "BIG  TWO" 
IN  CONSULTING. 


It  doesn't 
matter 
who  merges, 
splits  or  gets 
taken  over, 
the  choices 
will  still  be 
the  same. 
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DUPONT  ADJUSTS 
THE  CHEMISTRY 

CHARLES  HOLLIDAY  IS  SURE 

wasting  no  time  putting  his 
mark  on  chemical  giant 
DuPont.  The  ceo  since  Feb- 
ruary, Holliday  announced 
on  Apr.  7  an  organizational 
overhaul  that  will  let  the 
company  focus  on  faster- 
growing  businesses.  This 
reorganization  could  signal 
bigger  changes  ahead,  includ- 
ing possible  spin-offs.  Bear 
Steams  analyst  Jeffrey  Cian- 
ci  figures  the  company  may 
sell  its  Conoco  oil  and  gas 
unit  to  fund  investment  in  its 
life-sciences  division,  which 
includes  agricultural  biotech 
and  pharmaceutical  busi- 
nesses. Last  year,  DuPont  did 
deals  worth  more  than  $i  bil- 
lion to  build  up  life-sciences 


CLOSING  BELL 


WRONG  NUMBERS 

Motorola  is  making  a  habit  of 
surprising  Wail  Street  with 
negative  earnings  forecasts. 
On  Apr.  6,  the  day  after  it 
released  sluggish  first-quarter 
earnings,  Motorola  spooked 
investors  with  predictions  of  a 
bleak  second  quarter  due  to 
Asia's  crisis  and  price  pres- 
sure in  cellular  products. 
Shares  fell  11%.  to  53/.  Some 
analysts  are  downgrading 
1998  earnings  estimates  more 
than  20%.  "The  heat  is  on  to 
do  something  radical,"  says 
Hambrecht  &  Quist's  Eric 
Zimits.  The  stock  rebounded 
slightly,  to  54%,  on  Apr.  8. 
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operations,  and  Holliday  calls 
it  the  company  "centerpiece." 


GM  REVS  UP 

IN  MEXICO  

GENERAL  MOTORS  COULD  BE 

facing  some  angry  workers  at 
home — as  it  makes  plans  to 
double  production  at  two 
Mexican  plants.  The  move 
comes  as  GM  is  getting  ready 
to  shut  a  factory  in  Flint, 
Mich.  Expanding  Mexican 
output  fi-om  300,000  vehicles 
to  600,000  annually,  fii-st  re- 
ported by  Bloomberg,  could 
add  thousands  of  jobs  there 
but  could  aggravate  relations 
with  workers  in  Flint,  where 
GM  plans  to  close  its  2,900- 
worker  Buick  City  plant. 
Four  GM  union  locals  in  Flint 
voted  recently  to  seek  autho- 
lization  to  strike.  A  gm  official 
says  that  its  trucks  and  small 
cars  built  in  Mexico  don't  re- 
place or  compete  with  the 
large  cai-s  Buick  City  builds. 


MICROSOFT  CLICKS 
ON  VENTURE  CAPITAL 

MICROSOFT   IS   KNOWN  FOR 

aggressively  buying  up  soft- 
ware startups.  Now,  it's  get- 
ting into  the  venture-capital 
game.  too.  The  Redmond 
(Wash.)  software  giant  has 
invested  SlO  million  in  a  new 
fund  raised  by  Accel  Part- 
ners. Other  corporate 
investors  are  Compaq  Com- 
puter and  Lucent  Technolo- 
gies. Jim  Breyer,  an  Accel 
partner,  says  the  fuTn's  strat- 
egy is  to  align  with  industry 
leaders  and  not  just 
Microsoft. 


CONSECO:  INSURER 
AND  LENDER  BOTH? 

it"s  not  on  the  sa.me  scale 
as  the  Citicorp-Travelers 
megamerger,  but  in  its  way, 
the  combination  of  life  and 
health  insui-er  Conseco  with 
beleaguered  subprime  lender 
Green  Tree  Financial  mav 
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HEADLINER:  LEONARD  ROBERTS 


FROM  SHACK  TO  CORNER  OFFICE 


When  Tandy  approached 
Len  Roberts  five  years  ago 
to  head  its  ailing  flagship 
Radio  Shack  chain, 
Roberts'  initial 
response  was: ' 
thought  Radio 
Shack  died  in 
the  1980s."  So 
did  a  lot  of  con- 
sumers. But 
Roberts,  a  for- 
mer exec  with 
Arby's  and  Shoney's, 
accepted  the  offer — and 
has  since  revived  the  6,900- 
store  chain.  It  still  sells 
batteries,  but  now  it  also 
offers  a  variety  of  services, 
from  fixing  electronic  gad- 
gets to  arranging  cell- 
phone and  pager  connec- 
tions. Roberts  was  named 
Tandy's  president  in  1996. 
Now,  Tandy  is  reward- 


ing Roberts,  49,  with  the 
top  job.  On  Apr.  6,  it 
announced  that  Roberts 
would  take  over  from 
John  Roach,  59,  as| 
CEO  of  the  Fort 
Worth  retailer 
on  Jan.  1,  1991 
Roach  will  sta 
on  a.';  Tandy's 
chairman. 
After  selling 
'  several  unsuccess 
ful  businesses,  $5.4 
biUion  Tandy  is  focusing  o 
Radio  Shack.  Roberts  say: 
he  plans  more  expansion 
through  partnerships,  sucl 
as  those  with  Sprint  Spec- 
trum, which  sells  wireless 
phones  and  other  products 
in  Radio  Shack  stores,  an( 
PC  maker  Compaq. 

By  Stephanie  Anderson 
Forest  in  Dallas 


be  just  as  radical  a  move. 
Unlike  the  19  prior  acquisi- 
tions that  Conseco  CEO 
Stephen  Hilbert  has  made  in 
the  past  15  years,  this  one  is 
not  about  cutting  costs.  His 
idea  for  Green  Tree  is  to 
cross-seU  consumer  loans  and 
insurance,  a  small-scale  ver- 
sion of  Citigroup's  proposed 
financial-services  supermar- 
ket. Investors  seem  to  prefer 
the  old  Hilbert.  The  stock 
dropped  15%  on  the  news. 
"Why  buy  the  cow  when  you 
can  buy  the  milk,"  asks  ana- 
lyst Ira  Zuckerman  of  Nut- 
meg Securities.  He  says 
Hilbert  could  have  gotten 
the  cross-selling  through 
pai-tnerships  without  spend- 
ing close  to  §7  billion  in  stock. 

WARMING  UP 
FOR  DIGITAL  TV 

DIGIT.^L  TV  H.AS  BEEN  .\  LONG 

time  coming.  This  November, 
26  stations  in  major  cities 
will  begin  broadcasts,  but  it 


will  still  be  years  before  c 
sumers  buy  high-definit 
TVS  in  big  numbers.  No 
ter,  makers  of  digital  bro; 
cast  equipment  are  eam|  i 
some  money  right  now. 
the  National  Association 
Broadcasters  meeting  in  M 
Vegas  in  early  April,  Sc>{ 
announced  more  than  $tt 
million  in  orders  for  high-d  ^ 
inition  cameras,  videois^ 
recorders,  and  switched 
And  Harris  says  it  expect^ 
sell  more  than  S3  bnUonh 
digital  transmitters,  ant«- 
nas,  and  encoders  over 
next  six  years — doubling  S' 
annual  sales  of  communi,- 
tions  gear. 

ETCETERA... 

■  Xerox  will  lay  off  9.(0 
workers  and  take  a  SI  bill 
charge  against  earnings. 

■  Household  Internati' 
and  Beneficial  sealed  a  m- 
er  w^orth  close  to  $8  bUh"' 

■  ge's  first-quarter  earn; 
rose  13%. 
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Deloitte  Consulting 

Our  approach  is  different. 
Our  results  are  different. 
And  that  difference  is  working. 


A  very  different  approach.  For  very  different  results. 
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USINESS  VS.  THE  RIGHTEOUS: 

fHY  TRADE  SANCTIONS  ARE  SOFTENING 


ast  spring,  U.  S.  plans  to  punish  rogue  nations  with 
tougher  trade  sanctions  were  sprouting  like  Washington 
daffodils.  Not  anymore.  After  months  of  outi-aged  com- 
its  by  American  allies  and  gTowing  opposition  fi-om  U.  S. 
ness,  the  Clinton  Administration  and  Congi'ess  are  quietly 
dng  away  from  economic  behavior  modification, 
ne  of  the  reasons:  sanctions  fatigue.  The  use  of  trade 
investment  bans  to  pressure  tyrants  and  governments  that 
iple  on  human  and  rehgious  rights  has  spi'ead  all  the  way 
'ity  councils.  Now  it's  dawning  on  law- 
:ers  at  all  levels  that  righteousness  means 
business  and  damaged  relations  with  allies 
trading  partners.  Meanwhile,  the  Clin- 
tes — with  a  wink  fi'om  Hill  leaders — are 
ing  for  ways  to  soften  existing  sanctions. 
KING  DOWN.  The  latest  example  is  the  qui- 
asing  of  the  U.  S.  trade  embai-go  on  Cuba, 
ing  a  cue  fi"om  Pope  Jolm  Paul  II — who 
cized  American  sanctions  diuing  liis  Janu- 
visit  to  Cuba — the  Administration  an- 
iced  on  Mai".  20  that  it  will  allow  flights  into 
ana  for  humanitaiian  and  family  visits  and 
nit  up  to  $1,200  in  annual  gifts  to  island  rel- 
es.  It  also  gave  pi-eliminaiy  approval  for  a 
e  show  in  Cuba  foi-  U.  S.  makere  of  medical 

•  and  phai-maceuticals.  That  could  lead  to  CASTRO:  Answered  prayers? 
first  such  exhibition  in  40  yeai-s.  The  next 
y  move:  selling  food  to  Cuba  and  expanding  medical  sales, 
he  Administration  also  plans  to  ignore  provisions  of  the 
)  Helms-Biuton  Act  authoi-izing  Americans  to  sue  in  fed- 
comt  for  loss  of  expropriated  property  in  Cuba.  The 
tonites  have  never  fully  enforced  the  law,  fearing  a  chal- 
e  in  the  World  Trade  Organization  on  gi'oimds  that  it  tries 
•npose  U.  S.  laws  on  foreign  corporations.  In  return,  the 
opean  Union  will  probably  let  the  mid-April  deadline  on 
VTO  complaint  against  the  Helms-Burton  Act  to  lapse, 
lon't  expect  the  Administration  to  enforce  the  penalties 


CAPITAL  WRAPUP 


provided  in  the  1996  Iran-Libya  Sanctions  Act  anytime  soon, 
either  It  calls  for  sanctions  against  foreign  companies  that  in- 
vest more  than  $20  million  in  Iran  or  Libya.  Although  Pres- 
ident Clinton  signed  it  with  great  fanfare,  he  backed  down 
when  France's  Total,  Russia's  Gazprom,  and  Malaysia's 
Petronas  called  Washington's  bluff  with  a  planned  .$2  billion  in- 
vestment in  Iran's  oil  and  gas  fields.  Officially,  the  White 
House  has  been  studying  the  deal  for  six  months  while  qui- 
etly hoping  it  will  collapse.  Meantime,  the  Administration 
has  been  holding  congi'essional  critics  at  bay 
with  hopes  of  a  rapprochement  with  Iran. 

Other  limits  have  also  been  eased.  The  Ad- 
ministration will  not  press  human  rights  com- 
[jlaints  against  China  in  the  U.  N.  And  when 
the  Maryland  legislature  took  up  a  bill  to 
sanction  Nigeria  for  human  rights  abuses — 
just  as  it  once  punished  South  Africa  for 
apartheid — the  State  Dept.  lobbied  to  kill  it. 

Other  states  ai'e  feeling  pressure  to  overturn 
foreign-policy  efforts.  In  Massachusetts,  for 
example,  a  coalition  of  more  than  500  busi- 
nesses, the  National  Foreign  Ti-ade  Council, 
is  tlireatening  to  take  the  state  to  federal  couil 
over  a  1997  law  barring  companies  that  do 
business  with  Biuina  from  getting  state  pro- 
cm'ement  contracts.  That  has  alanned  grass- 
roots activists.  "If  we  tell  states  they  can't  as- 
sert their  own  values  in  government  procurement,  then  we 
have  killed  democracy,"  says  the  Sieira  Club's  Daniel  SeMgrnan. 

Unilateral  sanctions  will  always  be  a  cheap  way  for  law- 
makers to  express  displeasure  with  other  countries.  This 
year,  a  trade-embargo  bill  could  pass  Congi-ess  that  would 
punish  Sudan  for  religious  persecution.  But  it  exempts  the 
only  import  that  the  LI.  S.  wants  to  buy:  gimi  arabic,  used  in 
soft  drinks.  As  business  keeps  up  the  pressure,  sanctions 
are  increasingly  being  reduced  to  such  toothless  gestui-es. 

By  Paul  Magnusson,  ivith  Gail  DeGeorge  in  Miami 


iMEY'S  ASSAULT  ON  RUBIN 

House  Majority  Leader  Dick  Armey 
-Tex.)  privately  concedes  that 
Iministration  scare  talk  about  an 
>ian  financial  meltdown  has  secured 
Duse  passage  this  spring  of  a  bill 
mg  $18  billion  to  the  International 
anetary  Fund.  A  furious  Armey, 
10  opposes  the  measure,  grouses 
at  TVeasury  Secretary  Robert  E. 
ibin  raised  unwarranted  fears  that 
3rth  Korea  might  invade  a  weak 
'Uth  Korea.  "Rubin's  credibility  is 
ot,"  says  an  Armey  confidant. 


PAGING  MR.  KIM 

►  How  far  will  House  GOF  leaders  go 
to  pick  up  a  vote?  Representative  Jay 
C.  Kim  (R-Calif.),  convicted  of  cam- 
paign-finance abuses,  must  wear  an 
electronic-monitoring  bracelet  as  part 
of  his  sentence — which  includes  home 
confinement  for  two  months,  with  dai- 
ly office  privileges.  Trouble  is.  House 
rales  forbid  electronic  devices  on  the 
floor.  No  problem,  gop  leaders  ruled. 
The  ban  applies  only  to  "personal 
office  equipment."  So  Kim  can  still 
vote  with  Newt  &  Co. 


LOCKHEED:  NEVER  SAY  DIE 

►  Even  as  it  prepares  to  go  to  tx'ial, 
Lockheed  Martin  clings  to  the  hope  of 
buying  Northrop  Grumman  in  a  set- 
tlement with  the  Justice  Dept.  The 
defense  contractor  has  hired  Attor- 
ney Robert  D.  Joffe,  a  top  litigator 
who  has  settled  antitrust  cases  such 
as  Time  Warner's  purchase  of  Turner 
Broadcasting.  Justice  has  moved  to 
block  the  deal  in  court.  But  with  the 
Microsoft  probe  and  other  mergers 
preoccupying  trustbusters,  analysts 
say  Lockheed  has  a  shot. 
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MARKETS 


THEY  DON'T  WANT  TO  SAY 
I  TOLD  YOU  SO.'  BUT... 

What  the  handful  of  forecasters  who  saw  a  9000  Dow  in  '98  see  now 


In  early  December,  when  the  Dow 
Jones  industrial  average  hovered 
around  8000,  the  idea  that  it  would 
breach  the  9000  mark  by  April 
seemed  as  likely  as  Bill  Clinton  inviting 
Paula  Jones  over  for  dinner.  Just  look  at 
the  '98  forecasts  of  the  investment 
strategists  businp:ss  week  consulted 
then.  The  consensus  of  those  45  seers 
suggested  that  the  market  would  make 
only  modest  gains:  a  Dow  of  8311  at 
midyear  and  8464  at  yearend. 

Now,  just  four  months  later,  the  Dow 
has  closed  once  above  9000,  and  even  af- 
ter a  pullback  to  8892  by  April  8,  it 
still  is  up  12.43%  year-to-date.  Other 
indexes  ai'e  doing  even  better.  Tlie  Stan- 
dard &  Poor's  500-stock  index  gained 
13.52%,  and  the  NASDAQ  Composite  In- 
dex, which  had  been  up  over  18%  at 
one  point,  is  still  up  15.07%. 

Whether  the  Dow  and  other  indexes 
can  sustain  their  stunning  gains  remains 
to  be  seen,  but  one  thing  is  certain: 
This  stock  market  has  come  a  lot  fur- 
ther and  a  lot  faster  than  almost  anyone 
expected.  Anyone,  that  is,  except  for  a 
fearless  few  forecasters,  such  as  Laszlo 
Birinyi  of  Birinyi  Associates  Inc.  and 
Robert  J.  P^roehlich  of  Scuddei-  Kem- 
per Investments  Inc.,  who,  in  December, 
broke  away  from  the  crowd  and  said 
1998  would  be  better  for  the  stock  mar- 
ket than  most  dared  to  imagine. 
BREATHLESS.  Bilinyi  was  our  most  bull- 
ish forecaster,  looking  for  9500  on  the 
Dow  by  midyeai'  and  10,250  by  yearend. 
Froehlich  had  slightly  lower  targets  of 
9300  and  10,000.  Other  prognosticator-s 
with  high  tai'gets  for  the  Dow  were  Eu- 
gene E.  Peroni  Jr.  of  Janney  Mont- 
gomery Scott,  Anthony  F.  Dwyer  of 
Ladenburg  Thalmann,  Joseph  Batti- 
paglia  of  Gruntal,  Barry  Hyman  of 
Ehrenkrantz  King  Nussbaum,  and  Rao 
Chalasani  of  EVEREN  Securities. 

The  market  has  been  so  strong,  even 
some  of  these  bulls  are  a  little  breath- 
less. "I  didn't  expect  the  entire  year 
occumng  in  the  first  quarter,"  says  Hy- 
man. For  now,  he  is  sticking  to  his  orig- 
inal midyear  forecast  of  9300  and  a  4% 


to  7%  pullback  in  the  second  half.  But 
he  has  been  so  impressed  by  the  mar- 
ket's momentum  that  he  fully  expects 
the  Dow  to  recover  and  close  the  year 
at  9450  rather  than  the  9150  he  origi- 
nally estimated.  Says  Hyman:  "The  mar- 
ket has  the  ability  to  shioig  off  a  lot  of 
bad  news." 

There's  no  better  example  of 
this  than  how  investors  have 
reacted  to  a  sharp  drop  in  an- 
alyst estimates  for  first-quaiter 
earnings.  All  winter  long, 
company  analysts 
have  been  cutting 
estimates 
sharply — without 
much  lasting  im- 
pact   on  overall 
stock  prices.  That 
doesn't  surprise  EV- 
eren's  Chalasani.  "In- 
vestors have  been  vdlling 
to  look  beyond  1998  earn- 
ings and  trade  on  expect- 
ed 1999  earnings,"  he  says. 
"That's  the  kind  of  behavior 
you  see  in  a  long  bull  market." 

In  climbing  so  far,  so  fast  this 
year,  the  market  also  seems  to  have 
downplayed  the  possibility  of  serious 
or  lasting  damage  from  Asian  eco- 
nomic and  financial  turmoil.  "It 
looks  like  the  impact  will  be  in 
the  short  term,  not  for  the 
longer  term,"  says  Dwyer,  the 
market  strategist  for  Laden- 
burg Thalmann  &  Co. 

"Last  year,  every 
one  was  assuming  a 
worst-case  scenario 
from    Asia,"  says 
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"  I  didn't  expect  the 
entire  year  occurring 
in  the  first  quarter" 

BARRY  HYMAN 

Ehrenkrantz  King  Nussbaum 

TOP 

"  Investors  have  been 
willing  to  look 
beyond  1998  earnings 
and  trade  on  expected 
1999  earnings  " 
RAOCHALASANI 

EVEREN  Securities 

CENTER 

"There  was  so  much 
pessimism  [about 
Asia] .  In  the  market, 
that's  a  big  plus  " 

LASZLO  BiRiNYl 

Birinyi  Associates 

BOTTOM 


7500 


Birinyi,  who  studies  the  flow 
of  funds  into  and  out  of 
stocks,  not  international  trade. 
But  Birinyi  looked  back  to 
the  stock  market's  reactions 
to  the  Mexican  financial 
crises  of  1994  and  1982  and 
determined  that  the  fears 
were  much  overblown.  "There 
was  so  much  pessimism,"  he 
notes.  "In  the  market,  that's  a  big 
plus." 

Chalasani  also  believes  that  the 
Street  misread  the  Asian  crisis. 
"The  result  has  been  lower  infla- 
tion and  gi-eater  liquidity  [in  the  fi- 
nancial system],  and  that  leads  to 
higher  stock  prices,"  he  says.  In- 
deed, most  foreign  markets,  in- 
cluding some  in  battered  Asia,  are 
well  into  the  plus  column  so  far 
this  year. 


the  stock  market  hadn't  been  so 
high  for  so  long.  After  all,  when 
the  seers  were  peei-ing  into  1998, 
they  were  looking  at  a  mai'ket  that 
had  enjoyed  an  unprecedented  three 
years  of  20%  or  greater  gains.  GiTintal  & 
Co.'s  Battipaglia  says  the  market's  re- 
cent results  have  been  so  much  greater 
than  the  long-term  average  of  11%  a 
year  that  "it's  like  climbing  Mount  Ever- 
est." People  keep  expecting  to  come 
down  the  othei"  side,  he  adds,  but  this 
mountain  is  higher  than  anyone  thought. 
"The  stock  mai'ket  reflects  the  unprece- 
dented success  of  the  dominant  econo- 
my in  a  global  marketplace  in  a  time  of 
relative  peace,"  says  Battipaglia.  "So,  fi- 
nancial values  deserve  to  be  at  these  lev- 
els and  could  go  higher  still." 
OPPORTUNITY.  Not  that  the  next  1000 
points  is  going  to  be  easy.  Sui'e,  climbing 
from  Dow  9000  to  10,000  is  only  11.1%-. 
In  contrast,  it  took  a  25%-  gain  in  stock 
prices  a  few  years  ago  to  move  the  Dow 
from  4000  to  5000.  And  in  the  past  few 
yeai's,  shai-p  ascents  usually  have  been 
followed  by  months  of  "sideways  action" 
in  which  the  Dow  bounces  ai'ound  within 
a  range  of  a  few  hundred  points. 

But  some  of  our-  forecasters  think  the 
sideways  move  may  tilt  downward. 
Ladenburg  Thalmann's  Dwyer  says  he 
is  tempering  his  enthusiasm  for  now,  be- 
cause he  expects  a  con-ection  soon.  Still, 
he  counsels  investors  not  to  feai"  a  cor- 
i-ection  but  to  look  at  it  as  an  opportuni- 
ty to  buy  at  lower  prices.  Adds  Peroni  of 
Janney  Montgomery  Scott:  "All  the  fun- 
damentals are  veiy  much  in  place." 

Certainly,  the  mergers-and-acquisi- 
tions  boom  is  still  gaining  steam.  In- 
deed, the  megamerger  of  banking  behe- 
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moth  Citicorp  and  brokerage-and-  in- 
surance empire  Tr-avelers  Group  Inc., 
announced  on  Apr.  6,  was  the  catalyst 
that  finally  pushed  the  Dow  over  9000 
(page  34).  No  doubt,  the  stunning  deal 
vrill  lead  to  others — and  that  will  ener- 
gize stock  prices  once  again. 

The  river  of  cash  heading  into  the 
stock  mai-ket  is  deep  and  wide.  With  mu- 
tual funds,  cash  follows  performance  re- 
turns, and  vrith  most  funds  scoring  dou- 
ble-digit yields  so  far  this  year,  the 
money  is  expected  to  keep  rolling  in. 
And  Birinyi,  whose  computer  systems 
track  every  trade,  says  investors  are 
making  an  impact  on  the  market  indi- 
vidually as  well.  There  was  "tremendous 
retail  investoi'  interest"  in  Citicorp's  stock 
well  before  the  Ti-avelers  deal,  and  it 
hasn't  closed  below  112  all  yeai-.  Ti-adi- 
tionally,  individual  investors  have  shied 
away  from  high-priced  stocks. 

Sky-high  market  valuations  can  lead  to 
short-tei-m  mai-ket  volatility,  notes  Scud- 
der  Kemper's  Froehlich.  But,  he  adds, 
while  the  market  hasn't  experienced 
these  valuations  before,  neither  has  it 
seen  76  million  people  focusing  on  re- 
tirement investing,  a  boom  in  capitalism 
and  consumerism  around  the  world,  along 
with  a  technological  revolution.  "The  old 
models  that  people  used  to  forecast  the 
market  don't  capture  that,"  says 
Froehlich.  "If  they  did,  a  few  forecasters 
would  be  wi'ong  about  the  mai'ket,  and 
every  one  else  would  have  been  right." 

By  Jeffrey  M.  Laderman  and 
Suzanne  Woolley  in  New  York 
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EARNINGS 


CORPORATE  PROFITS:  FADING 
. . .  OR  STILL  VIGOROUS? 

How  to  make  sense  of  conflicting  forecasts 


When  it  comes  to  corporate  bottom 
lines,  brokerage-house  analysts 
are  perennial  optimists.  Sure 
enough,  their  forecasts  for  all  of  1998 
show  a  9.2%  gain.  But  for  the  quarter 
that  just  ended,  their  predictions  have 
been  dour — a  0.4%  decline  in  operating 
eamings  for  the  companies  of  the  Stan- 
dard &  Poor's  500-stock  index. 

On  the  other  hand,  their  colleagues, 
the  investment  strategists  who  take  a 
broad  view  of  market  trends,  are  pre- 
dicting a  6.4%  increase  for  the  first 
quarter — wath  some  expecting  dou- 
ble-digit gains.  This  apparently  un- 
bridgeable difference  of  opinion  is 
omnipresent  in  the  financial 
press,  and  investors  ai'e  con- 
fused. Is  this  a  routine 
squabble  among  market 
seers — or  is  something 
deeper  at  work? 

In  fact,  this  clash  of 
crystal  balls  could  have 
powerful  implications  for  in- 
vestors. With  analysts,  who 
track  companies,  so  negative,  it 
could  well  mean  that  a  substantial 
amount  of  bad  news  is  already  re- 
flected in  stock  prices.  But  with 
strategists  predicting  continued  low 
interest  rates  and  steady  gi'owth — the 
basis  of  their  glowing  forecasts — there  is 
the  promise  that  first-quarter  earnings 
surprises,  when  they  come,  are  likely 
to  be  positive. 

RATCHETING  DOWN.  One  reason  for  the 
dichotomy  is  that  analysts  have  been 
ratcheting  down  their  estimates  all 
quarter  as  individual  companies  wai'ned 
that  eariiings  would  come  in  below  ana- 
lysts' expectations.  At  the  beginning  of 
the  year,  analysts  were  expecting  9.6% 
gr'owth  in  the  first  quarter-,  according 
to  l/B/E/s  International  Inc.  Strategists, 
in  contrast,  tyj^ically  do  not  react  much 
to  individual  companies'  eamings  pre- 
announcements,  focusing  instead  on  the 
overall  economy — the  big  picture. 

Analysts  and  strategists  alike  ai'e 
more  optimistic  about  gains  in  total 
net  earnings  than  in  oper-ating  earn- 
ings, because  they  expect  companies 
to  report  fewer  nonrecurring  losses 


from  restructuring  during  1988.  "That 
has  certainly  been  a  source  of  major 
confusion,"  says  Dan  Laufenberg,  chief 
U.  S.  economist  for  American  Express 
Financial  Advisors. 

Another  source  of  confusion  is  the 
change  in  the  calculation  for-  earnings 
per  share  by  the  Financial  Accounting 
Standai-ds  Board  in  the  last  quarter  of 
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1997.  The  new  rules  require  some  c 
panies  to  include  more  potential 
tion  (caused  mainly  by  the  use  of  st|^ 
options)  when  calculating  ear-nings 
share.  Some  companies  haven't  r-est; 
their  number's  from  the  fu"st  quarte: 
1997,   which   makes  their  earni 
growth  numbers  a  bit  suspect. 

Earnings  forecasts  also  have  b 
comphcated  by  geopolitical  forces 
unusual  weather  patterTis — the  El  ^ 
effect — along  with  dr-amatic  declinei 
oil  prices.  Asian  perils  have  obscu^^ 
the  picture  further  As  a  result,  earni 
gains  vary  widely  fj'om  industry  to 
dustry  (table).  Big  energy  users,  suci 
manufacturing  and  transportation 
panies,  have  benefited  from  decline^ 
oil  prices,  while  oil  companies,  uni 
standably,  are  taking  hits  to  ear-n: 
"Ther*e  is  a  split  this  quarter  betwi 
industries  that  is  really  dramatic,"  s| 
Ed  Keon,  an  earnings  analyst  at  l/B 
Inter-national. 

UNUSUAL  DIVERGENCE.  The  C 
trast  in  earTiings  is  star*k.  Of 
75  industry  gr"oups  that  m; 
up  the  s&p  500,  29  are  exp( 
ed  to  grow  at  more  tl 
10%,  while  19  are  expec 
to  show  declines.  It's 
usual  to  have  a  lot  of 
dustries  expecting 
drops  and  a  lot  expect 
fast  gr-owth,  notes  Kec 
In  examining  Indus 
and   individual  compj 
numbers  alike,  operati 
ear*nings  are  the  most  r 
^         able  indicator  of  corpor; 
health.  By  stripping  out  all 
one-time  charges,  analysts  say  tl  '  '- 
can  get  a  better  pictur-e  of  a  corpo 
tion's  eariiings  tr'end.  "Operating  rest  ^^-.^ 
ar-e  mor-e  r-eflective  of  the  financial 
bility  of  the  company,"  explains  Gabrif 
Napolitano  of  Goldman,  Sachs  &  Co.  1  ^ 
ported  number-s  tend  to  be  much  m(  H 
volatile,  she  says,  adding  "it  is  very  (  fi, 
ficult  to  derive  a  normalized  earnir  M 
growth  rate."  That's  what  eaiTiings  frp^ 
continuing  operations  delivers. 

However',  investor's  shouldn't  negl 
looking  at  the  bottom-line  earnings 
well,  since  oper'ating  earnings  ar'e  als( 
way  foi'  a  company  to  brush  unpleas; 
events  under'  the  mg.  A  comparison 
oper-ating  and  reported  earirings  is  t 
best  way  to  get  the  whole  story,  paitl 
ulariy  in  an  ear-nings  season  with  sucI 
conflicting  outlook.  Investment  stra 
gists  may  well  win  the  day  with  tb 
r'osier  outlook,  but  that  will  be  smj 
solace  for  investor's  who  fail  to  sort  cl 
all  the  forces  that  affect  earTiings. 

By  Amey  Stone  in  New  Yo 


i 
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DOES   YOUR   COMPANY  have  an  idea  we  can  take  someplace? 


WE 

iNAGE  a  sophisticated  LAN  network,  for  Microsoft.  We  provide  paging  services  for  25  major  cities  in  China.  We  secure  data  networks 
'^T^     for  the  Department  of  Defense.  And,  for  the  210  residents  of  Penelope,  Texas,  we  make  the  phones  ring.  We're  GTE.  And  we've 
gone  far  beyond  simply  being  a  telephone  company.  Now,  we're  a  local,  long  distance,  wireless,  video,  Internet,  Airfone"  and 
directories  telephone  company.  We  move  ideas  for  many  people,  in  many  ways.  Can  we  take  one  someplace  for  your  business? 


GTE 


PEOPLE 
MOVING 
I  D  E  A 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

ALCOA  FORGES 
STRONG  LINKS 

Metals  have  yet  to  shine  in  this  raging 
bull  market,  but  investment  man- 
ager Ed  Wachenheim  III  is  counting  on 
one  producer  to  score  big:  Aluminum 
Co.  of  America  (aa).  "The  Street  has 
ignored  Alcoa  because  it's  misperceived 
as  just  a  plain  cyclical  stock,"  says  the 
CEO    of  Green- 
AN  UNALLOYED      haven  Associates, 
BARGAIN  a  New  York  in- 

vestment fiiTn  that 
has  accumulated 
1.3  mUhon  shares 
of  the  largest  alu- 
minum producer. 

The  stock  has 
been  lackluster, 
skidding  from  89 
last  summer  to 
68  on  Apr.  7.  But 
Wachenheim  says 
he  finds  it  excit- 
ing. What  gives? 

"In  reality,  Al- 
coa could  be  re- 
garded as  a  growth  stock — it  has  many 
of  the  characteristics  of  a  high-quality 
growth  company,"  he  explains.  And  yet 
its  shares  trade  at  a  price  "typical  of  a 
low-quality  cyclical  company  whose 
eai-nings  are  cyclically  weak,"  he  says 
Here's  why  Alcoa  deser-ves  more  re- 
spect: It  produces  large  cash  flows  even 
when  aluminum  prices  are  soft.  Last 
yeai",  prices  were  weak,  yet  Alcoa's  cash 
flow  from  operations  rose  to  $1.8  bil- 
Uon,  or  $11  a  shai-e,  from  $1.2  bOlion,  or 
$7.35,  in  1996. 

That  has  enabled  Alcoa,  Wachenheim 
notes,  to  buy  assets  at  bargain  prices. 
Recently,  Alcoa  paid  $410  million  for 
Inespal,  a  Spanish  aluminum  pi'oducer 
formerly  government-owned.  Inespal's 
replacement  value:  $2.5  billion. 

Alcoa  also  has  agreed  to  acquire 
No.  3  Alumax,  creating  a  company  with 
$17  billion  in  annual  revenues  and  alu- 
minum output  of  nearly  4  million  tons. 
Alcoa  projects  revenues  will  climb  an 
average  15%  a  year,  from  $13  billion  in 
1997  to  $20  billion  by  2000. 

Wachenheim  is  also  impressed  with 
Alcoa's  earnings:  In  1997 — with  ingot 
prices  in  London  averaging  only  73(2  a 
ton — Alcoa  posted  diluted  earnings  of 
$4.62  a  share.  This  yeai;  assuming  ingot 
prices  stay  at  65(2  to  70^  a  ton,  he  esti- 
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mates  earnings  will  rise  to  $5.50.  But 
next  year,  with  Inespal  and  Alumax 
earnings  kicking  in,  he  sees  profits  jump- 
ing to  $1.8  bilhon  to  $1.9  bilhon,  or 
$10.50  to  $11  a  share,  based  on  ingot 
prices  of  850  a  ton.  He  says  Alcoa  de- 
sei-ves  a  price-earnings  ratio  of  12  to 
13,  or  a  price  of  125  to  140  a  share. 

DON'T  CROSS  OFF 
CROSS  

Since  1952,  when  A.  T.  Cross  (atx.a) 
introduced  its  gold-plated  ballpoint 
pen  now  synonymous  with  the  Cross 
name,  the  product  had  been  a  huge 
success — until  1995,  when  sales  peaked. 
And  after  hitting  a  high  of  41  in  mid- 
1996,  its  stock  has  since  sUd  downhill, 
closing  at  lOX  on  Apr.  7.  Earnings  have 
followed  suit,  falling  from  80e  in  1995 
to  40(Z  in  1996  and  a  loss  of  260  in 
1997.  End  of  the  line  for  Cross? 

Value  investor  Mark  Boyar  thinks 
not.  He  says  Cross  is  one  of  the  best 
bargains  around,  so  has  accumulated  a 
big  stake.  Two  factors  whet  his  appetite. 
Cross  has  launched  new  computing 
products,  including  CrossPad — with  IBM 
as  its  partner.  The  CrossPad,  designed 
by  Cross  and  ibm,  transfoiTns  how  usei-s 
store,  organize,  and  shai'e  notes  by  writ- 
ing in  ink  on  a  pad  and  unloading  the 
handwriting  directly  to  a  PC. 

And  there  is  a  buyout  angle:  With 
the    family  of 
IS  THE  WRITING      Chairman  Brad 
ON  THE  WALL?      foi-d  Boss  and  ceo 
Russell  Boss  own- 
ing 100%  of  Cross 
Class    B  stock, 
which  elects  two- 
thirds     of  the 
board,  a  friendly 
buyout  could  be 
easy  to  achieve — 
if  a  serious  suitor 
comes  along. 
"There    are  no 
buyout  rumors, 
and    the  family 
claims  no  interest 
in  selling,"  notes 
Boyai'.  But  the  family  might  be  enticed 
by  a  tax-free  stock  deal,  he  ai'gues,  with 
the  Ukes  of  Fortune  Brands,  fomierly 
called  American  Brands  before  it  got 
out  of  the  tobacco  business.  With  its  fa- 
mous name  in  pens  and  new  computing 
products,  Cross  could  be  a  compelling 
acquisition  for  Fortune,  a  global  con- 
sumer products  company,  says  Boyar. 
Given  its  "solid  consumer  franchise,  a 
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strong  balance  sheet,  significant  cas 
flow-generating  abilities,  and  new  con 
puter  products,"  says  Boyai-,  Cross  h: 
an  intrinsic  value  of  28  a  shai-e.  A  Fo 
tune  spokesman  wouldn't  go  beyon 
saying  the  company  continues  to  loo 
for  acquisitions.  Cross  CFO  John  Ru| 
gieri  says  the  company  is  investin 
heavily  in  new  products  to  turn 
around.  Cross,  he  adds,  is  not  for  sale 

RICH  HARVEST 
AT  PIONEER? 

The  seed  business,  an  unlikel 
takeover  area,  may  be  the  nex 
scene  for  just  that.  A  stock  that  som 
major  market  players  have  been  ey( 
ing,  both  for  its  long-term  fundamer 
tals  and  its  takeover  allure,  is  Pionee 
Hi-Bred  International  (phb),  the  m 
tion's  largest  producer  of  corn  see 
and  a  leading  soy- 
bean seed  produc-  SEEDS 
er,  whose  shares  TO  SOW 

hit  a  52-week 
high  of  111'/,  on 
Mar.  12,  up  from 
98  in  late  Janu- 
ary. It  has  since 
eased  to  100  on 
profit-taking.  '""i 
What's  the  rea-  ; 
soning  behind  the 
takeover  theory? 
For  one  thing, 
DuPont  already  ol 
has  acquired  a 
20%  stake  in  Pio- 
neer, investing 
$1.7  billion,  or  about  $104  a  shai-e,  for  ; 
reseai'ch  alliance  and  a  joint  venture  ti 
develop  new  crops  of  value  to  farm 
ers,  livestock  producers,  and  con 
sumers.  Another  seed  company,  DekaJl 
Genetics,  has  put  itself  up  for  sale 
Monsanto,  Dow  Chemical,  and  Cargil 
are  reported  to  be  potential  bidders. 

Stephen  Leeb,  editor  of  Persona 
Finance,  says  Pioneer  in  a  buyou 
could  easily  command  $150  a  share 
But  the  stock  could  hit  150  in  a  yea 
just  based  on  long-term  value,  he  saysj 
Over  the  past  five  years,  Pioneer"; 
profits  have  gi-own  nearly  20%  a  yeaj 
as  unit  sales  and  profit  margins  ros< 
with  higher  grain  demand,  says  Leeb 
Pioneer  also  has  a  partnership  witl 
Genome  Sciences  for  dna  sequencing— 
which  has  the  potential  for  a  break 
through  in  corn  yields.  Leeb  sees  Pio 
neer  earning  $3.55  a  share  this  yeai 
and  $4.20  next,  up  from  1997's  $2.95.  t 
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Sure,  FedEx  and  UPS  may  promise  you  the  world. 
But  not  for  seven  bucks. 


^26  ^28  I 

What's  Your  Globol  Priority?  <---! 


I 
i 


Give  us  a  few  more  days  and  Global  Priority  Mail™  can  save  you  up  to  70%  over  FedEx  and  UPS  on  deliveries  to  33  countries. 
Great  news  for  everyone.  Well,  almost  everyone.  To  find  out  more,  call  or  visit  us  on  the  web. 


UNITED  STATES 


Call  1-800-THE-USPS  ext.  1349  for  a  Starter  kit.   postal  service® 

Wb  deliver.  www.usps.com 


International  Business 


JAPAN 


BAGGING 
MORE  TIGERS 

Japan  sees  opportunity  in  Asia's  crisis 


Construction  equipment  maker 
Bangkok  Komatsu  Co.  looked  like 
a  goner.  After  Thailand's  baht 
crashed  last  year,  local  contrac- 
tors stopi^ed  their  projects  and  canceled 
orders  for  Komatsu's  land  excavators. 
With  70  unsold  machines  woith  irjughly 
$70,000  each  piled  up  in  its  stockyard 
and  warehouse,  the  Japanese-Thai  joint 
venture  sent  80  out  of  140  workers 
home  and  shut  down  its  factory  on  the 
outskirts  of  Bangkok. 


That  was  in  December  This  month, 
Bangkok  Komatsu  will  be  back  in  busi- 
ness. But  it  will  no  longer  sell  equip- 
ment locally.  Instead,  assembly  lines  re- 
tooled at  minimal  cost  will  chm'n  out 
hundreds  of  excavators  for  the  U.  S. 
market.  "This  has  been  a  very  good 
shock  for  us,"  says  Nobutsu  Oliira,  vice- 
president  of  Bangkok  Komatsu.  "We  are 
setting  toughei'  targets  in  tenns  of  qual- 
ity and  cost." 

Such  stories  illustrate  how  Japanese 
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companies  hope  to  sui-vive  and  perha  ffliicli 
emerge  stronger  from  Asia's  econon  ibly  lai 
crisis.  With  billions  of  dollars  alrea  poits ' 
invested  in  Southeast  Asia,  Japane  le  U.; 
companies  are  not  pulling  out  of  the 
gion.  Instead,  they  are  digging  in  dei 
er,  buying  bigger  shares  of  cai 
sti-apped  ventore  partners,  and  ramp; 
up  exports  to  the  rest  of  the  world 
RACE  TO  RETOOL.  The  result  could  b 
major  change  in  global  trade  flows.  Ja] 
nese-controlled  plants  in  Southeast  Ai 
ah'eady  export  $70  billion  in  goods  out 
the  region.  If  they  expand  that  capaci 
dramatically,  U.  S.  imports  could  surj 
and  some  American  manufactm-ers  cou|t 
find  themselves  under  pressure. 

Already,  one  out  of  three  produc 
manufactured  in  Southeast  Asia — frc 
glass  to  computer  paits  to  VCRS — com  jifMa 
fi'om  a  Japanese  subsidiary  oi-  joint  veisk',,] 
ture.  Japanese  companies  invested  $i'Tr 
billion  in  South  Koi-ea,  Thailand,  Mala  jst  sj,: 
sia,  Indonesia,  and  the  Philippines  coife'i., 
bined  in  1997.  That  compares  with  ju' 
$7.4  billion  invested  by  U.  S.  comp 
nies,  according  to  the  Japan  Extern 
Trade  Organization.  After  the  current 
crisis  began  last  July,  Japanese  inves(fr,i) 
ment  shifted  from  building  new  factjsi  r  : 
ries  to  retooling  or  expanding  existiil|;iij,n 
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3 "This  is  an  opportunity,"  says  Aki- 
■>eki,  a  deputy  executive  officer 
ing  on  corporate  strategy  at 
beni  Corp.,  which  is  buying  out 
partners'  shares  in  Indonesia  and 
md.  "We  do  not  intend  to  stop  in- 
ig,"  he  says. 

hough  many  companies  are  tak- 
,1  wait-and-see  attitude  before 
1  ng  new  factories,  total  Japanese 
tment  this  year  is  expected  to 
:he  same  or  drop  only  slightly.  "I 
they  will  at  least  maintain  the 
:nt  state  of  investment,"  says 
and's   chief  economic  adviser 
3n  Chewakrengkai. 
:  the  crisis  has  wiped  out  local  de- 
fer Japanese  products  and  forced 
nge  in  focus.  "In  order  for  Japa- 
companies  not  to  go  bankiupt  in 
least  Asia,  they  have  to  expand 
exports  a  lot,"  says  Daisuke  Hi- 
ka  of  the  Institute  of  Developing 
amies  in  Tokyo.  The  volume  of  ex- 
from  revamped  Japanese  opera- 
in  Southeast  Asia  could  soar 
this  year  once  the  retooled 
are  lunning,  Hiratsuka  says. 
PT  CARS.  Japan's  battered 
)my  cannot  absorb  all  these 
.  Tliat  means  60%  of  them  will 
the  booming  economy  of  the 
and  the  remaining  40%  will 
for  Europe,  Hiratsuka  says, 
shock-absorber  maker  Tokico 
which  used  to  supply  local  cai- 
1  ibly  factories  in  Thailand.  Now 
ports  62,000  shock  absorbers 
'le  U.S.  every  month.  Mat- 
1  ta  Precision  Industrial  Co. 
ysia  made  40%  more  coloi-  tvs 
■ear,  many  of  them  U.  S.-bound. 
He  exceptions  to  this  trend  are 
I's  caiTnakers,  who  had  tai'get- 
he  Southeast  Asian  middle 
Honda  and  Toyota  caimot  re- 
br  export  because  they  ah-eady 
big  operations  in  the  U.  S.  and 
iipe.  Daihatsu  and  Mitsubishi 
closed  assembly  lines, 
it  other  manufactm-ers  were 
;  export-oriented  in  the  first 
'.  Ball-bearing  makei-  Minebea 
5ted  $148  million  in  overseas 
ties  last  year,  much  of  which  went 
lailand.  In  Malaysia,  synthetic  fiber 
3r  Toray  Industries  Inc.  plans  to 
it  $265  million  to  expand  its  pro- 
ion  to  include  polyester  film  and 
ion  Electric  Glass  Co.  will  invest 
■nillion  in  a  new  glass-fiber  factory, 
ingapore,  computer  giant  NEC  Coi-p. 
sink  $185  million  into  a  new  semi- 
uctor  test  and  assembly  facility, 
ad  in  the  Philippines,  nec:  is  putting- 
million  into  a  new  electronics  com- 


Computer  giant  NEC  is  opening  a  new  factory 
in  the  Philippines,  and  it  will  sink  $185  million 
into  a  new  chip  facility  in  Singapore 


ponents  factory  with  750  workers.  Both 
NEC'  and  Fujitsu  Ltd.  may  open  hard- 
drive  factories  there  soon.  "It's  hl.e  the 
gold  i-ush  of  1849  in  the  United  States," 
ci'ows  Hideaki  Kobuna,  president  of  nec 
Components  Philippines,  which  makes 
printed  circuit  boards  outside  Manila. 
"The  Philippines  is  just  taldng  off." 

Some  of  this  expansion  will  affect 
Japanese-owned  assembly  lines  else- 
where. Japan's  lai'gest  aluminiun  proces- 
sor, Showa  Aluminum  Corp.,  will  shut 
down  an  assembly  line  this  fall  in  Japan 
while  doubling  production  to  more  than 
100,000  refrigerator  parts  per  month  in 
the  Philippines.  "Now  that  the  peso  is 
so  weak,  it  makes  more  sense  to  pro- 

HOW  JAPAN  IS  DIGGING  INTO 
SOUTHEAST  ASIA 


BUYOUTS 


Japanese  companies  are  buying  bigger 
stakes  in  cash-strapped  local  partners 
throughout  the  region. 


EXPANSIONS 


Export-oriented  companies  are  expandi 
production  in  Asia.  At  the  same  time, 
they  are  shutting  down  assembly  lines 
Japan  and  pulling  out  of  unprofitable 
ventures  in  the  U.S. 


EXPORT  BLITZ 


Taking  advantage  of  Asia's  weak 
currencies,  Japanese  companies  will 
boost  the  volume  of  exports  of  such 
products  as  car  parts  and  elec- 
tronics from  Southeast  Asia  by 
about  30%  this  year. 

DATA.  BUSINESS  WEEK 

duce  these  parts  more  cheaply  in  the 
Philippines  than  in  Japan,"  explains 
Shunji  Umemura,  a  business-planning 
manager  for  Showa  Aluminum. 

Car-paits  maker  Asalii  Tec 
Corp.  pulled  out  of  its 
American  joint  ven- 
ture the  same  day  it 
decided  to  increase 
its  stake  in  two 
Thai  joint  ventures. 
"With     a  greatei- 


stake,  we  will  be  able  to  expand  more 
easily  [in  Thailand],"  says  Keisuke  Fu- 
iiihashi,  a  financial  manager  at  Asahi 
Tec.  "In  the  U.  S.,  we  have  been  in  the 
red  for  10  years." 

Furuhashi,  like  other  Japanese  man- 
agers, sees  the  crisis  as  a  chance  to  as- 
sert more  control  over  Asian  operations. 
Thailand's  Board  of  Investment  so  far 
has  approved  40  of  125  applications 
made  by  Japanese  companies  to  take 
larger  stakes  in  their  joint  ventures. 
Honda  Motor  Co.  invested  $102  million 
in  March  to  bail  out  its  cash-strapped 
Thai  partners  and  acquire  most  of  its 
car-assembly  joint  ventui-e.  Toyota,  Nis- 
san, and  Mazda  may  follow  suit.  Wliile 
the  Thais  are  reluctant  to  give  up 
control,  "essentially  they've  got  no 
choice,"  says  Robert  McMillen,  of 
Seamico  Securities  in  Bangkok. 

Despite  all  the  activity  in  South- 
east Asia,  Japanese  companies 
have  made  few  moves  in  South 
Korea,  where  anti-Japanese  senti- 
ment prevails,  or  Indonesia,  where 
the  value  of  the  local  mpiah  fluc- 
tuates wildly.  Yet  there  is  some 
movement  on  those  fronts  as  well. 
Sumitomo  Chemical  Co.  bought 
$33.5  million  in  shares  from  a  be- 
leaguered partner  in  Febniaiy  to 
boost  its  stake  in  Korea's  Dong- 
woo  Pure  Chemical  from  40%  to 
90%.  Tanabe  Chemical  Industry 
plans  to  build  a  new  plant  in  In- 
donesia that  will  produce 
50  tons  a  month  of  indus- 
trial paint.  Debt-plagued 
Fuji  Bank  boosted  its  stake  in 
an  Indonesian  leasing  venture 
from  50%,  to  80%. 

Japanese  companies  are  doing 
this  because  they  believe  Asia 
will  rebound,  and  they  want  to 
be  there  when  local  customers 
spend  once  moi'e.  In  the  process, 
they  may  end  up  with  more  con- 
trol over  companies  in  the  re- 
gion than  ever.  Even  in  crisis, 
industrial  Japan  maneuvers  for 
advantage. 

By  Emily  Thornton 
i)i  Tokyo,  with  Ron 
Corben  in  Bangkok, 
Hugh  Filman  in  Mani- 
la, and  Moon  Ihlwan 
III  Seoul 
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HONG  KONG:  NOW  THE  RULE  OF  LAW 
IS  IN  JEOPARDY 


It's  already  quite  a  ritual.  Hong  Kong  Chief  Executive 
Tung  Chee  Hwa  proposes  an  unpopulai'  change  in  the  law. 
Pro-China  legislators,  installed  last  year  by  Beijing  in 
place  of  its  vocal  critics,  dutifully  mbber-stamp  the  idea.  So  it 
was  no  siuprise  when,  on  Apr.  7,  lawmakei's  turned  a  deaf  ear 
to  legal  experts,  newspaper  editorialists,  and  democracy  ad- 
vocates, and  approved  Tung's  move  to  exempt  Chinese  gov- 
ernment agencies  ft-om  local  laws. 

Tung's  gesture  is  just  his  latest  kowtow  to  Hong  Kong's 
new  ovei-lords.  In  March,  he  decided  not  to 
prosecute  China's  Xinhua  News  Agency  for 
violating  the  privacy  law.  He  didn't  press 
fraud  charges  against  an  influential  pro- 
China  businesswoman.  Tung's  moves  are 
stoking  fears  that  some  parties  are  more 
eciual  than  others  in  the  new  Hong  Kong, 
despite  China's  repeated  pledges  to  keep 
the  former  colony's  evenhanded  legal  sys- 
tem. "It  makes  me  cringe,"  says  Audrey  Eu, 
who  chairs  the  Hong  Kong  Bar  Assn. 
EASY  DODGE.  Defenders  of  Tung  insist  the 
ci'iticism  is  overblown.  He  is,  they  say,  sim- 
ply updating  colonial  laws  that  gave  exemp- 
tion to  the  British  Ci-own.  But  there's  a  big 
difference.  The  Chinese  government  has 
many  more  direct  business  interests  in  Hong  Kong  than  the 
British  ever  did.  From  red  chips  such  as  Citic  Pacific  Ltd., 
part-owned  by  the  central  government,  to  companies  I'un  by 
the  People's  Liberation  Army,  every  arm  of  China's  govern- 
ment has  its  business  tentacles  in  Hong  Kong. 

State  entities  involved  in  commercial  operations  are  sup- 
posedly still  subject  to  Hong  Kong  laws.  But  companies 
could  easily  dodge  that  proviso  by  forming  subsidiaries  that 
claim  to  be  state  agencies.  "Once  we  accept  this,  it  might 
open  a  whole  box  of  strange  creatures,"  warns  Law  Yuk 
Kai,  director  of  Hong  Kong  Human  Rights  Monitor. 

Already,  Xinhua  has  iim  rings  around  one  Hong  Kong  le- 


TUNG:  Kowtowing  to  Beijing 


gal  safeguard.  Last  year,  fii-ebrand  pro-democracy  politii 
Emily  Lau  requested  to  see  its  file  on  her.  Xinhua  di'agge( 
heels  for  10  months,  way  beyond  the  law's  40-day  dead! 
then  cuitly  and  unconvincingly  replied  that  it  had  no  such 
Tung  shmgged  off  the  violation  as  "technical." 

Such  a  cavalier  attitude  toward  breaches  of  Hong  Ki 
laws  are  starting  to  rattle  foreign  and  local  businesses  al 
A  Hong  Kong  pi'opeity  developer,  for  example,  alleges  th; 
Xinhua  subsidiaiy  backed  out  of  a  contract  after  the  st 
market  crashed  last  fall.  The  developei- 
filed  suit,  but  Xinhua  now  denies  any 
volvement  in  the  deal.  And  it's  not  just  If 
companies  that  may  have  to  contend  wit 
privileged  opponent;  America  Online  I 
for  instance,  has  a  new  partnership  wit 
Xinhua-backed  company  to  biing  an  Intei  ' 
access  provider  to  Hong  Kong. 

In  his  eagerness  to  please  Beijing,  Tunj: 
making  it  haixler  for  the  local  economy  to 
cover  from  the  Asian  crisis.  Instead  of  rt 
suriiig  investors  about  Hong  Kong's  leal 
system,  he  risks  scaring  them  off  by  puttg 
the  i-ule  of  law  in  question.  "Hong  Konj: 
doing  [China]  no  favor  in  not  tiying  to 
force  its  own  rules,"  says  Michael  E.  V. 
Golyer,  a  political  economist  at  Hong  Kong  Baptist  Universy. 

Fears  about  the  loile  of  law  are  eroding  Tung's  supprt 
among  ordinary  Hong  Kongers,  too.  Recent  polls  show  t  " 
only  half  are  satisfied  with  his  government,  dovvTi  from  (! 
last  June.  But  however  unhappy  the  voters  get,  byzante 
election  laws  ensiu'e  that  Beijing's  ciitics  vrill  remain  a  snjll 
minority  in  the  new  Legislative  Council  to  be  elected  n 
May  24.  Opponents  may  have  fevv'  voices  in  the  legislate, 
but  they  will  be  shouting  and  screaming  when  the  new  Ir- 
islature  begins  one  of  its  first  tasks:  drafting  laws  to  dele 
and  ban  subversive  activities. 

By  Bruce  EinJwni  in  Hong  Kig 


GLOBAL  WRAPUP 


PHILIPPINE  ELECTION  WORRIES 

►  Philippine  business  leaders  worry 
that  Vice-President  Joseph  E.  Estra- 
da won't  be  able  to  lead  the  country 
out  of  its  economic  crisis  if  he  wins 
the  May  11  presidential  election.  For 
one  thing,  he  is  close  to  several  lead- 
ing cronies  of  the  late  dictator  Ferdi- 
nand Marcos.  Polls  indicate  that  the 
former  tough-guy  movie  actor  may 
get  28%  of  votes — twice  as  much  as 
his  nearest  rivals  such  as  business' 
favorite.  House  of  Representatives 
Speaker  Jose  C.  de  Venecia  Jr. 


The  speaker  is  supported  by  Presi- 
dent Fidel  V.  Ramos.  But  even  with 
the  full  backing  of  Ramos's  substantial 
party  machine,  it  vnW  be  hard  to  close 
the  gap  vdth  Estrada.  Former  First 
Lady  Imelda  Marcos,  one  of  the  11 
candidates,  has  only  marginal  support. 

KOREAN  TALKS  RESUME 

►  Talks  between  North  and  South 
Korea  on  Apr.  11  in  Beijing  could 
mark  the  first  step  in  a  long  thaw 
between  the  divided  countries.  But 
Korea  watchers  do  not  expect  any 
early  breakthrough  toward  detente. 


Seoul  wants  to  enable  visits  betweer 
families  divided  since  the  end  of  the 
Korean  War  in  1953  and  arrange  for 
the  exchange  of  special  envoys.  In 
return,  it  is  ready  to  supply  200,000 , 
tons  of  fertilizer  over  time. 

Pyongyang  insisted  on  holding  the 
talks,  the  first  government  contacts 
since  President  Kim  II  Sung  died  in  j 
1994,  in  a  third  country  and  not  on  tW 
world's  last  cold  war  border  at  Pan-  ' 
munjom.  It  is  also  sticldng  to  its  posi- 
tion that  it  only  will  make  a  peace 
arrangement  on  the  Korean  peninsula 
directly  and  exclusively  with  the  U.  S 
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IT  ATTACHES  ITSELF. 
DRAWS  ITS  HOST  OF 
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(Asset  Depletus  Parasiticus) 


the  time  you  realize  you've  been  bitten 
the  wrong  software  company,  it's  too 
l'.  You're  stuck  with  huge  hardware 


niance  ' 


;  .lencHitures.  Never-ending  maintenance    '  ' 
its.  Painful  upgrades.  And  a  support  team  ^ 
it's  nowhere  in  sight.  Fortunately,  these 


dona!  I'icw 


enterprise-wide  access  to  vital  mtormation, 
while  reducing  training  and  network  main- 
tenance costs.  Plus,  the  c^pen  architecture 
ot  our  systems  enables  you  to  migrate  to 
future  databases,  user  interfaces,  networks, 
or  harciware  platk~)rms,  without  reinvesting  in 


ngs  can  be  avoided.  Lawson  Software's  fully  software.  Lawson  Software  has  helped  customers 

egrated  tmancials,  human  resources,  procure-  (J      V  -JSIt^  migrate  from  mainframe  to  client/server  to 

•nt  and  supply  chain  process  suites  provide      jn  ^  ''■ 

.  '•^'^ 

werful  performance  without  the  need  ^  -#1 

^   #  '% 

powerilil  desktops.  They  utilize  state-of-    f\  f\  a  "l 

..^  ^ 

:-art  web  technology  and  innovations  like         Vv^  ^        software  company,  visit  Lawson  Software  at 

rSelf-Evident  Applications   to  provide  quick,         ivntml  view        www. lawson.com/guide  or  call  1-800-477-1357. 


the  web.  We're  not  about  to  clisappear 
when  technology  shifts  again.  So  before 
you  find  yourself  attached  to  the  wrong 


E  A  D  I  N  G    ED  GET  EC  H  N  0  L  0  G  Y    W  I  T  H  0  U  T    THE  ATTITUDE" 
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Special  Report 


EXECUl 

Stock  options  plus  a  bull  market  made  a  mod 

F 


or  Richai'd  M.  Scinshy,  CEO  of  health-eai"e 
company  Healthsouth  Coip.  in  Bimiing- 
liam,  Ala.,  1997  was  an  outstanding  year. 
He  took  home  .$106.8  million  in  salary, 
bonus,  and — primarily — exercised  options 
to  become  the  tliii'd-best-paid  CEo  in  BUSI- 
NESS week's  annual  executive  pay  siu-vey.  While  liis 
compensation  may  boggle  the  mind,  so  has  liis  per- 
fonnance.  In  the  14  yeai's  since  he 
founded  Healthsouth  with  thi-ee 
paitners  and  .$.50,000,  Scmshy  has 
built  it  into  the  lai'gest  outpatient 
care  center  in  the  U.  S.,  with  a 
mai'ket  capitalization  of  $11.4  bD- 
lion.  In  1997,  the  stock  rose  31%, 
bringing  its  gain  over  the  past  10 
years  to  more  than  1,200%.  Says 
Scmshy:  "Finally,  I  rang  the  bell 
and  got  paid." 

So  did  Ray  R.  Irani,  longtime 
(;eo  of  Occidental  Petroleum  Coip. 
In  order  to  replace  an  incredibly 
lucrative  1990  employment  con- 
tract that  provided  Irani  a  guar- 
anteed paycheck  worth  close  to 
.$.5  niilhon  a  year  for  life.  Occi- 
dental's board  gave  him  a  1997 
payoff  valued  at  $101.5  million. 
That  was  enough  to  make  Irani 
one  of  the  best-paid  executives  in 


build  a  business  from  scratch,  or 
biing  shai'eholders  gi-eat  rewaixls? 
Hardly.  Since  1990,  Occidental's 
stock  has  risen  just  10%,  and  the 
company  lost  .$890  million  in 
1997 — in  pait,  due  to  Irani's  sweet 
deal.  Occidental  is  being  sued  by 
Teachers'  Retirement  System  of 
Louisiana  for  breach  of  fiduciary 
duty.  Irani  wouldn't  comment. 
REALITY  CHECK.  If  these  two  ex- 
amples leave  you  scratching  your 
liead,  you're  not  alone.  Wliile  the 
concept  of  linking  pay  to  perfor- 
mance has  caught  fire  in  the 
boardroom,  reality  has  proved  to 
be  quite  different.  Certainly,  many 
CEOs  who  delivered  the  goods  last 
year  received  huge — and  often 


justifiable — payoffs.  And  a  veiy  few  poorly  j 
forming  executives  saw  a  portion  of  their 
docked.  But  the  prolifei-ation  of  stock-opt 
gi'ants,  combined  with  the  rise  of  cushy  retireni 
deals,  sigii-on  bonuses,  and  ironclad  severa 
packages  for  ceos,  have  made  a  mockery  oul 
many  attempts  to  traly  link  pay  to  peiformari 
The  upshot:  Good,  bad,  or  indifferent,  viilui 


THE  TOI 


1997  SAURY 
AND  BONUS 

THOUSANDS  OF  DOLLARS 

LONG-TERM 
COMPENSATION 

n  SANFORD  WEILL 

Ui    TRAVELERS  GROUP 

$7,453 

$223,272 

$2^ 

n  ROBERTO  GOIZUETA 
Efl  coca-cola 

4,052 

107,781 

1 

l!l 

n  RICHARD  SCRUSHY 
Bl  healthsouth 

13,399 

93,391 

1( 

IS! 

'■0 

v«  RAY  IRANI 

U    OCCIDENTAL  PETROLEUM 

3,849 

97,657 

1( 

iii 

n   EUGENE  ISENBERG 

wSM    NABORS  INDUSTRIES 

1,675 

82,872 

\\ 

|q|  JOSEPH  COSTELLO 

IJI    CADENCE  DESIGN  SYSTEMS 

584 

66,258 

( 

<i! 

n  ANDREW  GROVE 
mm  INTEL 

3,255 

48,958 

i'si 

wm  CHARLES  McCALL 
BiJ    HBO  &  CO. 

1,725 

49,684 

jpm  PHILIP  PURCELL                    i  i  <y7A 
WSM    MORGAN  STANLEY  DEAN  WITTER  ' 

39,533 

t 

■;!f 

m   ROBERT  SHAPIRO 

UJ  MONSANTO 

1,834 

47,491 

I 

AND  TEN 

l[ 

1997  SAURY 
AND  BONUS 

THOUSANDS  OF  DOLLARS 

LONG-TERM 
COMPENSATION 

1  JAMES  CROWE* 

WORLDCOM 

$151 

$68,913 

$( 

2  ANTHONY  PETRELLO 

NABORS  INDUSTRIES 

575 

47,722 

3  JAMES  DIMON 

TRAVELERS  GROUP 

5,255 

39,005 

L 

4  LAWRENCE  LASSER 

MARSH  &  McLENNAN 

12,870 

24,585 

t 
i 

5  J.CARTER  3AC0T 

BANK  OF  NEW  YORK 

8,302 

23,193 

'FORMER  CEO  OF  MFS  COMMUNICATIONS 

DATA:  EXECUCOMP  BY  STANDA  ' 
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up'' 


my  attempts  to  link  pay  to  performance 


me  who  spent  time  in  the  comer  office  of  a 
e  pubhc  company  in  1997  saw  his  or  her  net 
th  rise  by  at  least  several  million.  Thanks  to 
xploding  stock  mai'ket,  CEOs  were  more  hand- 
i\y  rewai'ded  than  ever  before.  Indeed,  the  av- 
;e  boss  collected  an  options-fueled  package 
th  $7.8  million  for  1997,  pulling  down  a  35% 
}  over  1996's  $5.8  million.  But  for  many  CEOs, 


EXECUTIVES 


1997  SAURY 


LONG-TERM 


TOTAL 


AND  BONUS 

THOUSANDS  OF  DOLURS 

COMPENSATION 

PAY 

WELCH 

■.RAL  ELECTRIC 

$8,069 

(EQI  OOP; 

EY  GOLUB 

?ICAN  EXPRESS 

3,469 

00,4:0  i 

lAM  SCHOEN 

TH  MGMT.  ASSOCIATES 

1,041 

29,905 

30,945 

LES  HEIMBOLD 

TOL-MYERS  SQUIBB 

2,803 

26,409 

29,211 

.ESH  MEHTA 

'IDIAN  FINANCIAL 

2,066 

26,298 

28,365 

lENCE  BOSSIDY 

"lDSIGNAL 

5,155 

23,082 

28,237 

.lAM  STEERE 

:r 

3,880 

24,240 

28,120 

•HEN  CASE 

iICA  ONLINE 

271 

26,642 

26,913 

■RT  LIPP 

ELERS  PROPERTY  CASUALTY 

3,730 

22,570 

26,301 

lEN  MARK 

ATE-PALMOLIVE 

3,847 

21,544 

25,390 

rcEOs 

1997  SALARY 

LONG-TERM 

TOTAL 

Knv  Dunuo 

THOUSANDS  OF  DOLLARS 

COMPENSATION 

PAY 

'  SILVERMAN  t 

$  61 

$27,058 

$27,119 

IS  CAWLEY 

4,623 

22,461 

27,084 

tS  SCHNEIDER 

AN  STANLEY  DEAN  WITTER 

2,460 

21,242 

23,702 

FRESCO 

RAL  ELECTRIC 

3,700 

19,064 

22,764 

CAMERON 

lANCORP 

2,116 

18,897 

21,013 

iMcGRAW-HILL  COMPANIES 


- 


those  gains  bore  little  relation  to  how  well  their 
companies — or  investors — did.  In  the  pay-for-per- 
formance  sweepstakes,  the  "performance"  half  of 
the  equation  increasingly  fell  by  the  wayside. 

Big,  big  money  was  only  the  most  ob\dous  find- 
ing of  BUSINESS  week's  48th  annual  Executive 
Pay  Scoreboaixl.  Compiled  with  Standai'd  &  Poor's 
Compustat,  a  division  of  The  McGraw-Hill  Com- 
panies, the  siu'\'ey  examines  the 
pay  of  the  highest-paid  execu- 
tives at  365  of  the  country's 
largest  companies.  The  average 
salary  and  bonus  actually  fell,  to 
$2.2  million  from  $2.3  million,  as 
some  CEOS  deferred  bonuses  or 
took  options  instead. 

But  don't  let  that  decline  fool 
you.  It's  just  that  the  upfront  el- 
ements of  pay  are  shrinking  in 
importance.  The  real  money  now 
comes  from  the  exercise  of  op- 
tions, long-teiTn  incentive  plans, 
and  perks.  "Salary  and  bonus 
don't  mean  anything  anymore," 
says  David  M.  Leach,  executive 
vice-president  at  pay  consultant 
Compensation  Resource  Group 
Inc.  Throw  in  all  the  extra  good- 
ies, and  CEOS  continue  to  rake  it 
in.  Indeed,  although  the  35%  in- 
crease in  CEO  pay  was  less  than 
1996's  54%  leap,  that's  still  more 
than  13  times  the  average  2.6% 
raise  earned  by  blue-collar  work- 
ers and  over  nine  times  the  3.8% 
boost  white-collai'  workers  pock- 
eted, according  to  the  Biu-eau  of 
Labor  Statistics'  Employment 
Cost  Index.  For  the  yeai;  the  av- 
erage boss  earned  326  times  what 
a  factoiy  worker  did. 

Few  would  dispute  that  1997 
was  a  fabulous  year-  for  much  of 
Corporate  America — and  most 
CEOS  weren't  shy  about  taking 
credit  along  with  the  check.  The 
high  payouts,  they  say,  were  well 
desei-ved:  Profits  rose  5%,  and  the 
t  BECAME  CEO  12/97  Standard  &  Poor's  500-stock  index 
i-an  up  a  scorching  31%  gain.  With 
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Pay  For  Performance: 
Who  Measures  Up... 
And  Who  Doesn't 


To  see  how  pay  matches  up  to  performance,  BUSINESS  WEEK  uses  two  mea- 
surement systems.  One  relates  to  how  good  a  job  the  boss  did  for  shareholders 
The  other  compares  what  the  boss  made  with  how  well  the  company  did. 


1995-97 


EXECUTIVES  WHO  GAVE  SHAREHOLDERS 
THE  MOST  FOR  THEIR  PAY... 

Total  pay'  Shareholder  Relative 
Thousands  of  dollars     return**  index 


1995-97 


EXECUTIVES  WHOSE  COMPANIES  DID  THE  BEST 
REUTIVE  TO  THEIR  PAY... 

Total  pay*  Avg.  return  Relati 


1  JAMES  SINEGAL  Costco 

$1,256 

247% 

276 

2  WILLIAM  GATES  Microsoft 

1,570 

323 

269 

3  B.  THOMAS  GOLISANO  Paychex 

1,678 

331 

257 

4  RONALD  DOLLENS  Guidant 

3,052 

682 

256 

5  WARREN  BUFFETT  Berkshire  Hathaway 

889 

125 

254 

...AND  THOSE  WHO  GAVE  SHAREHOLDERS  THE  LEAST 

1  LAWRENCE  COSS  Green  Tree  Financial 

179,291' 

77 

1.0 

2  SANFORD  WEILL  Travelers  Group 

374,722 

422 

1.4 

3  RAY  IRANI  Occidental  Petroleum 

114,557 

72 

1.5 

4  ROBERTO  GOIZUETA  Coca-Cola 

140,812 

168 

1.9 

5  RICHARD  SCRUSHY  Healthsouth 

141,773 

205 

2.1 

1  WILLIAM  GATES  Microsoft 

$1,570 

31% 

i; 

2  DANIEL  MIGLIO  Southern  New  England  Tel. 

2,388 

41 

1 

3  B.THOMAS  GOLISANO  Paychex 

1,678 

29 

4  MARK  WILLES  Times  Mirror 

9,388 

42 

5  JAMES  SINEGAL  Costco 

1.256 

14 

! 

...AND  THOSE  WHOSE  COMPANIES  DID  THE  WORST 

1  WILLIAM  SMITHBURG  Quaker  Oats 

5,158 

-106 

-3' 

2  PETER  KANN  Dow  Jones 

4,232 

-26 

-1 

3  JAMES  ROBBINS  Cox  Communications 

4,092 

-1 

4  STANLEY  GOLDSTEIN  CVS 

7,383 

-6 

5  JOHN  BRYAN  Sara  Lee 

15,319 

5 

*Salary,  bonus,  and  long-term  compensation  paid  for  the  entire  three-year  period'*Stock  price  at  the  end  of  1997,  plus  dividends  reinvested  for  three  years,  divided  by  stock  price  at  the  end  of  1! 
■''As  reported  by  the  company  in  its  proxy.  May  be  restated  m  1999  data  standard  «.  POOR  S  COMPUSTAT 
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stock  options  fesponsible  for  .5-5%  of  a  CEo's  average  pay  pack- 
age these  clays.  Wall  Street's  biills  powered  most  of  the  rise. 

But  those  big  market  gains — along  with  a  liuge  increase  in 
the  number  of  options  granted — have  combined  to  fuel  an  un- 
precedented inflationary  spiral  in  executive  pay.  Take  the 
$7.8  million  paycheck  C'Eos  earned  on  average  in  1997.  .Just  10 
years  ago,  that  would  have  shot  an  executive  into  the  No.  13 
slot  on  BUSINESS  week's  pay  rankings;  20  years  ago,  it  would 
have  topped  the  list. 

What's  more,  the  1997  numbers  don't  even  reflect  the 
largest  single  option  sale  ever:  In  December,  Walt  Disney  CEO 
Michael  D.  Eisner  exercised  7.3  million  options  worth  over 
.$400  million.  Eisner's  move  came  after  the  close  of  Disney's 

fiscal  1997  year.  "Pay 
just  goes  up  and  up 
and  up,"  says  Corey 
Rosen,  executive  di- 
rector of  the  National  Center  for  Employee  Ownership. 

So  what  does  it  now  take  to  be  king  of  the  pay  hill?  For 
1997,  Sanford  1.  Weill,  cEo  of  Travelers  Group  Inc.,  was  Cor- 
jjorate  Ameiica's  best-paid  executive.  Tlianks  to  an  outstanding 
year — as  well  as  a  controversial  tecliniciue  Icnown  as  reload  op- 
tions— his  total  pay  package  hit  a  stunning  $230.7  million.  His 
closest  competitor,  former  Coca-Cola  Co.  CEO  Roberto  C. 
Goizueta,  cashed  in  options  woith  $104  million 
before  his  October  death.  Others  atop  the  list  in- 
clude Scnashy,  Irani,  and  Eugene  M.  Isenberg, 
CEO  of  Nabors  Industries  Inc.,  a  $1.1  billion  oil- 
well  drilling  company.  He  took  home  $84..5  mil- 
lion in  1997,  mostly  fi'om  exercising  10-year-old 
options.  The  payout  "doesn't  one  iota  affect  the 
way  we  work,"  says  Isenberg,  whose  salary  and 
bonus  haven't  changed  in  a  decade.  Nabors'  in- 
vestors, who  have  seen  shares  lise  an  average  of 
43%  annually  over  that  time,  have  profited,  too. 

Indeed,  in  a  year  when  shai-eholders  saw 
their  own  coffers  expanded  comfortably,  many 
were  less  Hkely  to  complain.  Says  Robert  L. 
Rodriguez,  chief  investment  adviser  at  First 
Pacific  Advisors  Inc.,  a  .$4..5  billion  money  man- 


"Salary 
and  bonus 
don't  mean 
anything 
anymore" 


ager:  "We're  not  opposed  to  ha\Tng  people  make  lots  of  n 
ey  if  we  make  lots  of  money." 

Much  of  the  outrage  that  accompanied  news  of  huge  e) 
utive  pay  liikes  just  a  few  yeai's  ago  also  seems  to  have  g 
into  Mbernation.  "I  don't  hear  the  same  level  of  anxiety 
heard  in  the  past  two  years,"  says  Patrick  S.  McGui-n,  co: 
rate  programs  du'ector  at  Institutional  Shareholder  Servii 
a  proxy-advisory  service.  The  healthy  economy  and  job 
ket  help,  as  does  the  fact  that  employees  are  participatini 
the  equity  market  themselves  via  401(k)  plans  or  broad-b; 
option  plans.  According  to  a  study  by  consultant  Williaml 
Mercer  Inc.,  some  30%  of  the  largest  350  companies  h| 
set  aside  gi"ants  for  broad-based  option  plans,  though  only 
have  given  them  to  .50%  or  more  of  then*  employees. 
OUTRAGE  FATIGUE.  Some  also  tliink  it's  because  the  sums 
too  huge  to  comprehend.  For  example,  Hemy  R.  Silverrr 
CEO  of  Cendant  Corp.,  is  sitting  on  close  to  $1  billion  in  ej 
cisable  stock  options  (table,  page  68).  "Since  companies 
doing  well,"  says  governance  expert  Ira  M.  Millstein,  a 
nior  partner  at  law  fu-m  Weil,  Gotshal  &  Manges,  "pe 
aren't  focusing  on  the  increasing  distance  between  the 
and  the  bottom  or  the  levels  to  which  ceo  pay  has  gone." 

Still,  if  the  dissenting  voices  have  gotten  quieter,  ti 
haven't  disappeared.  Options  repricing — exchanging  optij 
for  new  options  at  a  lower  price  after  the  si 
falls — is  one  area  in  which  activism  is  risi 
The  State  of  Wisconsin  Investment  Bo 
(swiB)  has  made  repricing  its  focus  this  y<jr, 
trying  to  get  22  companies  to  allow  sharehd- 
er  approval  of  any  such  plan.  Says  a  s\i 
spokesman:  "You  don't  see  this  until  you 
the  company's  proxy.  We  think  it  is  an  i^ 
that  shareholders  should  have  a  say  in." 

The  attack  on  repiicing  may  represent  a  t 
tical  shift  by  investors.  Rather  than  decn 
the  swelling  level  of  pay  in  general,  critics  ■ 
focusing  on  more  specific  issues.  The  AFL-Cl(fs 
tiUTiing  the  spotlight  on  how  close  ties  betwm 
execs  and  directore  can  lead  to  excessive  pay,  i 
example.  And  on  Mar.  31,  the  Council  of  In,i- 
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Shoppers  in  the  cavernous  Cost- 
co warehouse  stores  often  bag  a 
bargain.  The  same  goes  for 
shareholders  in  Costco  Cos.  By  Cor- 
)orate  America's  standards,  Chief 
Executive  James  D.  Sinegal  comes 
:heap.  His  salary  has  held  steady  at 
I  mere  $300,000  for  each  of  the  past 
hree  years.  His  1997  bonus,  at 
;200,000,  was  relative  chump 
■hange.  And  over  the  last  three 
'ears,  he  has  exercised  none  of  his 
48,400  options.  Meanwhile,  Cost- 
o's  stock  price  more  than  tripled 
rom  1995  through  1997. 

The  combination  explains  why 
linegal  is  one  of  this  year's  two  pay- 
or-performance  champs,  according  to 
BUSINESS  WEEK  analysis.  He  gave 
hai'eholders  the  highest  retui'n — 
[  tock  appreciation  plus  dividends — 
I  elative  to  his  compensation.  Using 
,  nother  yardstick,  which  compares  a 
i  EO's  compensation  to  the  company's 
'  eturn  on  equity,  a  core  measure  of 
rofitability,  the  leader  is  the  Uber- 
'  lensch  of  software,  Microsoft's 
I  raiiam  H.  Gates  III  (table). 
I   Sinegal's  achievements  in  big-box 


SMITHBURG:  Thoiigh  his  pay  was 
modest,  the  Snapple  buy  proved 
disastrous  for  Quaker  Oats'  ROE 


retailing  are  notable.  His  chain  has 
handily  outpaced  Sam's  Club,  the 
discount-warehouse  arm  of  mighty 
Wal-Mart  Stores  Inc.  Sam's  sales  per 
outlet  are  only  half  Costco's.  From 

1995  to  1997,  Costco's  shareholder 
return  rose  247%.  Sinegal's  success 
formula?  The  bargain  king  has  a  ma- 
nia about  keeping  costs  down.  Cost- 
co does  no  advertising,  for  instance. 
And  the  rapidly  expanding  retailer 
now  boasts  16  million  dues-paying 
members. 

NET  PAY.  Under  Gates,  Microsoft  has 
been  a  gi'owth  dynamo,  with  profits 
surging  57%  in  1997.  roe  since  1995 
has  averaged  a  muscular  31%.  Gates 
has  also  made  good  on  his  pledge  to 
catch  up  in  Internet  services,  suc- 
ceeding so  well  he  has  attracted  the 
Justice  Dept.'s  antitrast  scrutiny.  Yet 
Gates's  pay  is  downright  parsimo- 
nious. Since  1995,  Gates  has  collected 
just  $1.5  million  in  total  pay.  His 
reward  comes  via  stock  ownership: 
His  22.3%  stake  is  now  worth  $47.8 
billion. 

Which  brings  us  to  the  less  ad- 
mu'able  end  of  our  roster.  In  compar- 
ing shareholder  retui-ns  with  pay,  in- 
vestors got  the  least  from  Green 
Tree  Financial  Corp.  Chairman 
Lawi'ence  M.  Coss,  who  has  pocketed 
a  breathtaking  $179  milhon  since 
1995,  much  of  it  in  company  shares. 
All  was  well  until  last  November, 
when  the  company's  ever  soaring 
earnings  ran  into  a  big  problem. 
Hoi'des  of  borrowers  had  repaid  their 
loans  to  take  advantage  of  lower  in- 
terest rates.  The  stock,  which  was  al- 
most at  50,  had  lost  half  its  value  by 
yeai'end.  Green  Tree  ended  up  book- 
ing a  loss  for  1997's  fomth  quarter 
and  restating  1996's  final  period  to 
show  red  ink.  For  1995  thi-ough  1997, 
shareholder  retui'n  was  77%- — far  less 
than  it  would  have  been  without  the 
blow-up,  and  minuscule  in  light  of 
Coss's  outsize  payout. 

The  bad  news  hurt  Coss's  wallet, 
too,  but  not  enough  to  improve  his 
standing  in  om-  rankings.  On  Mar.  25, 
he  gave  back  around  a  thii-d  of  Ms 

1996  bonus,  originally  worth  $102  mil- 
lion in  cash  and  shares.  Since  the 
giveback  occuiTed  in  1998,  though, 
Green  Tree  did  not  account  for  it  in 
the  1997  financial  statements  BUSI- 
NESS WEEK  uses  to  calculate  the  rank- 
ings. Yet  even  if  we  had  factored  in 
Coss's  less  generous  bonus,  estimating 
it  at  roughly  $69  milhon,  he  would 


GATES:  His  salary  is  a  bargain 
— iVs  stock  ownership  that 
rewards  him  so  richly 


have  remained  at  the  bottom  of  the 
class.  Neither  the  company  nor  Coss 
wiU  comment.  On  Apr.  7,  insui-er  Con- 
seco Inc.  agi-eed  to  buy  Green  Tree. 

The  other  underperformer  is 
William  D.  Smithburg,  who  turned  in 
the  worst  roe  relative  to  his  com- 
pensation for  the  three-year  period. 
Smithburg  left  Quaker  Oats  Co.  last 
October  after  the  company  stumbled 
in  the  wake  of  his  disastrous  $1.7  bil- 
lion acquisition  of  Snapple  Beverage 
Co.  in  late  1994.  He  and  the  company 
won't  comment. 

Under  Quaker,  sales  plummeted  at 
the  once  trendy  Snapple.  Last  spring, 
an  exasperated  Smithbm-g  finally  un- 
loaded the  unit  to  Tiiarc  Cos.,  maker 
of  RC  Cola,  for  a  measly  $300  milhon. 
The  debacle  forced  Quaker  to  take  a 
massive  charge  to  earnings,  which  led 
to  a  .$931  million  loss  for  1997.  Al- 
though Smithburg's  $5  million  total 
pay  for  1995  to  1997  was  relatively 
modest,  the  106%  negative  roe  Quak- 
er suffered  for  the  period  was  simply 
too  much  to  overcome. 

By  Larry  Light  in  New  York,  with 
bureau  reports 
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tutional  Investors,  a  gi'oup  representing  more  than  100  pension 
funds  with  assets  of  more  than  $1  trillion,  called  for  companies 
to  "index"  option  gi-ants,  or  make  tlieii*  value  contingent  on  out- 
perfoniiing  the  mai'ket  or  a  peer  gi"oup.  Although  the  procla- 
mation has  no  teeth,  it  is  significant  that  the  members  unani- 
mously approved  it. 

Ironically,  soaring 
CEO  pay  is  in  some 
ways  a  consequence 
of  a  well-intended  push  to  get — and  keep — good  manage- 
ment. Where  succession  was  once  the  CEO's  domain,  activist 
investors  have  forced  boards  to  take  a  bigger  role  in  choosing 
leadership.  So,  directors  are  more  readily  dumping  laggard 
CEOs  and  working  to  keep  good  ones. 

The  shift  has  led  to  one  unintended  side  effect:  When  it 
comes  time  to  choose  a  new  ceo  or  renegotiate  an  old  one's 
contract,  boards  are  going  after  the  same  small  pool  of  ex- 
perienced CEO  candidates.  It's  the  human  equivalent  of  the  old 
adage  "no  one  ever  got  fii'ed  for  buying  IBM."  Few  boaixls  get 
criticized  for  choosing  an  experienced,  well-known  CEO  rather 
than  taking  a  shot  on  a  promising  but  unproven  No.  2. 
"Boards  are  becoming  i^m^^^^^^^mmmmmmmi^^^m 
more  risk-averse,"  says 
pay  consultant  Pearl 
Meyer.  "They  are  look- 
ing for  a  proven  track 
record  and  immediate 
acceptance." 

For  those  executives 
lucky  enough  to  enter 
this  charmed  circle,  the 
shift  has  translated  into 


come  contract  time.  It's 
the  law  of  supply  and 
demand — and  it's  a  sell- 
er's market  if  ever  there 
was  one.  As  a  result, 
more  and  more  CEOs  ai"e 


Fortunes  in  the  Future 

These  chief  executives  still  have  huge  rewards  to  reap  from  stock 
options  that  have  yet  to  be  exercised.  The  top  20  treasure  chests: 


VALUE  OF  NONEXERCISEO 
EXECUTIVE/                            STOCK  OPTIONS* 

COMPANY                              THOUSANDS  OF  DOLLARS 

VALUE  OF  NONEXERCISEO 
EXECUTIVE/                             STOCK  OPTIONS* 

COMPANY                               THOUSANDS  OF  OOLURS 

HENRY  SILVERMAN  1 

CENDANT 

$832,972 

M.  DOUGLAS  IVESTER 

COCA-COLA 

$142,916 

MICHAEL  EISNER 

WALT  DISNEY 

590,580'' 

ELI  BROAD 

SUNAMERICA 

141,334 

ECKHARD  PFEIFFER 

COMPAQ  COMPUTER 

242,468 

CHARLES  HEIMBOLD 

BRISTOL-MYERS  SQUIBB 

139,438 

RICHARD  SCRUSHY 

HEALTHSOUTH 

216,171 

SUMMERFIELD  JOHNSTON 

COCA-COLA  ENTERPRISES 

131,978 

UWRENCE  ELLISON 

ORACLE 

200,950 

EUGENE  ISENBERG 

NABORS  INDUSTRIES 

125,019 

CHARLES  WANG 

COMPUTER  ASSOCIATES 

187,302 

STEVEN  BURD 

SAFEWAY 

120,508 

JOHN  WELCH 

GENERAL  ELECTRIC 

182,244 

STEPHEN  CASE 

AMERICA  ONLINE 

119,850 

MILLARD  DREXLER 

GAP 

177,547 

JOSEPH  NACGHIO 

QWEST  COMMUNICATIONS 

112,500 

REUBEN  MARK 

COLGATE-PALMOLIVE 

149,235 

RANDALL  TOBIAS 

ELI  LILLY 

108,356 

LOUIS  GERSTNER 

IBM 

143,737 

JOHN  CHAMBERS 

CISCO  SYSTEMS 

100,495 

m 

As' of  the  end  "of  19 


*   Based  on  stock  price  at  end  of  company's  fiscal  year      t  Became  CEO  12/97 
IT  Does  not  include  Eisner's  exercise  of  7.3  million  options  in  December,  1997  (Fiscal  1998) 

DATAi  STANDARD  &  POOR'S  COMPUSTAT 


demanding  contracts 
that  lock 

payouts.  From  huge 
signing  or  retention 
bonuses  to  perks  such  as 
tax  planning  and  jet  use 
in  perpetuity,  to  exit 
packages  that  guarantee 
big  bucks  even  if  an 
exec  is  chased  out  of  of- 
fice, financial  risk  is  vir- 
tually eliminated.  Such 
contracts  "are  getting 
really  egregious,"  says  Carol  Bowie,  research  director  at  Ex- 
ecutive Compensation  Advisoiy  Services. 

Stephen  F.  Wiggins,  imtil  Febiuaiy  the  chauTnan  of  Oxford 
Health  Plans  Inc. — is  only  the  most  recent  example.  Despite 
presiding  over  computer  foul-ups  that  have  decimated  earn- 
ings and  sent  the  once-stellar  stock  tumbling  73%  last  year, 
Wiggins  got  severance  worth  .$9  million  when  he  left.  His 
juicy  deal  included  the  continuation  of  his  Harvard  Club 
membership  and  a  nearly  $2  million  annual  consulting  salaiy. 
Wliile  such  packages  are  becoming  routine,  the  reaction  sure 
wasn't:  In  April,  the  New  York  State  Superintendent  of  In- 
surance strong-armed  Oxford  into  withholding  the  pay  imtil  it 
proves  that  policyholders  won't  be  hurt. 

The  story  is  essentially  the  same  all  over  Corporate  Amer- 
ica. Sui'e,  there  were  instances  where  laggard  ceos  saw  their 
bonuses  cut  or  even  eliminated.  That  happened  to  Eastman 
Kodak's  George  Fisher,  who  failed  to  meet  earnings  targets 


and  saw  the  stock  slump  dramatically,  and  to  Union  Paci, 
Richard  K.  Davidson,  who  oversaw  a  disastrous  yea: 
which  UP  bungled  its  merger  with  Southern  Pacific.  But 
en  the  packages  of  earlier  years,  the  cuts  can  amoun 
window  dressing.  Wlien  Fisher's  contract  was  extended 
Her  in  1997,  he  got  50,000  shares  of  Kodak  stock  and 
million  new  options.  Although  the  options  are  imder  water, 
stock  gi-ant  is  still  worth  over  $3  million. 
BYE-BYE,  BONUS..  Elsewhere,  too,  some  CEOs  seem  to 
tightening  their  belts.  But  appearances  can  be  deceiv; 
Take  Lester  M.  Alberthal  Jr.,  ceo  of  Electronic  Data  Systi 
Corp.  After  a  year  in  which  eds'  earnings  goals  weren't 
and  the  stock  undeiperfoi-med,  Alberthal's  bonus  disappe; 
and  he  got  no  new  options.  So  the  board  gave  him  $13 
in  restricted  shares — making  up  for  the  bonus  and  more 
To  then-  credit,  not  all  boai'ds  ai'e  relying  exclusively  on 
tions  to  align  executives'  interests  with  those  of  shareholdi 
Many  also  require  CEOs  to  own  stock.  According  to  a 
Peat  Marwick  siu-vey,  53%  of  lai'ge-cap  companies  have  adc 
ed  formal  ceo  guidelines,  with  the  median  target  holdii 
equal  to  four  times  salaiy.  At  Caterpillar  Inc.,  officers 
^■■■■^■■■■^■■■■■■BBi^HHH  supposed  to  hold  sha 

equal  to  the  aver? 
number  of  options  gii 
in  the  last  thi'ee  opt 
grants.  If  they  do 
their  next  option  gr 
will  be  reduced. 

Certainly,  few  wo 
dispute  the  value  of  ty 
a  CEO's  net  worth  t 
company's  stock  by  m 
ing  him  hold  shai'es:  I 
like  options  grar 
where  the  worst  that 
happen  is  that  there 
no  gain  if  the  st( 
pluinmets,  a  sharehold 
CEO  actually  has  r 
monev  at  risk.  Own 


i 


ny  CEO  held  a  $58 
lion  stake  in  his  or  1 
company,  estimates  P( 
Meyer  &  Paitners  In( 
up  neai-ly  50%  fi:"om  19 
Rather  than  mak: 
CEOS  put  the  money 
themselves  to  buy  sto 
however,  many  com] 
nies  are  giving  it  away  via  continuous  options  and  stq 
grants  or  through  forgivable  "loans"  and  other  helpful  m 
sm'es.  But  that  defeats  the  whole  pm-pose  of  the  transact! 

Moreover,  it  raises  some  particularly  thomy  issues  of 
own:  Not  only  can  such  transactions  increase  sharehok 
dilution,  they  also  boost  the  level  of  eciuity  ownership  going 
nonfounding  CEOs.  According  to  Pearl  Meyer,  in  1996,  17% 
option  gi'ants  went  to  proxy-level  execs,  and  the  value  is  i- 
ing  too:  In  a  survey  of  55  large  companies,  nearly  half  m;' 
option  grants  worth  more  than  $10  million  in  1997.  Says  c 
porate-goveniance  consultant  B.  Kenneth  West  of  Teacln 
Insurance  &  Annuity  Assn. -College  Retirement  Equit  - 
Fund  (TIAA-CREF):  "I  don't  think  shareholders  and  comp( 
sation  committees  recognize  the  degi-ee  to  which  some  t 
these  progi'ams  result  in  a  transference  of  wealth  and  voti: 
power  to  management." 

Still,  amid  the  pay  sweepstakes,  some  slightly  hope  1 
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Before  you  dive  headfirst  into 
digital  copiers,  we'd  like  to 
fe-introduce  the  art  of  thinking  ahead. 


The  Oce  3165  digital  copier/printer  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


When  investing  in  a  digital  copier/printer,  a  little 


forethought  can  go  a  long  way.  Before  taking  the  plunge, 


consider  this:  many  digital  copiers  are  painfully  slow,  non- 


networkable  and  require  an  advanced  degree  to  operate. 


Now  consider  the  Oce  3165  digital  copier/printer. 


It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 


with  any  PC  on  virtually  any  network,  maximizing 


your  productivity  by  letting  you  print,  copy,  and  collate 


right  from  your  desk.  And  with  Oce  Image  Logic, 


high-quality  images,  graphs  and  text  are  achieved 


without  endless  adjustments. 


Invest  in  the  smarter,  faster,  more 


productive  Oce  3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering, 


"In  hindsight  we  should  have  gone  with  Oce." 


Sharpen  your  digital  acumen  with  your  free  Digital 
Copier  Buyer's  Guide.  Call  1-888-462-3872,  ext.  14^, 
For  general  copier  enlightenment,  visit  www.oceusa.ca 


)E  BflHINS  BEHIND  BETTER  DOCUMENT  S" 


Special  Report 


signs  are  on  the  horizon.  Some  companies  have  begun  to 
put  more  stringent  price  hurdles  into  effect  for  their  op- 
tions gi'ants.  These  "premium-priced  options"  are  gi'anted 
at  prices  above  the  stock  price  on  the  grant  date.  So  the  stock 
must  appreciate  before  the  executive  starts  to  profit. 

At  Monsanto  Co., 
for  example,  the  top 
12  execs  now  have  to 
buy  their  premium- 
priced  option  gi'ants — albeit  at  a  50%  discount  to  estimated 
value — in  addition  to  owiing  five  times  their  salary  in  stock  by 
2000.  Says  ceo  Robert  B.  Shapiro:  "I  didn't  want  people  to 
psychologically  shift  to  protect  what  they  have  rather  than 
looking  ahead."  Is  a  50%  stock  rise  all  that 
tough  in  tliis  market?  "You  want  some  stretch," 
says  Shapiro,  "but  it  shouldn't  be  so  daunting 
that  you  don't  participate." 
"WALLPAPER."  Such  plans  remain  rare.  Ac- 
cording to  KPMG  Peat  Marwick,  just  2%  of 
companies  have  implemented  them.  And  with 
the  Dow  flirting  with  9000,  the  question  is 
how — and  whether — the  ever-upward  pay  spi- 
ral will  moderate  when  the  bull  market  final- 
ly ends.  Some  think  shareholders  and  execs 
will  feel  the  pain  together.  "The  one  thing 
that  provides  comfort,"  says  Peter  T.  Chingos, 
national  practice  director  at  kpmg  Peat  Mar- 
wick for  compensation,  "is  that  the  hon's  share 
is  coming  from  options.  If  the  stock  doesn't 
appreciate,  [executives]  can  end  up  with  a 
lot  of  wallpaper." 

Or  will  they?  With  even  mn-of-the-mill  CEOs  now  used  to 
multimillion-dollar  pay  packets,  few  expect  CEOs  to  settle  for 
theii'  relatively  tiny  base  salaiies  and  bonuses  when  a  buoyant 
market  can  no  longer  supercharge  compensation.  Kevin  J. 
Muiphy,  finance  professor  at  the  University  of  Southern  Cal- 
ifornia's Marshall  School  of  Business,  thinks  companies  will  be 
forced  to  use  theii-  cash  to  boost  theu'  long-tenn  cash  incentive 
plans.  "[Execs]  won't  just  cb-op  their  stock-option  plans  and  say 


The  average 
boss  earns 
326  times 
what  a  factory 
worker  does 


'game  over,' "  he  says.  "They'll  find  new  games  to  piv. 
Many  think  that  CEOs  will  insist  on  repricing  their  i; 
tions,  the  equivalent  of  heading  for  the  lifeboats  while  evy 
one  else  goes  down  with  the  ship.  Repricing  is  considied 
anathema  even  among  pay  consultants;  Brent  M.  Longne 
of  Deloitte  &  Touche's  human-resources  strategy  group  . 
it's  "like  fingernails  on  a  chalkboard."  Yet  last  year's  prom 
show  that  even  in  a  good  year  it  happens.  Such  companie  a 
Guess?,  U.  S.  Surgical,  Netscape,  the  Learning  Co.,  and  ; 
ford  Health  Plans  repriced,  though  not  all  included  the  i 
At  U.S.  Surgical,  the  practice  has  a  particularly  cyi 
tinge.  Its  repricing  came  last  April,  just  two  months  aft 
February,  1997,  option  grant.  Although  ceo  Leon 
Hirsch — in  better  days,  a  regular  on  the 
list — didn't  reprice,  his  wife.  Executive  \ 
President  Turi  Josefsen,  had  200,000  opt 
repriced  after  the  stock  dropped  to  $3.'- 
Originally  priced  at  $42.31,  they  were  rese 
$36.98 — a  10%  premium  to  the  lower  pi 
But  that  wasn't  a  hurdle  set  to  challenge 
As  part  of  the  1995  settlement  of  two  sh 
holder  suits  alleging  excessive  pay,  the  c 
pany's  three  top  executives  agreed  to  set 
tore  grants  at  10%  above  the  existing  mai 
price  for  the  next  thi'ee  years.  So  Josefsen . 
so,  using  the  new,  lower  price  as  her  base, 
a  luxury  shareholders  never  get. 

If  repricing  can't  even  be  stopped  at  a  c 
pany  that  has  already  been  the  target 
shareholder  fury,  what  will  happen  if  h 
dreds  of  companies  see  then*  shai'e  price  drop?  "From  evi 
thing  I'm  hearing,"  says  W.  0.  Bell,  chief  of  management 
icy  for  the  Florida  State  Board  of  Administration,  "it's 
to  say  repricing  would  rise  exponentially  if  markets 
down."  These  days,  things  rising  exponentially  just  sei 
normal  for  those  in  the  corner  office. 

By  Jennifer  Rebigold  in  New  York,  with  Richards 
Melcher  in  Chicago,  Gary  McWilliams  in  Houston,  i 
bureau  reports 


Compensation  Scoreboard  Glossary 


If  the  system  worked  perfectly, 
executive  pay  would  rise  when  the 
boss  delivered  the  goods  for 
shareholders.  And  it  would  fall  when 
corporate  performance  declmed.  But  it 
doesn't  always  happen  that  way. 

In  this  Scoreboard,  business  week, 
along  with  Standard  &  Poor's  Compu- 
stat,  attempts  to  measure  how  closely 
pay  matches  performance.  The  study 
uses  two  approaches:  It  compares  an 
executive's  total  compensation  with 


the  company's  total  return  to  share- 
holders in  stock  appreciation  and 
dividends  over  three  years.  A  second 
comparison  measures  pay  against 
corporate  profitability  for  the  same 
period.  Three  years  of  data  are 
examined  to  minimize  the  impact  of 
single-year  windfalls. 

The  Scoreboard  companies  boast 
market  values  that  are  among  the  500 
largest  companies  measured  by  market 
value  for  which  1997  compensation  data 


are  available.  Each  company  is  assignee^, 
to  one  of  nine  industry  groups.  Then, 
each  executive's  pay,  the  company's  tot<| 
return  to  shareholders,  and  the 
company's  profit  record  are  measured 
against  the  others  in  the  group. 

Performance  ratings  are  given  only 
when  three  years  of  data  are  available, 
a  scale  of  5,  1  indicates  the  best 
performance;  5  is  the  worst.  The  top  15| 
of  the  sample  receives  a  1,  25%  a  2, 
30%  a  3,  20%  a  4,  and  10%  a  5.  pN 

i' 


1995-97  PAY-PERFORMANCE  ANALYSIS 


PAY  VS.  SHAREHOLDERS' RETURN 

TOTAL  COMPENSATION  is  the  sum  of  an  executive's  salary, 
bonus,  and  long-term  compensation  for  the  three  years. 
VALUE  OF  $100  INVESTED  IS  the  yearend  1997  value  of  a 
$100  investment  in  the  company  made  three  years  earlier, 
including  both  share-price  appreciation  and  dividends 
(reinvested). 

RATING  shows  how  an  executive  stacks  up  against  industry 
peers,  measured  in  terms  of  pay  relative  to  total  return  to 
shareholders.  The  rating  is  based  on  an  index  in  which  the 
value  of  the  investment  at  the  end  of  the  three-year  period  i 
divided  by  an  executive's  total  pay  and  then  compared  with 
other  executives  in  the  same  industry  group. 


PAY  VS.  CORPORATE  PROFIT 

ROE  is  the  company's  average  return  on  common  equity  ov( 
the  three-year  period.  i 
CHANGE  IN  ROE  is  the  improvement  or  decline  in  the 
company's  profitability  over  the  1995-97  period,  expressed 
in  terms  of  a  percentage. 

RATING  shows  how  an  executive  compares  with  industry  pee 
in  pay  for  company  profitability.  The  rating  is  based  on  an 
index  that  provides  equal  weight  to  the  company's  overall  RC 
as  well  as  its  improvement  or  decline  during  the  past  three 
years.  Both  these  measurements  are  divided  by  an  executive 
total  pay  and  then  compared  with  others  in  the  same  industr 
grouping. 


Footnotes:   tindicates  executive  retired  in  1997-98    tMay  exclude  option  gams  in  earlier  years    e=estimated    NA=not  available    NM=not  meaningful 
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EXECUTIVE  COMPENSATION 
SCOREBOARD 


IMPANY 


EXECUTIVE 


1997 


SALES:  $  MILLIONS 
ROE  % 


1997  COMPENSATION 

TOTAL  ANNUAL  COMP  lONG- 
SALARY  %  CHANGE  TERM 
&  BONUS  FROM  COMP, 

$000  1996  $000 


1995-97  PAY-PERFORMANCE  ANALYSIS 


PAY  VS  SHAREHOLDER  RETURN 


PAY  VS  CORPORATE  PROFIT 


TOTAL 
COMP. 
$000 


$  VALUE 
OF  $100 
INVESTED 


ROE 


CHANGE 
IN  ROE 


AEROSPACE  &  DEFENSE  (INDUSTRIAL:  HIGH  TECH) 


EING 

45800,0 
-1.4 

P.M.  Condit,  chmn.  &  CEO  1331 
H.C.  Stonecipher,  pres.  &  COO  3719* 
'Includes  $15  mil  paid  m  lotal  compensation  by  McDonne 

0 
NA 

1  Doug 

2347  9334 
12318*  NA 
as  prior  to  merger  8/97, 

217 

m 

NA 

4.2  - 

115.6 

SI 

NA 

NERAL  DYNAMICS 

4062.0 
16.5 

N.D.  Chabraja,  chmn.  &  CEO*             1962          41  1224 
J.R.  Mellor,  chmn.t                          1241        -53  9613** 
'Became  CEO  6/1/97,  *  'Includes  $580,000  paid  m  consulting  agreement  upon 

7140  215 
18636 
retirement  &  $840,000  paid 

m  16.0 

a 

in  lieu  of  grant. 

-2.6 

m 
a 

:kheed  martin 

28069.0 
-11.2 

V.D.  Coffman,  vice-chmn.  &  CEO*        2163          26  337 
N.R.  Augustine,  chmn.  &  CEOt           1979**     -29  0 
'Became  CEO  8/1/97,  '  'Includes  compensation  paid  until  retirement  on  8/1/97 

11456 
35644 

235 

m 
m 

7.4  - 

157.2 

n 
m 

ITED 

:hnologies 

24713.0 
25.5 

G.  David,  chmn.  &  CEO 
K.J.  Krapek,  pres. 

2892 
1754 

17 
33 

9053 
74 

20934 
6178 

246 

m 
m 

21,3 

70.2 

m 
m 

AIRLINES  (TRANSPORTATION) 

IR 

18570.0 
16.4 

R.L.  Crandall,  chmn.,  pres.  &  CEO        806*  -51 
D.J.  Carty,  exec,  v-p                         648*  -47 

May  contam  data  Trom  a  preliminary  source,  '  1997  bonus  and  lonf 

0*          8688  241 
1471*  6924 
j-term  award  have  not  yet  been  determined 

m 
a 

13.7 

215.7 

m 
m 

JAAIR  LINES 

13946.0 
27.1 

R.W.  Allen,  chmn.,  pres.  &  CEOt 
R.W.  Coggin,  exec,  v-p 

577 
554 

-43 
3 

4758 
1350 

9036 
3855 

237 

m 
m 

13.8 

NM 

ffl 
ffl 

RTHWEST 
IINES 

10225.8 
NM 

J.H.  Dasburg,  pres.  &  CEO 
M.E.  Levine,  exec,  v-p 

1018 
713 

12 
19 

5835 
1462 

23132 
8964 

304 

m 
a 

NM 

NM 

NA 
NA 

L 

17378.0 
37.7 

G.  Greenwald,  chmn.  &  CEO 
J. A.  Edwardson,  pres.  &  COO 

1490 
976 

0 
4 

0 

0 

6257 
4083 

423 

ffl 
ffl 

NM 

NM 

NA 
NA 

APPLIANCES  &  HOME  FURNISHINGS  (CONSUMER  PRODUCTS) 

!GETT  &  PLATT 

2909.2 
18.6 

H.M.  Cornell  Jr.,  chmn.  &  CEO  604* 
B.L.  Gaddy,  sr.  v-pt  407** 

'Excludes  $684,785  bonus  paid  m  19,946  stock  options,  ' 

4        1937            4950      251        E  17.7 
33             0               NA  NA 

•Excludes  $60,288  salary  &  $125,206  bonus  paid  in  stock  options. 

0.7 

m 

NA 

IIRLPOOL 

8617.0 

-2.6 

D.R.  Whitwam,  chmn.  &  CEO 
W.D.  Marohn,  pres.  &  COO 

2060 
1138 

47 

50 

1398 
682 

6968 
3573 

118 

m 
m 

5.5  - 

128,3 

m 

AUTOMOTIVE  (CONSUMER  PRODUCTS) 

NA 

8769.4 
21.7 

S.J.  Morcott,  chmn.  &  CEO 
J.M.  Magliochetti,  pres.  &  COO 

2319 
1150 

16 
18 

3098 
651 

10859 
4284 

221 

m 
m 

22.6 

-10.6 

m 
m 

:CAR 

6751.9 
23.0 

M.C.  Pigott,  chmn.  &  CEO 
D.J.  Hovind,  pres. 

*1997  bonus  has  not  been  determined. 

743* 
599* 

-7 
-36 

324 
460 

2639 
3413 

282 

ffl 
ffl 

19.3 

32.1 

ffl 
ffl 

BANKS  &  BANK  HOLDING  COMPANIES  (FINANCIAL  SERVICES) 

SOUTH 

^CORPORATION 

1643.8 
16.3 

CD.  Ritter,  chmn.,  pres.  &  CEO 
E.W.  Stephenson  Jr.,  sr.  exec,  v-p 

1616 
591 

16 
11 

293 
265 

8131 
3093 

353 

m 
m 

14.0 

68.1 

m 
ffl 

•^C  ONE 

13219.1 
12.6 

J. B.  McCoy,  chmn.  &  CEO                 2840  10 
R.J.  Lehmann,  pres.                         1692  17 
'Includes  $4  mil,  in  special  recognition  award,  "Includes  $3  mil. 

5278*  14248 
3620**  8973 
in  special  recognition  award. 

262 

m 
a 

15.1 

-6.4 

m 
m 

mOf  NEW  YORK 

5697.0 
21.9 

J.C.  Bacot,  chmn.t 
T.A.  Renyi,  pres.  &  CEO* 

•Became  CEO  7/1/97 

8302 
5521 

55 
74 

23193 
915 

44479 
12014 

437 

a 
m 

19.9 

24.3 

a 
m 

NKAMERICA 

23585.0 
16.2 

D.A.  Coulter,  chmn.  &  CEO 
M.J.  Murray,  pres. 

5238 
2575 

48 
65 

1444 
4698 

12004 
10313 

400 

m 
m 

14.9 

32.8 

m 
m 

KKBOSTON 

6727.2 
19.6 

C.K.  Gifford,  chmn.  &  CEO 
W.M.  Crozier  Jr.,  chmn.t 

3300 
2675 

10 
64 

6316 
11668 

21957 
NA 

397 

m 

NA 

16.3 

27.2 

m 

NA 

MKERS  TRUST 
WYORK 

12176.0 
16.2 

F.N.  Newman,  chmn.,  pres.  &  CEO 
R.K.  Doherty,  vice-chmn. 

10937 
9202 

23 
29 

1076 
3016 

23594 
NA 

238 

a 

NA 

10.9 

18.8 

a 

NA 

ASE  MANHATTAN 

30381.0 
17.6 

W.V.  Shipley,  chmn.  &  CEO 
T.G.  Labrecque,  pres.  &  COO 

6148 
5660 

9 
9 

5137 
5936 

26136 
26989 

332 

a 
m 

15.0 

41.2 

a 
a 

ICORP 

34697.0 
17.9 

J.S.  Reed,  chmn.  &  CEO 
M.A.  Taylor,  exec,  v-p 

4000 
1442 

15 
NA 

90 
6322 

55838 
NA 

325 

m 

NA 

18.8 

-20.8 

m 

NA 
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Your  biggest  competitor  just 
cut  its  prices  by  10%. 


Is  this  bad  news,  or  good? 

Should  you  drop  your  prices,  too?  By  as  much  as  the  competition? 

By  more?  Or  should  you  do  nothing,  knowing  you  can't  afford  to  follow  them 

over  the  cliff? 

Obviously,  when  you  get  the  right  information  at  the  right  time,  you  have  a 
better  chance  for  turning  a  potentially  damaging  situation  to  your  advantage. 

A  Digital_Nervous_System  can  help. 


't(1998  Microsoft  Corporation  All  rights  reserved  Microsoft.  BackOffice,  Where  do  you  want  to  go  todays  and  Windows  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  coul| 


A  Digitai_Nervous_System  relies  on  connected  PCs  and  Integrated  software 
to  make  information  flow  more  rich,  rapid,  and  accurate.  This  helps  you  act 
faster  and  make  more  informed  decisions. 

Here's  how  it  works:  Your  customer  in  Chicago  drops  the  10%  bomb  on 
your  sales  guy.  The  sales  guy  retreats  to  the  lobby  and,  with  his  laptop, 
sends  a  spreadsheet  to  HQ  showing  where  your  current  pricing  structure 
is  being  attacked. 

Your  Sales  Manager  hosts  an  online  discussion,  invitees:  Manufacturing, 
Accounting,  Marketing.  Each  team  runs  its  own  numbers  and  shares  results 
to  figure  out  what  the  competition  is  giving  away  to  make  their  margins. 
Your  team  creates  a  value-added  promotion  that  avoids  the  suicide  mission 
of  a  price  cut.  The  new  promotion  is  immediately  sent  company-wide  and 
your  guy  in  Chicago  is  out  of  the  lobby  and  back  at  the  table. 

This  is  not  something  that  comes  in  a  box. 

You  build  your  own  Digital_Nervous_System,  over  time,  to  meet  the  unique 
and  changing  needs  of  your  company. 

The  foundation  of  any  Digitai_Nervous_System  is  software  that  acts  alike, 
works  alike,  thinks  alike.  Microsoff"  Windows;  Office  and  BackOffice" 
provide  an  ideal  foundation  for  a  Digital_Nervous_System  because  we  built 
them  from  the  ground  up  to  work  with  each  other,  as  well  as  with  an 
industry's  worth  of  applications. 

A  Digital_Nervous_System  moves  things  along,  it  makes  things  happen. 

When  the  right  information  gets  to  the  right  people  in  the  right  place  at  the 
right  time,  it's  always  good  news. 


Where  do  you  want  to  go  today?' 


Microsoft 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COIVIPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS  SHAREHOLDER  RETURN 

PAY  VS,  CORPORATE  PROFIT 

1997 

SALARY 

%  CHANGE 

TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES:  $  MILLIONS 

ROE:  % 

a  tJUnUo 

$000 

FROM 
1996 

COMP 
$000 

COMP 
$000 

Ur  ilUU 

INVESTED 

RATING 

ROE 

IN  ROE 

% 

RATING 

COMERICA 

3175.4 
20.4 

E.A.  Miller,  chmn.  &  CEO 
M.T.  Monahan,  pres. 

May  contain  data  ffom  a  preliminary  source. 

1834 
1234 

0 

1784 
206 

3637 

m 

1  7  S2 
i  /  .o 

9A  9 

FtT 
12] 

m 

CORESTATES 
FINANCIAL 

4277.5 
25.1 

T.A.  Larsen,  chmn.  &  CEO 
R.B.  Greco,  pres. 

1542 
826 

41 
23 

0 

6014 

16182 
11521 

346 

m 
m 

20.6 

137.3 

a 

SI 

CRESTAR  FINANCIAL 

1997.0 
15.0 

R.G.  Tilghman,  chmn.  &  CEO 
J.M.  Wells  III,  pres.  &  COO 

2162 
1271 

55 
51 

800 
0 

7799 
3527 

334 

m 
m 

13.2 

0.2 

1 
m 

FIFTH  THIRD  BANCORP  1923.8 
17.6 

G.A.  Schaefer  Jr.,  pres.  &  CEO 
S.J.  Schrantz,  exec,  v-p 

1679 
722 

21 
11 

1560 
780 

6924 
3121 

406 

m 
m 

16.6 

0.8 

m 
m 

FIRST  CHICAGO  NBD 

10098.0 
19.4 

V.G.  Istock,  chmn.,  pres.  &  CEO 
T.H.  Jeffs  II,  vice-chmn. 

2028 
1238 

o 

C- 

5 

3417 
2304 

1  1  qcQ 
I  i  JD  J 

8414 

m 

iD.D 

1  A  /I 
10.4 

SI 

g] 

FIRST  SECURITY 

1503.4 
15.6 

S.F.  Eccles,  chmn.  &  CEO 
M.J.  Evans,  pres.  &  COO 

769 
569 

9 
11 

2548 
804 

4728 
2739 

LU 

m 

^  A 

— U.o 

w 

a 

FIRST  TENNESSEE 
NATIONAL 

1609.4 
20.7 

R.  Horn,  pres.  &  CEO  848 
J.K.  Glass,  pres.  sub.  537* 

"Excludes  $30,000  salary  paid  in  form  of  options. 

16 
20 

15 
10 

9A97 

2035 

ODU 

UJ 

m 

J.  y .  0 

pfi 
m 

FIRST  UNION 

14329.0 
15.2 

E.E.  Crutchfleld,  chmn.  &  CEO 
J.R.  Georgius,  vice-chmn. 

3179 
2199 

2 
2 

15072 
3779 

31694 
12952 

274 

a 

15.3 

-9.1 

a 
a 

FIRSTAR 

1892.6 
17.5 

R.L.  Fitzsimonds,  chmn. 
J.A.  Becker,  pres. 

1015 
722 

26 
24 

1824 
1320 

5535 
4010 

349 

m 
m 

15.8 

9.8 

a 
a 

FLEET  FINANCIAL 
GROUP 

8095.0 
16.9 

T.  Murray,  chmn.  &  CEO 
R.J.  Higgins,  pres.  &  COO 

3822 
1883 

18 
41 

5693 
1913 

18015 
8908 

259 

a 
a 

13.5 

-15.2 

a 
a 

HUNTINGTON 
BANCSHARES 

2324.3 
14.5 

F.G.  Wobst,  chmn.  &  CEO 
Z.  Sofia,  pres.  &  COO 

1680 
914 

12 
10 

143 
763 

5132 
5988 

292 

m 
m 

16.0 

-15.9 

a 
a 

KEYCORP 

6568.0 
17.7 

R.W.  Gillespie,  chmn.  &  CEO 
H.L.  Meyer  III,  pres.  &  COO 

2085 
1265 

54 
85 

1721 
1702 

8561 
5079 

316 

m 
m 

16.4 

-3.9 

a 
a 

MARSHALL  &  ILSLEY 

1742.5 
12.5 

J.B.  Wigdale,  chmn.  &  CEO 
D.J.  Kuester,  pres. 

1152 
971 

25 

780 
1996 

4989 

3D  1 

m 

LiJ 

m 

^  A  ^ 

A"^ 

LLI 

a 

MBNA 

4523.9 
32.3 

A.  Lerner,  chmn.  &  CEO 
CM.  Cawley,  pres. 

4500 
4623 

n 
1 

1564 
22461 

lOO  /  f 

43709 

417 

151 
\s\ 

9Q  n 

1  1  A 

a 

MELLON  BANK 

5134.0 
20.5 

F.V.  Cahouet,  chmn.,  pres.  &  CEO  2478* 
CM.  Condron,  pres.  &  COO  993* 

'Excludes  25%  of  bonus  paid  in  restricted  stock. 

99 

13 

15020 
2609 

6935 

AAf. 

l4l 

m 

1 1 1  f=; 

i  i  i  ,  3 

ioj 

a 

MERCANTILE 
BANCORPORATION 

2256.9 
8.7 

T.H.  Jacobsen,  chmn.,  pres.  &  CEO 
W.R.  Adams,  sr.  exec,  v-p 

1670 
661 

32 
48 

0 

1519 

7  A  1  Q 

4097 

LtJ 

m 

lift 

—AO  A 

L4J 

a 

MORGAN  (J.P) 

17701.0 
13.4 

D.A.  Warner  III,  chmn. 
R.G.  Mendoza,  vice-chmn. 

3042 
2565 

-6 
-14 

5926 
1733 

24702 
18189 

225 

m 

B 

13.5 

1.4 

a 
a 

NATIONAL  CITY 

5152.1 
18.9 

D.A.  Daberko,  chmn.  &  CEO               1070*         11  4416 
V.A.  DiGirolamo,  vice-chmn.                 798          18  3380 

'Excludes  portion  ol  bonus  paid  in  restricted  stock  valued  at  $436,514. 

11129 
5373 

285 

m 

[3] 

17.3. 

9.9 

a 
a 

NATIONSBANK 

21581.0 
14  4 

H.L.  McColl  Jr.,  CEO 
A.B.  Craig  III,  chmn.* 

•Joined  company  1/7/97. 

4500 
4491 

11 
NA 

0 

12887 

NA 

P?l 
LiJ 

NA 

ID./ 

— D.O 

l:£j 

NA 

NORTHERN  TRUST 

2267.3 
18.8 

W.A.  Osborn,  chmn.  &  CEO 
B.C.  Hastings,  pres.  &  COO 

1623 
1119 

62 
44 

1644 
1520 

6497 
5321 

423 

m 
m 

17.7 

19.4 

a 
a 

NORWEST 

9659.7 

R.M.  Kovacevich,  chmn.  &  CEO 
L.S.  Biller,  pres.  &  COO 

3286 
2533 

5 
64 

8141 
4006 

23219 
11288 

359 

a 
m 

19.0 

-15.8 

a 
a 

PNC  BANK 

6859.2 

T.H.  O'Brien,  chmn.  &  CEO 
J.E.  Rohr,  pres. 

2953 
1556 

40 

15 

6174 
1768 

15156 
7097 

309 

m 
m 

14.4 

38.9 

a 
a 

PROVIDIAN 
FINANCIAL 

1217.1 
32.0 

S.J.  Mehta,  chmn.,  pres.  &  CEO 
S.A.  Barad,  exec,  v-pt 

2066 
555 

37 
25 

26298 
928 

31646 
2375 

NA 

NA 
NA 

NA 

NA 

NA 
NA 

REPUBLIC 
NEW  YORK 

3738.2 
14.4 

W.H.  Weiner,  chmn.  &  CEO 
E.  Saal,  vice-chmn. 

1726 
1920 

11 
37 

400 
480 

5285 
5149 

269 

m 
m 

13.0 

-7.3 

a 
a 

SOUTHTRUST 

2502.8 
14.0 

W.D.  Malone  Jr.,  chmn.  &  CEO 
J.W.  Banton,  pres. 

1706 
542 

3 
8 

984 
1034 

7077 
3257 

385 

m 
m 

14.2 

-8.3 

a 
a 

STAR  BANC 

1009.1 
21.5 

J.A.  Grundhofer,  chmn.,  pres.  &  CEO 
D.M.  Moffett,  exec,  v-p  &  CFO 

1688 
606 

7 
4 

2852 
2107 

9443 
3798 

510 

m 
m 

18.9 

32.3 

a 

B 

STATE  STREET 

3428.0 
19.0 

M.N.  Carter,  chmn.  &  CEO 
N.A.  Lopardo,  vice-chmn. 

2310 
2077 

54 
25 

3539 
773 

1 3950 
6820 

4Zo 

FtT 

m 

1  "7  O 
1  /.U 

io.  1 

a 

SUMMIT  BANCORP 

2366.6 
14.2 

T.J.  Semrod,  chmn.  &  CEO 
R.G.  Cox,  pres. 

1872 
1199 

27 
30 

6018 
1873 

1 1 759 
NA 

360 

151 
NA 

1  Q  1 

1  /  .O 

NA 

SUNTRUST  BANKS 

4585.0 
12.8 

J.B.  Williams,  chmn.  &  CEO 
L.P.  Humann,  pres.* 

•Became  CEO  3/21/98, 

1366 
738 

21 
11 

720 
600 

6806 

o  i  o 

L^ 

m 

12  9 

-15  2 

151 

a 

SYNOVUS  FINANCIAL 

1214.9 
19.1 

J.H.  Blanchard,  chmn.  &  CEO 
J.D.  Yancey,  vice-chmn. 

1078 
889 

4 
31 

58 
60 

3920 
2953 

429 

m 
m 

17.8 

12.5 

a 
a 

U.S.  BANCORP 

6908.8 
14.1 

J.F.  Grundhofer,  pres.  &  CEO 
G.B.  Cameron,  chmn. 

2692 
2116 

30 
NA 

17921 
18897' 

42969 
NA 

355 

a 

NA 

19.8 

16.5 

a 

NA 

'  Includes  $5.5  mil.  in  connection  with  ttie  merger.  Joined  company  8/1/97. 
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The    First    MPU  +  Logic  +  DRAM    On   A    Single    Piece    Of  Silicon. 


Mitsubishi  lias 
Siiipped  More 
Embedded  DRAM 
Tban  iUI  Other 
Suppliers  Combined. 

Mitsubishi's  HyperDRAM™  process  technology  and  manufacturing 
capabilities  helped  a  company- NeoMagic  Corporation -to  revolution- 
ize an  industry  by  "mobilizing  multimedia".  And  it  can  do  the  same  for 
you.  We've  shipped  over  seven  million  embedded  DRAM  systems-on- 
a-chip  during  the  past  three  years*  That's  more  than  all  other  suppliers 
combined.  Our  process  technology  is  moving  to  the  0.25pm  level  and 
lower  -  fast.  Embedded  DRAM  isn't  a  dream,  it's  a  reality  What  else 
would  you  expect  from  a  leader?  -as  of  February  i998 

A  MITSUBISHI  ELECTRIC 

MITSUBISHI  ELECTRONICS  AMERICA.  INC.  MITSUBISHI  ELECTRIC  CORPORATION 

ELECTRONIC  DEVICE  GROUP  SEMICONDUCTOR  GROUP 


T  e  c  h  n  o  I  o  g  y    Integration    For    Emerging  Applications 


E    N    A  BLED 


eRAM  ""  stands  for  "embedded  random 
access  memory"-  Mitsubishi's  brand  name 
for  Its  silicon  process  technology,  products 
and  systems  expertise  that  integrate  memory 
and  system-level  core  functions  in  the  same 
integrated  circuit  to  enable  unprecedented 
system  performance.  eRAM  encompasses 
Mitsubishi's  proven  ability  to  combine  memory 
-  especially  DRAM  -  microprocessor:  and 
other  logic  core  functions  in  a  single  piece  of 
silicon.  And  it's  scalable  across  your  product 
lines,  which  helps  you  save  design  costs  and 
get  to  market  foster 

Neo/Vlogic  IS  0  trodemor*;  of  NeoMogic  Corporam. 


www.eram.rom 

4  0  8.7  74.3  1  8  9 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS 


1997 

TOTAL  ANNUAL  COMP 
SALARY        %  CHANGE 

LONG- 
TERM 

PAY  VS  SHAREHOLDER  RETURN 
TOTAL        $  VALUE 

PAY  VS,  CORPORATE  PROFIT 
CHANCF 

SALES:  $  MILLIONS 
ROE  % 

S  BONUS 
$000 

FROM 
1996 

COMP. 
$000 

COMP 
$000 

OF $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATING 

UNION  PLANTERS 

1778.3 
12.7 

B.W.  Rawlins  Jr.,  chmn.  &  CEO 
J.W.  Moore,  pres.  &  COO 

1534 
1096 

48 
65 

0 
0 

7546 
4820 

360 

m 
m 

12.4 

63.4 

m 
m 

WACHOVIA 

5269.6 
13.5 

L.M.  Baker  Jr.,  pres.  &  CEO 
W.E.  Leonard  Jr.,  sr.  exec,  v-p 

1184 
734 

12 
8 

1066 
1060 

■  6457 
4571 

276 

m 
m 

15.6 

-17.2 

m 

WELLS  FARGO 

9608.0 

9.0 

P.  Hazen,  chmn.,  pres.  &  CEO 
R.L.  Jacobs,  vice-chmn. 

2858 
1440 

0 
21 

20173 
6466 

29698 
12605 

250 

m 
a 

14,7 

-61,6 

m 

6    BEVERAGES  (CONSUMER  PRODUCTS) 

ANHEUSER-BUSCH 

11066,2 
29.2 

A.A.  Busch  III,  chmn.,  pres.  &  CEO 
P.T.  Stokes,  v-p 

1799 
950 

-26 
-21 

7191 
2576 

19369 
8732 

190 

a 

B 

26.0 

24,8 

m 

COCA-COLA 

18868.0 
56.5 

R.C.  Goizueta,  chmn.  &  CEO*  4052 
M.D.  Wester,  chmn.  &  CEO**  2856 

•Passed  away  10/18/97.  * 'Became  CEO  10/18/97. 

-22 
48 

107781 
9920 

140812 
36970 

268 

s] 
n 

56.2 

15.8 

B 

m 

COCA-COLA 
ENTERPRISES 

11278.0 
9.5 

S.K.  Johnston  Jr.,  chmn.  &  CEO 
H.A.  Schlmberg,  pres.  &  COO 

2095 
1831 

-57 
-61 

475 
421 

13926 
25975 

597 

m 

B 

7.6 

85.4 

m 
a 

PEPSICO 

20917.0 
23.5 

R.A.  Enrico,  chmn.  &  CEO 

C.E.  Weatherup,  chmn.  &  CEO-Pepsi-Cola 

2807 
2018 

-9 
18 

0 

8196 

20586 
NA 

227 

B 
NA 

20.9 

-9.7 

a 

NA 

7    BUILDING  (INDUSTRIAL:  LOW  TECH)  | 

PPG  INDUSTRIES 

7379.0 
28.5 

J.E.  Dempsey,  chmn.  &  CEOt 
R.W.  LeBoeuf,  chmn.  &  CEO* 

•Became  CEO  7/1/97 

1365 
1257 

-34 
11 

1176 
2883 

8130 
8361 

166 

m 

B 

29,4 

41,4 

m 

SHERWIN-WILLIAMS 

4881.1 
16.4 

J.G.  Breen,  chmn.  &  CEO 
T.A.  Commes,  pres.  &  COO 

1646 
1068 

7 
5 

2084 
609 

9257 
5707 

174 

m 
m 

16.4 

-7,6 

m 
m 

8    CHEMICALS  (INDUSTRIAL:  LOW  TECH) 

AIR  PRODUCTS  & 
CHEMICALS 

4751.7 
18.9 

H.A.  Wagner,  chmn.,  pres.  &  CEO 
J.J.  Kaminski,  exec,  v-p 

1651 
727 

36 
29 

1589 
664 

7076 
3841 

194 

m 
m 

16,8 

78,4 

m 
m 

DOW  CHEMICAL 

20018.0 
23.4 

W.S.  Stavropoulos,  pres.  &  CEO 
A.J.  Carbone,  exec,  v-p 

1835 
1107 

22 
16 

3128 
1158 

10797 
4971 

169 

m 
m 

24,0 

105,5 

m 
m 

DUPONT 

45079.0 
21.7 

J.A.  Krol,  CEO* 

A.W.  Dunham,  exec,  v-p 

•Lett  office  2/1/98. 

3075 
2118 

28 
31 

11141 
431 

19063 
9418 

232 

B 
B 

32,1 

0,5 

m 
m 

HERCULES 

1866.0 
41.0 

R.K.  Elliott,  chmn.  &  CEO 
V.J.  Corbo,  pres.  &  COO 

1730 
1026 

99 
111 

6204 
1306 

12504 
9019 

137 

B 
B 

36,1 

93,4 

a 
m 

IMC  GLOBAL 

2988.6 
4.5 

R.E.  Fowler  Jr.,  pres.  &  CEO* 
W.F.  Bueche,  chmn. 

•Became  CEO  7/2/97 

973 
618 

42 
-37 

480 
299 

NA 
4972 

154 

NA 

m 

11.2 

NM 

NA 

il 

INTL.  FLAVORS  & 
FRAGRANCES 

1426.8 
21.1 

E.P.  Grisanti,  chmn.  &  pres. 
B.D.  Chadbourne,  sr.  v-pt 

1395 
686 

25 
118 

0 
0 

3783 
NA 

121 

m 

NA 

20.3 

-5.8 

a 

NA 

MONSANTO 

7514.0 
7.2 

R.B.  Shapiro,  chmn.  &  CEO 
R.U.  De  Schutter,  vice-chmn. t 

1834 
1225 

-37 
-6 

47491 
8537 

56434 
13374 

347 

m 
m 

12.5 

-66.0 

s 

MORTON 
INTERNATIONAL 

2560.0 
14.6 

S.J.  Stewart,  chmn.  &  CEO 
W.E.  Johnston,  pres.  &  COO 

4380 
1791 

194 
111 

5291 
1718 

14805 
6442 

173 

B 

m 

17,4 

-9,8 

a 
a 

PRAXAIR 

4735.0 
19.6 

H.W.  Lichtenberger,  chmn.  &  CEO 
E.G.  Hotard,  pres.  &  COO 

1516 
815 

-23 
-28 

4468 
453 

23466 
11031 

226 

a 
a 

19,2 

-19,0 

a 
a 

ROHM  &  HAAS 

3999.0 
24.3 

J.L.  Wilson,  chmn.  &  CEO 
J. P.  Mulroney,  pres. 

1939 
1184 

54 
37 

1334 
1463 

6714 
5028 

180 

m 
m 

21,3 

40.6 

m 
m 

UNION  CARBIDE 

6502  0 

2SA 

W.H.  Joyce,  chmn.,  pres.  &  CEO 
J.E.  Geoghan,  v-p 

1809 
690 

-4 
0 

1086 
0 

6587 
4336 

155 

m 
m 

33,5 

14,0 

□ 

9    CONGLOMERATES  (INDUSTRIAL:  LOW  TECH) 

ALLEGHENY  TELEDYNE  3745.1 
29.8 

R.P.  Simmons,  chmn.,  pres.  &  CEO* 
A.H.  Aronson,  exec,  v-pt 

■Became  CEO  2/12/97 

1631 
803 

NA 
20 

213 
415 

NA 
3608 

274 

NA 

m 

32,0 

NM 

NA 
B 

ALLIEDSIGNAL 

14472.0 
26.7 

L.A.  Bossidy,  chmn.  &  CEO 
P.M.  Poses,  vice-chmn. 

5155 
1259 

7 
7 

23082 
3973 

48512 
15743 

239 

m 
m 

25,1 

4.8 

a 
a 

GENERAL  ELECTRIC 

88540.0 
23.8 

J.F.  Welch,  chmn.  &  CEO 
P.  Fresco,  vice-chmn. 

8069 
3700 

28 
21 

31825 
19064 

89577 
47890 

307 

m 
m 

23.1 

6.3 

a 

a| 

HARCOURT 
GENERAL 

3823.6 
-17.8 

Richard  A.  Smith,  chmn.  &  CEO* 
Robert  A.  Smith,  pres.  &  co-COOt 

•Became  CEO  1/15/97. 

1538 
935 

21 
127 

0 
0 

4088 
1692 

163 

m 
m 

6.5 

-291,2 

a 

SI 

IKON  OFFICE 
SOLUTIONS 

5362.3 
1.1 

J.E.  Stuart,  chmn.  &  CEO 
J.J.  Forese,  exec,  v-p 

900 
425 

-50 
-56 

576 
0 

8273 
NA 

114 

m 

NA 

9,9 

51.6 

m 

NA 

ITT  INDUSTRIES 

Slll.l 
13.8 

D.T.  Engen,  chmn.,  pres.  &CEO 
L.J.  Giuliano,  sr.  v-p 

1793 
707 

4 
7 

1854 
851 

8527 
4425 

187 

m 
m 

14,1 

347.0 

a 
m 

TENNECO 

7220.0 
14.3 

D.G.  Mead,  chmn.  &  CEO 
P.T.  Stecko,  COO 

1346* 
1172 

-50 
29 

950 
797 

9569 
4781 

119 

a 
a 

12.6 

-34,2 

a 
a 

•Received  options  in  lieu  of  a  bonus. 
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www.ey.com 


Remember  When  The  Challenge  Was 
Getting  From  Point  A  To  Point  B? 

Many  multinational  companies  are  now  based  in  the  same 
place:  the  entire  world.  And  a  high  percentage  of  them  are 
Ernst  &  Young  clients.  Because  in  everything  from  information 
technology  to  tax  consulting,  we  offer  them  the  advantage 
of  a  single  point  of  contact  coupled  with  thorough  local 
knowledge  and  implementation  capabilities. 

As  part  of  a  worldwide  organization  that  has  70,000  peo- 
ple in  130  countries,  we  can  make  doing  business  anywhere 
as  easy  as  71. 

There  Isn^tA  Business  We  Can^t  !mprove^ 

sU  Ernst  &YOUNG 


Total  cubic  feet  of  cargo 
room  available  in  Dodge 
Durungo:  HH.  Total  number 
of  storage  areas  available, 
including  cupholders,  compart 
ments,  cubbyholes,  trays  cmd 
in-floor  bins:  25.  Total  number  of 
smiles  you  'II  have  upon  discovering 
you  have  a  convenient  place  for  all 
your  things:  way  too  many  to  count. 


!«  opt  for  an  overhead 
e  that  features  com- 
mtsfor  a  garage 
pener  and 
sses.  Inchided 
p  computer 
mpass. 


nfun 


One  thing  people  really  seem  to 
he  thirst}'  for  is  more  cupholders. 
In  the  new  Dodge  Durango, 
there  are  up  to  nine. 


Depending  on  the  model  you 
choose,  there 's  a  center  console 
with  hcmdy  compartments  for 
CDs,  tapes  and  other  personal 
items.  With  an  armrest  built 
right  in,  it's  also  a  convenient 
place  to  keep  your  elbow. 


Durango  loj  The  New  Dodge 

For  more  information,  call  1-800-4-A-DODGE  or  visit  our  Web  site  at  www.4adodge.com 

"Available  feature  comparisons  vs.  domestic  compact  SUV  models.  Excludes  other 
Chrysler  Corp.  vehicles.  All  comparisons  based  on  data  available  at  time  of  printing. 
Always  use  seat  belts.  Remember  a  backseat  is  the  safest  place  for  children. 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAYHPERFORMANCE  ANALYSIS 


1997 

TOTAL  ANNUAL  COMP 
SALARY        %  CHANGE 

LONG- 
TERM 

PAY  VS,  SHAREHOlOER  RETURN 
TOTAl  JUAIIIF 

?Ki  VS,  CORPORATE  PROFIT 
CHANGF 

SALES:  $  MILLIONS 
ROE:  % 

&  BONUS 
$000 

FROM 
1996 

COMP, 
$000 

COMP 
$000 

OF  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATING 

TEXTRON 

10544.0 
17.3 

J.F.  Hardymon,  chmn.  &  CEO 
L.B.  Campbell,  pres.  &  COO 

2712 
1400 

2 
17 

3730 
1965 

15043 
10739 

264 

1] 
H 

15.5 

14.9 

a 

B 

TRW 

10831.0 

-3.1 

J.T.  Gorman,  chmn.  &  CEO 
P.S.  Hellman,  pres.  &  COO 

5503 
3045 

9 
8 

1398 
213 

■17625 
8580 

174 

H 
B 

8.5 

-115.9 

m 
n 

10    CONTAINERS  (INDUSTRIAL:  LOW  TECH) 

AVERY  DENNISON 

3345.7 
24.5 

CD.  Miller,  chmn.  &  CEO 
P.M.  Neal,  pres.  &  COO 

2105 
1283 

12 
10 

9116 
2824 

19725 
8533 

269 

m 

[U 

21.1 

53.0 

m 

CROWN  CORK 
&SEAL 

8494.6 
9.2 

W.J.  Avery,  chmn.  &  CEO 
M.J.  McKenna,  pres.  &  COO 

1283 
657 

28 

67 

0 
0 

4152 
2541 

138 

ffl 

m 

1.1 

-4.5 

m' 
d 

OWENS-ILLINOIS 

4658.5 
21.4 

J.H.  Lemieux,  chmn.  &  CEO 
L.A.  Wesselmann,  sr.  v-p  &  CFO 

1229 
539 

-13 
6 

13777 
2192 

18577 
3960 

345 

m 
m 

27.0 

-2.1 

S] 

tu 

11    DRUGS  (CONSUMER  PRODUCTS) 

ABBOTT 
LABORATORIES 

11883.5 
41.9 

D.L.  Burnham,  chmn.  &  CEO 
T.R.  Hodgson,  pres.  &  COO 

2547 
1688 

9 
12 

5836 
3157 

15445 
8708 

213 

m 

39.8 

11.9 

HI  1 

n 

AMERICAN  HOME 
PRODUCTS 

14196.0 
27.4 

J.R.  Stafford,  chmn.,  pres.  &  CEO 
R.G.  Blount,  sr.  exec,  v-p 

2700 
1420 

10 
9 

18244 
5755 

44291 
20357 

267 

a 
m 

28.2 

-23.8 

a 

i3 

AMGEN 

2401.0 
30.1 

G.M.  Binder,  chmn.  &  CEO 
K.W.  Sharer,  pres.  &  COO 

1437 
833 

-12 
-31 

8864 

2543 

44101 
10444 

183 

a 

32.6 

20.1 

a 

S] 

BAXTER 

INTERNATIONAL 

6138.0 
11.5 

V.R.  Loucks  Jr.,  chmn.  &  CEO 
H.M.  Jansen  Kraemer  Jr.,  pres. 

2174 
1127 

15 
66 

6195 
1184 

13894 
3865 

210 

i] 
m 

14.8 

-28.5 

a 
1 

BECTON,  DICKINSON 

2856.4 
22.3 

C.  Castellini,  chmn.,  pres.  &  CEO 
J.W.  Galiardo,  vice-chmn. 

1597 
777 

18 
5 

353 
413 

5143 
3265 

215 

m 
m 

20.6 

46.2 

a 

BRISTOL-MYERS 
SQUIBB 

16701.0 
46.3 

C.A.  Helmbold  Jr.,  chmn.  &  CEO 
K.E.  Weg,  exec,  v-p 

2803 
1194 

21 
14 

25409 
8578 

38151 
11918 

358 

s 

40.3 

43.3 

S] 

m 

GENENTECH 

947.6 
6.4 

A.D.  Levinson,  pres.  &  CEO 
W.D.  Young,  COO 

1040 
635 

30 
9 

0 
0 

2515 
3379 

133 

m 

7.4 

-31.1 

a 
a 

uUIUAn  1 

25.8 

R.W.  Dollens,  pres.  &  CEO 
J.M.  Cornelius,  chmn. 

760 
1437 

30 

21 

0 

0 

3052 
5224 

■7Q0 

m 
LLI 

m 

2^:.o 

Hi 

JOHNSON  & 
JOHNSON 

22629.0 
26.7 

R.S.  Larsen,  chmn.  &  CEO 
R.N.  Wilson,  vice-chmn. 

'Includes  $980,562  dividend  equivalent.  * 

3574*        27       8431  20145 
2562**       14       7737  18446 

Includes  $909,371  dividend  equivalent. 

252 

m 

25.5 

-5.1 

SI 

a 

LILLY  (ELI) 

8517.6 
-8.3 

R.L.  Tobias,  chmn.  &  CEO 
S.  Taurel,  pres.  &  COO 

2679 
1634 

12 
10 

1561 
2824 

14658 
9918 

455 

[U 

13.5 

-137,7 

m 

MEDTRONIC 

2560.2 
23.4 

W.W.  George,  chmn.  &  CEO                1 107 
A.D.  Collins  Jr.,  pres.  &  COO  686* 

'Excludes  $100,000  bonus  paid  as  5,777  stock  options. 

9 
-13 

1431 
934 

5577 
4205 

383 

m 
a 

26.1 

6.3 

a 

MERCK 

23636.9 
36.6 

R.V.  Gilmartin,  chmn.,  pres.  &  CEO 
E.M.  Scolnick,  exec,  v-p 

2500 
1514 

13 
3 

0 

3403 

7000 
13802 

295 

m 
a 

32.5 

35.0 

m 
m 

PFIZER 

12504.0 
29.9 

W.C.  Steere  Jr.,  chmn.  &  CEO 
H.A.  McKinnell  Jr.,  exec,  v-p 

3880 
1796 

10 
17 

24240 
7791 

49915 
15947 

406 

a 
a 

28.6 

-0.5 

a 
s 

PHARMACIA  & 
UPJOHN 

6710.0 
5.0 

F.  Hassan,  pres.  &  CEO* 

G.  A.  Ando,  exec,  v-p 

■Joined  company  and  became  CEO  5/10/97 

1323 
816 

NA 
-9 

10080 
0 

NA 
2444 

190 

NA 

m 

8.4 

-75.2 

NA 

SCHERING-PLOUGH 

6778.0 
51.2 

R.J.  Kogan,  pres.  &  CEO 
R.P.  Luciano,  chmn. 

2242 
2537 

13 
5 

11797 
8453 

28569 
30305 

358 

a 

58.3 

-12.5 

U 

SI 

STRYKER 

980.1 
20.5 

J.W.  Brown,  chmn.,  pres.  &  CEO 
R.A.  Elenbaas,  v-p 

1050 
610 

11 
17 

0 
0 

2775 
1999 

204 

m 
m 

19.8 

1.3 

ffl 

E 

WARNER-LAMBERT 

8179.8 
30.7 

M.R.  Goodes,  chmn.  &  CEO  2682 
L.J.  de  Vink,  pres.  &  COO  1640 

•Includes  $7,2  mil,  payments  for  cash  awards. 

14 
20 

8386* 
3185 

19769 
9761 

346 

m 
n 

31.4 

-19.7 

S 
SI 

12    ELECTRICAL  &  ELECTRONICS  (INDUSTRIAL 

HIGH  TECH) 

AMP 

5745.0 
15.6 

W.J.  Hudson  Jr.,  pres.  &  CEO 
J.E.  Marley,  chmn. 

1380 
1135 

64 
58 

1980 
1605 

8275 
6675 

124 

SI 

13.8 

-1.4 

m 
a 

ANALOG  DEVICES 

1282.2 
16.2 

J.G.  Fishman,  pres.  &  CEO 
R.  Stata,  chmn. 

1284 
857 

-7 
-33 

6545 
4632 

15004 
8310 

235 

m 

18.1 

13.3 

a 
a 

COOPER  INDUSTRIES 

5288.8 
15.3 

H.J.  Riley  Jr.,  chmn.,  pres.  &  CEO 
R.E.  Jackson  Jr.,  exec,  v-p 

1594 
780 

7 
6 

0 
0 

4055 
2048 

158 

m 
m 

16.1 

73.3 

a 
ffl 

EATON 

7563.0 
22.4 

S.R.  Hardis,  chmn.  &  CEO 
A.M.  Cutler,  pres.  &  COO 

2325 
1577 

33 
30 

1085 
1078 

8317 
5570 

195 

m 

m 

19.6 

13.0 

a 
a 

HARRIS 

3917.5 
13.6 

P.W.  Farmer,  chmn.,  pres.  &  CEO 
W.E.  Cantrell,  pres. -sub. 

,334 
/18 

19 
6 

2841 
594 

8475 
3559 

230 

m 
m 

13.0 

32.2 

a 
m 

INTEL 

25070.0 
36.0 

A.S.  Grove,  chmn.  &  CEO 
C.R.  Barrett,  pres.  &  COO 

3255 
2555 

8 
11 

48958 
0 

157985 
20852 

443 

m 

SI 

32.0 

45.8 

B 

a 

LINEAR  TECHNOLOGY 

425.9 
24.6 

R.H.  Swanson  Jr.,  pres.  &  CEO  1090 
C.B.  Davies,  v-p  &  COO  866 

*  1995  stock  options  canceled  &  exchanged  for  nev»  options 

-9 
-13 
n  1997 

406* 
2996* 

4405 
7981 

235 

m 
m 

27.5 

-3.2 

ffl 
a 
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e  hotels  overseas  now  offer  an 
idibly  fast  and  easy  way  to  call  back  to  the  States. 
AT&T  Speed  Dial  feature.  It  makes  accessing 
liT  Direct*  Service  faster  and  easier  than  even 


Introducing 
the  AT&T 

speed  dial 
feature 


It's    all    within    your  reach. 


AT&T 


The  new  AT&T  S  p  G  6  d  dial 

f  e  at  U  re    makes  can  ing  back  to  the 
States  easier  than  ever. 


Now  accessing  AT&T  Direct®  Service  from  your  hotel  room  can  be  as  simple  as  pushing 


a  button.  So  you're  in  touch  with  those  back  home  faster  and  without  having  to  dial  an 


international  access  number.     \  '^^'^  -    AT&T  Direct  provides  fast  connections  with  the  K 


clearest  sound  quality*  on  calls  back  to  the  States.  Always  look  for  hotels  that  offer  the  convenience  of  the 
AT&T  Speed  Dial  feature.  It's  another  innovation  that  makes  your  life  easier  from 
the  world's  most  powerful  network.  AT&T. 


Gitii 
liuai 

III 


AT&T 


Available  at  these  fine  Asia/Pacific  hotels: 


Sunshine  Hotel 
Shenzhen,  China 
Tel.:  86  755  223  3888 

A  deluxe  commercial  hotel  and  the  first  5-Star  hotel  in 
the  center  of  Shenzhen  City.  Its  371  guest  rooms  include  64 
executive  rooms  with  private  room  safe 
and  fax.  Daily  free  shuttle  bus  betv^een 
Hong  Kong  and  Shenzhen  Railway  Station. 


Holiday  Inn  Crowne 
Plaza  Beijing 
HOUDM  INN 
WORLDWIDE 
Beijing,  China 

Tel.:  86  I  651  333  88 


In  the  heart  of  the  city,  this 
hotel  displays  a  fine  collection 
of  traditional  and  contempo- 
rary Chinese  art  in  its  Art 
Salon  and  Gallery.  Tiananmen 
Square  and  the  Forbidden  City 
are  just  a  short  distance  away 
The  Grand  Ballroom  and 
Executive  Boardroom  can 
accomimodate  350  people. 

CROWNE  PLAZA" 

Beijing 
*v;H|!'r.2.fn*'.c£fFilHSft 


*6osed  on  1997  customer  preference  study  compared  to  other  US.  carriers  Credit  card  calling  subject  to 
availability  Payment  terms  subjea  to  your  credit  card  agreement.  Collect  calling  is  available  to  the  U  S.  only. 


Gitic  Plaza  Hotel 
Guangzhou,  China 
Pel.:  86  20  833 1  1888 


A  63-story  building  that  is 
the  tallest  5-Star  hotel  in 
China.  It  is  located  in  the 
growing  commercial  and  finan- 
cial center  of  Guangzhou. 
Near  the  major  recreational 
and  shopping  area.  Features 
ultra-modern  facilities  with 
deluxe  accommodations,  inter- 
national cuisine  and  fashion- 
able nightlife. 


GITIC  PLAZA  HOTEL 
★  ★  ★  ★  ★ 


Hotel  Equatorial 

Qingdao 
Qingdao,  China 
Tel.:  86  532  581  6015 
/6025 


The  first  4-Star  interna- 
tional hotel  in  Qingdao  with 
464  luxury  rooms  and  suites. 
Conveniently  located  to  major 
commercial  centers,  tourist 
attractions  and  historical  sites. 
Chinese,  Japanese  and  interna- 
tional restaurants  and  bars. 
Flexible  function  rooms. 


^  •%  ?!  /Jli  k  'ik  1^- 


Haitian  Hotel 
Qingdao,  China 
Tel.:  86  532  387  1888 

A  5-Star  hotel  located  30  minutes  from  the  airport  in  a  prime 
ea  of  the  city.  Renowned  for  its  gracious  Chinese  hospitality, 
le  hotel  has  a  Business  Center,  meeting  and  conference  rooms, 
I'D  executive  floors,  six  restaurants,  pool,  tennis  courts,  sauna, 
'm,  discotheque,  karaoke, 
rline  office  and  a  shopping 

"''^  HAITIAN  HOTEL 

QINGDAO  P.R.C. 


Grand  Regency  Hotel 
Qingdao,  Shandong,  China 
Tel.:  86  588  1818 

A  fine  hotel  that  features  a  variety  of  meeting  spaces.  The 
ballroom  can  comfortably  accommodate  800  people.  The 
International  Convention  Center  can  hold  400  people.  Three 
Convention  Centers  are  suitable  for  meetings  for  20  to  40 
guests.  Meeting  facilities  include  a  wide  range 
of  audio-visual  and  technical  equipment.  ^    I IJ)  ^ 


Ramada  Hotel  Wuhan 
Wuhan,  China 
Tel.:  86  27  578  7968 


Located  in  the  central  business  and  commercial  district. 
Ad|acent  to  the  150-acre  Fountain  Amusement  Park  and  15 
miles  from  the  Wuhan  Tianhe  International  Airport.  All  suites 
are  equipped  with  direct  fax  lines  and 
machines.  All  rooms  have  safes,  data 
and  telephone  ports. 

RAMADA 

H  C)  I  I  L  WUHAN 


^    n  ill 


Holiday  Inn  Lido  Beijing 
Beijing,  China 
HOLIDAY  INN  WORLDWIDE 
Tel.:  86  I  643  766  88 

Extensive  conference  facilities  with  1,000  person  Grand 
Ballroom  and  a  24-hour  Business  Center  with  Internet  service. 
Executive  Club  Floor  creates  a  haven  of  comfort  and  relaxation  in 
a  quiet,  private  atmosphere,  offering  international  service  standards. 

^l'  "\;^0^3uAcxx3  ^v\yC  Lido  Beijing 


Yindo  Hotel 
Zhuhai,  China 
Tel.:  86756  888  3388 


The  only  5-Star  busines 
hotel  in  the  expanding  specie- 
economic  zone  of  Zhuha 
Towering  over  the  bustlin 
business  district,  the  hote 
has  unique  architecture,  witi 
overall  facilities  of  internation; 
standard. Just  70  minutes  fron 
Hong  Kong  by  hydrofoil, 
5-minute  walk  to  Macau  bonder 
10  fully  equipped  meetin 
rooms  are  available. 


YlNDO  HOTEl 


Kempinskl  Hotel  Beijing  Lufthansa  Center 
LEADING  HOTELS  OF  THE  WORLD 
Beijing,  China 
Tel.:  86  I  6465  3388 

The  Kempinski  Hotel  Complex  is  located  in  the  embassy  and 
commercial  district.  It  features  eight  restaurants,  three  bars,  two  fit- 
ness centers,  indoor  pool, outdoor  tennis  courts, offices,  apartments, 
supermarket  and  a  department  store. The  Jade  Ballroom  accommo- 

KempinskI 

HOTEL  BEIjlNG  LUFTHANSA  CLNTEP. 


OMNI  Batavia  Hotel 
Jakarta,  Indonesia 
Tel.:  62  21  690  41  18 

A  premier  4-Star  international  business  hotel,  the  OMNI  is 
)nveniently  located  in  the  Glodok  downtown  business  district 
ithin  the  historical  area  known  as  "Old  Batavia."  You  will  find 
58  impeccably  appointed  rooms  with  fine  dining  establishments 
(waiting  you  in  the  magnificent  colonial  style  structure. 

Hotel  Omni#Batavia 

Jakarta,  Indonesia 


Holiday  Inn  Crowne  Plaza  Jakarta 
Jakarta,  Indonesia 
HOLIDAY  INN  WORLDWIDE 
Tel.:  62  21  526  8833 

Strategically  located  in  Jakarta's  busy  Golden  Triangle  business  dis- 
trict and  only  minutes  from  Soekarno-Hatta  International  airport  this 
5-Star  hotel  offers  100%  guest  satisfaction  amidst  a  warm  and  friendly 
atmosphere.  Its  excellent  array  of 
restaurants  and  bars,  combined  with 
its  superb  banquet  facilities  and  busi- 
ness services,  makes  it  the  first  choice 
hotel  of  discerning  business  travelers. 


CROWNE  plaza  " 
JAKARTA 


Park  Place  Hotel 
Cebu  City,  Philippines 
Tel.:  6332  253  1131 

Standing  majestically  in  front  of  Fuente  Osmena,  Park  Place 
Dtel  has  a  wide  range  of  luxurious  accommodations  to  choose 
)m.  There  are  studios,  standard  rooms,  executive  rooms  and 
ites.  All  rooms  have  air-condi- 

)ning,  showers  and  cable  televi-  P^^I^IC 
)n.  Meeting  facilities  include  PL-ACTE 
e  rooms  with  the  latest  audio- 
iual  equipment. 


HOTEL 

//e  /lea/'f^     it  a// 


Golden  China  Hotel 

Taipei, Taiwan 
Tel.:  886  2  2521  5151 


A  22G-room  hotel  located 
in  the  city  center  Air  condi- 
tioning, refrigerator,  in-room 
safe.  Conference  rooms  for 
various  sized  meetings.  Tour 
information  desk,  car  rental  on 
site.  Business  Service  Center, 
several  restaurants,  concierge. 
24-hour  room  service. 


Palm  Courtt  Bangkok 
ASCOTT  INTERNATIONAL 
Bangkok,  Thailand 
Tel.:  662  267  4050 

A  stylishly  furnished  apartment  style  serviced  hotel.  Spacious 
interiors,  fully  equipped  kitchens  and  all  modern  conveniences. 
Located  in  the  heart  of  Bangkok,  it  is  within 
easy  walking  distance  of  the  financial  center, 
entertainment,  shopping,  hospitals,  embassies 
and  restaurants.  It  is  the  ideal  place  to  conduct 
business  and  entertain  friends  and  associates. 


—  PALM — 

COURTT 


BANGKOK 


Hotel  Amiga 
Seoul,  Korea 
Tel.:  82  2  3440  8000 

A  200-room,  5-Star  hotel  with  a  European  feel,  located  in  the 
heart  of  Seoul's  Kangnam  business  and  entertainment  district. 
Business  accommodations  include  three  function  rooms  catering 
up  to  400  people,  two  business  centers 
with  fax  machine,  notebook  computer 
and  fax  modem.  Complimentary  wel- 
come beverage  for  AT&T  Calling  Card 
customers.  AMIGA 


Near  the  business  distria  an  ' 
international  convention  centei 
157  rooms  and  suites  with 
executive   floor  and  loungt 
business  center,  conference  an 
banquet  rooms,  pool,  gym  and 
variety  of  restaurants  and  ban  '^f- 
Rooms  are  sound-proofed,  air 
conditioned,  with  satellite  T\ 
minibar,  bath,  personal  safe,  radk 
hairdryer  and  spacious  desk. 


Garden  Plaza  Hotel 
Ho  Chi  Minh  City, 

Vietnam 
Tel.:  848  842  I  I  I  I 


GARDEN  PLAZA  HOTEU 


HO  CHI  MISH  cm  VIETSAM 


Holiday  Inn  Seoul 
Seoul,  Korea 
HOLIDAY  INN  WORLDWIDE 
Tel.:  82  2  717  9441 

All  367  rooms  and  suites  have  individual  temperature  control. 
TV,  radio,  refrigerator  with  minibar,  private  bath  with  tub  and 
shower.  Meeting  and   banquet   rooms  can  accommodate 
1.000    and    have    event    reader    board,    blackout    drapes  I 
and  adjustable  lighting.  »  #    a  m 

Outdoor  funcDon  space  ^  T\O\XOl0M  ^I^M^ 
available.  ^ 

Seoul 


me 


Mm: 


Look  for  these  and  other  fine  hotels  worldwide 
that  have  the  AT&T  Speed  Dial  feature. 

For  nnore  information,  check  out  the  AT&T  Worldwide  Traveler  Web  Sice 
at  http://www.att.conn/traveler 

SI  998  AT&T.  All  Rights  Reserved. 


(ECUTIVE  COMPENSATION  SCOREBOARD 


)MPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS.  SHAREHOLDER  RETURN 

PAY  VS 

CORPORATE  PROFIT 

1997 

SALARY 

%  CHANGE 

TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES  S  MILLIONS 

ROE-  % 

&  BONUS 

$000 

FROfit 

1996 

COMP. 

sooo 

COMP. 
$000 

Of  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 
% 

RATING 

iXIM  INTEGRATED 

UUUw 1 d 

488.0 

J.F.  Gifford,  chmn.,  pres.  &  CEO 
T.  Doluca,  v-pt 

"1997  bonus  has  not  been  determined. 

264- 
170* 

-75 
-46 

9808 
4061 

24712 
5232 

394 

S 

m 

29.6 

57.3 

m 

□ 

:ron  technology 

3742.0 

111 

S.R.  Appleton,  chmn.,  pres.  &  CEO      3298"  59 
T.A.  Lowrey,  vice-chmn.  &  COO**        2075  1 

'InciuOes  $1.0D7,99i  pa;d  'i  amended  severance  &  noncompete  a 

1903 
2669 

greements. 

15146  118 
11979 
"Resigned  4/29/97, 

a 
a 

26.4 

-70.9 

m 
a 

LEX 

1618.8 
14.8 

F.A.  Krehbiel,  chmn.  &  CEO 
J.H.  Krehbiel  Jr..  pres.  &  COO 

967 
851 

4 
13 

95 
45 

3341 
2832 

183 

m 
m 

12.9 

37,3 

m 
m 

TOROLA 

29794.0 
8.9 

C.B.  Galvin,  CEO*                          1951         36  0** 
G.L.  Tooker,  chmn.                         1855           0  0** 
'Became  CEO  1, 1;97.  "1997  long-term  award  has  not  yet  been  determined. 

13409 
16914 

101 

m 
m 

11.6 

-48.2 

a 
a 

:kwell 
ernational 

7888.0 
11.3 

D.R.  Beall,  Chmn.  &  CEO  3295 
D.H.  Davis  Jr.,  pres.  &  COO**  1543 

'Includes  $1.25  mil.  special  bonus.  Left  company  7/3/97 

10  1250*  10728 

11  0  5231 
"Became  CEO  10/1/97. 

192 

n 
m 

14.7 

-40.1 

s 

31 

.ECTRON 

4023.5 
17.5 

K.  NIshlmura,  chmn.,  pres.  &  CEO 
S.  Zohouri,  sr.  \-pt 

922 
598 

12 
34 

3335 
723 

5869 
2176 

302 

m 
m 

16.2 

4.3 

m 
m 

'M  INSTRUMENTS 

9750.0 
5.1 

T.J.  Engibous,  pres.  &  CEO 
R.K.  Templeton,  exec,  v-pt 

2146 
1459 

321 
423 

0 
0 

6593 
NA 

248 

m 

NA 

10.2 

-77.5 

m 

NA 

FOOD  PROCESSING  (CONSUMER  PRODUCTS) 

;HER  DANIELS 
ILAND 

14697.4 
7.0 

D.O.  Andreas,  chmn.  &  CEO 
J.R.  Randall,  pres.t 

4086 
1968 

5 
5 

0 
0 

11759 
6434 

125 

B 

B 

10.6 

-27.0 

a 
a 

ITFOODS 

8400.0 
43.6 

CR.  Shoemate,  chmn.,  pres.  &  CEO 
A.  Labergere,  exec,  v-p 

1597 
1086 

9 
39 

3269 
1884 

15352 
6939 

215 

m 
m 

32.7 

121.6 

m 
m 

/IPBELLSOUP 

8057.0 
62.5 

D.W.  Johnson,  chmn.* 

B.L.  Anderson,  exec,  v-p  &  CFOt 

•Lett  office  7/15/97. 

1981 
663 

-8 
183 

1250 
1502 

10431 
NA 

280 

m 

NA 

40.0 

97.2 

m 

NA 

iagra 

23828.5 
25.5 

P.B.  Fletcher,  chmn.  &  CEO 
B.C.  Rohde,  vice-chmn.  &  pres. 

2507 
1298 

11 
NA 

3322 
5382 

14362 
NA 

226 

m 

NA 

19.5 

34.9 

m 

NA 

lERAL  MILLS 

5788.4 
100.2 

S.W.  Sanger,  chmn.  &  CEO 
R.G.  Viault,  vice-chmn. 

'Includes  $192,000  deferred  hiring  bonus. 

1062 
1040* 

-25 
66 

109 
135* 

3257 
NA 

168 

m 

NA 

115.0 

-45.6 

m 

NA 

NZ  (H.J.) 

9180.0 
16.0 

A.J.  O'Reilly,  chmn.  &  CEO 
D.R.  Williams,  exec,  v-pt 

2405 
993 

-12 
-5 

0 

530 

68866 
3339 

228 

m 
m 

17.6 

-33.0 

a 
m 

ISHEY  FOODS 

4302.2 
39.4 

K.L.  Wolfe,  chmn.  &  CEO 
J. P.  Viviano,  pres.  &  COO 

1439 
1140 

3 
11 

2886 
1322 

9078 
5758 

272 

m 
m 

29.7 

208.4 

m 
m 

LOGO 

6830.1 
56.5 

A.G.  Langbo,  CEO 

T.A.  Knowlton,  exec,  v-p 

1646 
770 

32 
17 

3187 
1314 

11578 
4539 

183 

m 
m 

42.9 

44.9 

m 
m 

tISCO  HOLDINGS 

8734.0 
10.3 

H.J.  Greeniaus,  chmn.,  pres.  &  CEO 
J.J.  PostI,  pres. -sub.* 

'Resigned  3/1/98. 

1952 
749 

-1 
-11 

333 
826 

9038 
4334 

NA 

NA 
NA 

6.0 

10.6 

a 
a 

^EER  HI-BRED 
ERNATIONAL 

1773.0 
19.0 

C.S.  Johnson,  chmn.,  pres.  &  CEO 
J.L.  Chicoine,  exec,  v-p  &  CFO 

1727 
876 

2 
8 

944 
445 

6442 
3231 

325 

m 
m 

20.3 

-21.5 

m 
m 

.KER  OATS 

5015.7 
-409.8 

W.D.  Smithburg,  chmn.,  pres.  &  CEO*    740  -16 
J.F.  Doyle,  exec,  v-p                        998  36 

'Resigned  10/22/97.  "Includes  $441,165  in  special  incentive  award. 

278            5158***  188        [2]      -106.3  -903.1  H] 
1609**        4396***              l  \5\ 
'**Due  to  fiscal-year  change  in  1995.  compensation  for  that  year  is  for  18  months. 

STON  PURINA 

4543.4 
20.4 

W.P.  Stiritz,  chmn.,  pres.  &  CEO 
J.W.  Brown,  v-p 

2106 
851 

-2 
63 

4942 
3968 

15975 
5806 

220 

m 
m 

42.6 

-67.3 

m 
m 

ALEE 

19751.0 
-25.0 

J.H.  Bryan,  chmn.  &  CEO 
C.S.  McMillan,  pres. 

2259 
1311 

-2 
11 

3523 
2311 

15319 
7210 

239 

m 
m 

4.9 

-515.6 

m 
m 

CO 

14779.4 
22.7 

B.M.  Lindig,  pres.  &  CEO  1221* 
J.F.  Woodhouse,  chmn.  1115* 

'Excludes  portion  of  bonus  paid  in  restricted  stocl<. 

16 
7 

497 
456 

4659 
4536 

186 

m 
m 

19.8 

29.8 

m 
m 

ON  FOODS 

6348.6 
11.2 

L.E.  Tollett,  chmn.  &  CEO  630 
D.  Tyson,  chmn.  1422* 

'Includes  $703,576  related  to  travel  &  entertainment. 

4 

-16 

0 
0 

2286 
4815 

147 

m 
m 

10.6 

NM 

m 
m 

GLEY  (WM.)JR. 

1937.0 
27.6 

W.  Wrigley,  pres.  &  CEO  500* 
D.S.  Barrie,  group  v-p  409* 

■  1997  bonus  &  restricted  stock  awards  not  yet  determined 

-36 
-34 

25- 
60* 

3658 
3484 

170 

m 
m 

27.1 

-17.7 

m 
m 

FOOD  &  LODGING  (SERVICE) 

ON  HOTELS 

5316.0 
7.4 

S.R  Bollenbach,  pres.  &  CEO 
A.M.  Goldberg,  exec,  v-pt 

946  -11 
1000  1633 

0 
0 

NA 
NA 

182 

NA 
NA 

8.7 

-31.6 

NA 
NA 

;0N  GLOBAL 
TAURANTS 

9681.0 
NM 

A.E.  Pearson,  chmn.  &  CEO                1881*        NA            0               NA        NA  NA 
D.C.  Novak,  vice-chmn.  &  pres.t         2376**     148            0              NA  NA 
'includes  $850,000  one-time  hiring  bonus.  Compensation  paid  from  hire  date  of  7/1/97.  Became  CEO  10/21/97. 
"Compensation  paid  by  PepsiCo  prior  to  spin-off  10/97. 

NM 

NM 

NA 

NA 

GENERAL  &  SPECIAL  MACHINERY  (INDUSTRIAL  LOW  TECH) 

LIED  MATERIALS 

4546.2 
22.5 

J.C.  Morgan,  chmn.  &  CEO 
D.  Maydan,  pres. 

1274 
968 

-19 
-16 

11376 
12025 

26534 
25670 

285 

a 
n 

24.4 

1.6 

a 
a 
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Whether  printed,  Faxed,  copied  or  scanned,  even  these 
abuses  oF  the  English  language  deserve  to  look  their  best. 


To:  .Ml  Personnel 
From:  Bob 

This  IS  an  FYT  per  request  of  the  CEO  (i.e.  me) 
re:  rouong  of  all  memos.  To  recap:  all  memos 
must  be  OK'd  by  this  office 

This  poLcy  is  to  be  implemented  ASAP  Please 
call  me  w/any  qucsoons,  >) 

CC.  dlSL 

end 


To;  All  Personnel 
From  Bob 

This  IS  an  FYl  pet  request  of  the  CEO  {i.e.  me) 
rc  rouang  of  all  memos  To  recap  all  memos 
must  be  OK'd  by  this  office 

This  policy  IS  to  be  implemented  ASAP  Please 
call  me  w/any  qucsnons  -) 


To  All  Personnel 
From:  Bob 

This  IS  an  FYl  per  request  of  the  CEO  fic  me) 
rc  routing  of  all  memos.  To  recap:  all  memos 
must  be  OK'd  by  this  office 

This  poLcy  it  to  be  implemented  ASAP  Please 
call  me  w/any  questions.  •) 


Laser  print 


Laser  fax 


Laser  copy 


The  All-in-One  HP  LaserJet  3100 

Laser  Printer 


'Estimated  U.S.  retoit  price.  Actual  price  may  vary. 


I'.harpness,  clarity  and  precision  of  HP  LaserJet  technology  is  now  available  in  an  all-in-one  unit. 

HP  LaserJet  3100  gives  you  professional,  600  dpi  black  and  white  documents  at  impressive  i^l^nV  HEWLETT 

speed.  It  even  performs  multiple  tasks  simultaneously.  All  with  the  dependability  you'd 


PACKARD 


cct  from  Hewlett-Packard.  Priced  around  $699".  For  more  information  visit  www.lj3100.com  [  Expanding  Possibilities^ 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS  SHAREHOLDER  RETURN 

PAY  VS,  CORPORATE  PROFIT 

1997 

SALARY 

%  CHANGE 

TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES:  $  MILLIONS 

ROE:  % 

&  BONUS 
$000 

FROM 
1996 

COMP, 
$000 

COMP, 
$000 

OF  $100 
NVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATIN 

BLACK  &  DECKER 

4940.5 
12.7 

N.D.  Archibald,  chmn.,  pres.  &  CEO 
J.  Gditi,  exec,  v-p 

2857 
1029 

-45 
91 

1907 

18722 
2786 

171 

m 

12.7 

11.6 

B 

CATERPILLAR 

18925.0 
35.6 

D.V.  Fites,  chmn.  &  CEO 
G.S.  Flaherty,  group  pres. 

2530 
884 

10 
15 

1125 

Q  7  c; 

10048 
5374 

187 

[1 

m 

34.1 

8,5 

m 

DANAHER 

2051.0 
16.9 

G.M.  Sherman,  pres.  &  CEO 
r.w.  AMenuer,  sr.  v-p  &  \^r\j 

2133 
621 

39 
17 

0 
u 

19053 
1645 

243 

ID 

m 

17.0 

-1.6 

s 

E 

DEERE 

13241.5 
23.8 

H.W.  Becherer,  chmn.  &  CEO 
B.L.  Hardiek,  pres.t 

2264 
846 

7 
9 

2330 

4  1 U 

11732 
3322 

280 

m 

23.2 

0.9 

[3]' 

a 

DOVER 

4547.7 
23.8 

T.L.  Reece,  pres.  &  CEO 
J.E.  Pomeroy,  v-p 

1675 
860 

3 
11 

1482 
1876 

8951 
6941 

292 

m 
m 

24.2 

17.1 

@ 

-P. 

INGERSOLL-RAND 

7103.3 
16.3 

J.E.  Perella,  chmn.,  pres.  &  CEO 
J.F.  Travis,  vice-chmn. 

2122 
1075 

19 
27 

593 
1155 

7582 
4871 

204 

m 
m 

16.1 

17.9 

m 

m 

STANLEY  WORKS 

2669.5 
-6.9 

J.M.  Trani,  chmn.  &  CEO 
R.A.  Hunter,  pres.  &  COO** 

'Joined  company  as  CEO  1/1/97.  Includes  ! 

1700         NA       1640*  NA 
618           0        1854  3614 
>1.6  mil.  for  relocation  expenses.  '"Resigned  1/3/98 

285 

NA 

m 

4.5  - 

140.9 

NA 

TYCO  INTERNATIONAL 

NA 
NA 

L.D.  Kozlowski,  Chmn.  &  CEO             2857*        31       6521*         21593  385 
S.J.  Ruzika,  v-p  &  CFOt                    3804**     113      10296***  16790 

'Data  IS  from  7/2/97  to  9/30/97.  **Compensation  paid  by  ADT  prior  to  merger.  Compensation  is  for  9  mos. 

m  NA 
a 

'"Includes  $2,7  mi 

NA 

.  severance 

NA' 
NA 

16    INSTRUMENTS  (INDUSTRIAL:  HIGH  TECH) 

EMERSON  ELECTRIC 

12639.5 
20.3 

C.F.  Knight,  chmn.  &  CEO 
A.E.  Suter,  sr.  vice-chmn. 

2049 
1000 

1 

0 

0 
0 

6132 
2990 

194 

m 
m 

19.5 

-2.3 

0 
B 

HONEYWELL 

8027.5 
19.7 

M.R.  Bonsignore,  chmn.  &  CEO 
G.  Ferrari,  pres.  &  COO 

2020 
1207 

29 
NA 

1907 
2265 

8871 
NA 

231 

m 

NA 

18.1 

31.1 

m 

NA 

17    LEISURE  TIME  INDUSTRIES  (CONSUMER  PRODUCTS) 

CARNIVAL 

2447.5 
18.5 

M.M.  Arisen,  chmn.  &  CEO 
H.S.  Frank,  vice-chmn.  &  COO 

1694 
1308 

40 
46 

1596 
1330 

5715 
4473 

271 

m 
m 

18.8 

-6.7 

[2] 

DISNEY  (WALT) 

22534.0 
10.8 

M.D.  Eisner,  chmn.  &  CEO 
S.M.  Litvack,  sr.  exec,  v-p 

10650 
2225 

23 
27 

0 
0 

34071 
9466 

219 

a 
a 

13.0 

-46.4 

0 

EASTMAN  KODAK 

14538.0 
0.2 

G.M.  Fisher,  chmn.,  pres.  &  CEO 
D.A.  Carp,  pres.  &  COOt 

'Includes  $1,8  mil  loan  forgiveness. 

2000 
730 

-46 
-35 

15045* 
39 

35443 
5023 

136 

m 
m 

15.3 

-98.9 

m 
a 

HARLEY-DAVIDSON 

1774.9 
22.1 

R.F.  Teerlink,  chmn. 

J.L.  Bleustein,  pres.  &  CEO* 

•Became  CEO  6/1/97 

1410 
1177 

11 
53 

6321 
0 

10033 
6333 

198 

m 
m 

22.1 

-8.2 

n 

MAHEL 

4834.6 
15.3 

J.E.  Barad,  chmn.  &  CEO* 
G.S.  Baughman,  pres. -sub. 

•Became  CEO  1/1/97,  "Includes  $1.1  mil 

1546        -49  9140 
1667**       NA  200 
signing  bonus.  Joined  company  5/1/97 

23337 
NA 

238 

a 

NA 

23.1 

-33.7 

NA 

18    METALS  &  MINING  (RESOURCES) 

ALUMINUM  CO. 
OF  AMERICA 

13319.2 
18.4 

P.H.  O'Neill,  chmn.  &  CEO 
A.J.  Belda,  pres.  &  COO 

2100 
1460 

35 
37 

2713 
8113 

23090 
12299 

172 

m 
m 

16.0 

64.6 

a 

NEWMONT  MINING 

1572.8 
4.3 

R.C.  Cambre,  chmn.,  pres.  &  CEO 
W.W.  Murdy,  exec,  v-p  &  CFO 

1644 
685 

71 
66 

0 
67 

3824 
2233 

84 

m 
m 

8.8 

-53.1 

n 
a 

REYNOLDS  METALS 

6881.0 
5.0 

J.J.  Sheehan,  chmn.  &  CEO 
R.N.  Reynolds,  vice-chmn. 

1526 
837 

199 
83 

0 
503 

2980 
3059 

131 

m 

m 

8.1 

0.1 

s 
m 

19    MISCELLANEOUS  MANUFACTURING  (INDUSTRIAL:  LOW  TECH) 

CORNING 

4129.1 
35.2 

R.G.  Ackerman,  chmn.  &  CEO 
V.C.  Campbell,  vice-chmn. 

2004 
1461 

33 
23 

3768 
3997 

12444 
10746 

156 

a 
m 

22.7 

184.9 

m 
i 

FORTUNE  BRANDS 

4425.8 
1.0 

T.C.  Hays,  chmn.  &  CEO 
J.T.  Ludes,  pres.  &  COO 

'Includes  $935,062  in  tax  reimbursement. 

3023*        28       2589  11816 
1589**       20         702  5166 
"Includes  $421,266  in  tax  reimbursement. 

165 

m 
m 

9.5 

-94.7 

m 

\E 

HILLENBRAND 
INDUSTRIES 

1776.0 
17.7 

W.A.  Hillenbrand,  pres.  &  CEO 
I.E.  Brewer,  sr.  v-p  &  CFO 

1504 
515 

6 
6 

0 
0 

3660 
1296 

195 

ffl 
m 

15.9 

37.4 

Q] 
E 

ILLINOIS  TOOL 
WORKS 

5220.4 
20.9 

W.J.  Farrell,  chmn.  &  CEO 
F.S.  Ftak,  vice-chmn. 

1100 
581 

15 
10 

1621 
521 

4385 
2269 

283 

m 
m 

20.5 

16.1 

B 
E 

JOHNSON  CONTROLS 

11440.4 
13.3 

J.H.  Keyes,  chmn.  &  CEO 
J.M.  Barth,  exec,  v-p 

1564 
859 

15 
22 

730 
1357 

6369 
4850 

209 

m 
m 

14.2 

1.2 

m 
i 

MINNESOTA  MINING 
&MFG. 

15070,0 
35-8 

L.D.  DeSimone,  chmn.  &  CEO 
R.A.  Mitsch,  vice-chmn.  &  exec,  v-p 

1694 
1041 

11 
11 

4986 
1869 

13477 
6418 

173 

m 
m 

26.3 

82.3 

m 
in 

NEWELL 

3234.3 
16.9 

W.P.  Sovey,  vice-chmn.  &  CEOt 
T.A.  Ferguson  Jr.,  pres.  &  COO 

1376 
1040 

7 
8 

906 
206 

4751 
3109 

213 

m 
m 

17.1 

-2.5 

m 

PARKER  HANNIFIN 

4360.3 
20.0 

D.E.  Collins,  pres.  &  CEO 
D.W.  Sullivan,  exec,  v-p 

1563 
917 

11 
7 

3318 
1513 

9122 
5376 

239 

m 
m 

18.6 

271.0 

m 

RUBBERMAID 

2399.7 
13.6 

W.R.  Schmitt,  chmn.  &  CEO 
C.A.  Carroll,  pres.  &  COO 

•Excludes  bonus  paid  in  options. 

719* 
468* 

-47 
-37 

782 
462 

5810 
3321 

93 

m 
m 

11.3 

-23.5 
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iow  to  squeeze  more  "P"  out  of  your  P&L. 

A  Direct  Reimbursement  Dental  Benefits  Plan 
could  mean  savings  that  go  right  to  your  bottom  line. 


DIRECT 

REIMBURSEMENT 


Wlien  it  comes  to 
your  company's 
P&L,  the  buck  stops  on  your  desk. 


So  consider  the  advantages  of  Direct 
Reimbursement  dental  coverage.  You  get  a 
program  financed  by  an  interest-earning 
fimd  you  control,  wliich  reduces  your  costs. 

Wliat  you  don't  get  is  just  as  important... 
high  administrative  costs,  excessive 
paperwork  and  red  tape,  and  the  overhead 
associated  with  insurance  companies. 


Dental 

Benefits  Plan 
Smart  Companies 


Your  employees 
win  because  they 
get  an  easy-to-understand  program  that 
gives  them  freedom  to  choose  dentists 
and  select  appropriate  dental  treatment. 
You  win  where  it  matters  most:  with  a 
healthier  bottom  line. 

For  a  free  estimate  of  the  cost  of  a  Direct 
Reimbursement  dental  plan  for  your 
company  call 

1-800-232-7698. 


American  Dental  A,s;>()ciati()n 
http://www.ada. org 


A 

I 


-TO  THE  OUTSIDE  WORLD  THIS  IS  A  PIZZA  COMPANY.  TO  ME,  IT'S  AN  ENTt 


NET  PROFILES 


0  3  8 


NETWARE 

NOVELL   DIRECTORY  SERVICES 
M  A  N  A  G  E  W  I  S  E 
G  R  0  y  P  W  I  S  E 


MATTHEW  MAGUIRE 


DIRECTOR, 

INFORMATION  TECHNOLOGY 


DOMINO'S  PIZZA^ 


K  OF  MULTIPIE  PLATFORMS,  PROTOCOLS  AND  USERS,  EITHER  WAY  WE  DELIVER." 


Matt  Maguire  knows  all  about  delivery.  His  company  delivered  over  226  million  pizzas  lost  year  And 
with  4,500  stores  across  the  country,  Matt's  network  had  to  deliver  the  same  superior  performance  and 
reliability  that  mode  Domino's"  the  world's  leader  in  pizza  delivery. 

To  do  that.  Matt  chose  Novell  networking  solutions  NetWare,  software  as  the  core  server  operating 
system.  NDS  '  technology  to  manage  his  other  operating  systems,  including  SCO"  UNIX'  and  Windows 
NT"--  ManageWise'  to  support  all  1 ,200  remote  devices  in  his  network  from  a  single  location.  And 
GroupWise  messaging  services  to  leverage  the  ubiquity  of  the  Internet  to  give  employees  worldwide 
access  to  their  email. 

All  in  a  seamlessly  integrated  system  that  could  adopt  to  the  changing  needs  of  the  business  and  scale 
up  as  it  grew. 

The  result?  On-site  technician  colls  were  reduced  to  twice  a  year,  administration  tasks  were  performed  in  | 
inutes  instead  of  hours,  money  was  saved,  productivity  was  increased,  employees  stayed  in  touch,  and 
t  looked  like  a  genius. 

"hat's  delivering,  www.novell.com 


Novell 


Solutions 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 


EXECUTIVE 


1997  COMPENSATION 


1997 


TOTAL  ANNUAL  COMP 


SALES;  $  MILLIONS 
ROE:  % 


SALARY 
&£ONJS 
$000 


%  CHANGE 
FROM 
1996 


LONG- 
TERM 
COMP 
$000 


1995-97  PAY-PERFORMANCE  ANALYSIS 

PAY  VS  SHAREHOLDER  RETURN  PAY  VS  CORPORATE  PROFIT  | 

TOTAL  $  VALUE  CHANGE 
COMP        OF  $100  ROE       IN  ROE 

$000        INVESTED      RATING  %  %  RATll 


20    NATURAL  RESOURCES  (RESOURCES) 

AMERADA  HESS 

8340.0 
0.2 

J.B.  Hess,  chmn.  &  CEO 
W.S.  Laidlaw,  pres.  &  COO 

1200 
1050 

20 
12 

2738 
2190 

5838 
5753 

124 

U 

a 

1.6 

-90.5 

AMOCO 

31910.0 
16.7 

H.L.  Fuller,  chmn.  &  CEO 
W.G.  Lowrie,  pres. 

1946 
1229 

2 
4 

1756 
308 

8263 
3476 

160 

[1 

m 

15.5 

34.0 

[ 

ASHLAND 

13479.0 
9.9 

P.W.  Chellgren,  chmn.  &  CEO 
J. A.  Brothers,  exec,  v-p 

1738 
862 

57 
11 

2930 
1300 

7035 
4779 

169 

[2] 

m 

7.6 

-27.4 

ATLANTIC  RICHFIELD 

18684.0 
21.7 

M.R.  Bowlin,  chmn.  &  CEO 
W.E.  Wade  Jr.,  pres. 

2350 
1115 

15 
11 

907 
967 

7905 
5084 

180 

m 

21.1 

49.0 

[ 

BURLINGTON 
RESOURCES 

2000.0 
10.6 

B.S.  Shackouls,  chmn.,  pres.  &  CEO 
H.L.  Steward,  vice-chmn.* 

'Joined  company  10/1/97 

1538 
696 

26 
NA 

507 
263 

9785 
NA 

133 

H 

NA 

3.0 

76.1 

N 

CHEVRON 

35009.0 
18.6 

K.T.  Derr,  chmn.  &  CEO 
J.N.  Sullivan,  vice-chmn. 

2795 
1476 

19 
21 

7466 
1413 

17454 
6756 

192 

a 
a 

13.9 

60.7 

COASTAL 

961 1.1 
11.8 

D.A.  Arledge,  chmn.,  pres.,  CEO 
O.S.  Wyatt  Jr.,  chmn.t 

1123 
593 

11 
-48 

1035 
24 

5292 
2915 

248 

ffl 
ffl 

12.4 

35.0 

EXXON 

120279.0 
■19.3 

L.R.  Raymond,  chmn.  &  CEO 
R.E.  Wilhelm,  sr.  v-p 

3276 
1314 

16 
13 

19273 
4096 

39751 
11934 

224 

m 
m 

17.5 

43.2 

MOBIL 

58399.0 
16.8 

L.A.  Noto,  chmn.  &  CEO 
E.A.  Renna,  exec,  v-p 

2064 
1176 

31 
8 

3564 
2655 

12363 
9485 

190 

m 
a 

15.2 

67.0 

OCCIDENTAL 
PETROLEUM 

8016.0 
4.1 

P.P.  Irani,  chmn.  &  CEO                   3849          -4  97657* 
P.P.  Laurance,  pres.                       1907         22  17327** 

'Includes  $95  mil  for  restructuring  of  employment  contract.  "Includes  $17  mH 

114557       172        [5]  10.9 
22920  IE 
for  restructuring  of  employment  contract. 

NM 

PHILLIPS 
PETROLEUM 

15210.0 
19.9 

W.W.  Allen,  chmn.  &  CEO 
J.J.  Mulva,  pres.  &  COO 

1975 
1364 

1 
3 

568 
1056 

7913 
5325 

164 

m 
m 

21.8 

21.5 

TEXACO 

45187.0 
21.0 

P.I.  Bijur,  chmn.  &  CEO 
P.J.  Lynch,  sr.  v-p  &  CFOt 

1876 
737 

19 
13 

3666 
1881 

11286 
4180 

204 

m 
m 

16.0 

118.3 

UNION  PACIFIC 
RESOURCES  GROUP 

1905.7 
18.9 

J.L.  Messman,  chmn.  &  CEO 
G.  Lindahl  III,  pres.  &  COO 

2185 
1149 

39 
57 

464 
124 

9639 
5267 

NA 

NA 
NA 

22.3 

-11.0 

USX-MARATHON 
GROUP 

12932.0 
12.6 

T.J.  Usher,  chmn.  &  CEO-USX  Corp. 
V.G.  Beghini,  vice-chmn. 

2418 
1773 

18 
15 

1441 
58 

9390 
5720 

227 

m 
m 

9.9 

26,6 

21    NONBANK  FINANCIAL  (FINANCIAL  SERVICES) 

AETNA 

18540.2 
8.2 

R.E.  Compton,  chmn.  &CEOt             1514        -38  3709 
M.J.  Cardillo,  exec,  v-pt                      939        -65  83* 

'Excludes  25,752  stock  options  granted  in  1998  in  lieu  of  1997  bonus. 

17693 
7718 

162 

a 
a 

5.5 

-3.6 

AFLAC 

6983.5 
20.9 

D.P.  Amos,  pres.  &  CEO 
P.S.  Amos,  chmn. 

2123 
2374 

1 
3 

19695 
1734 

31860 
15163 

248 

m 
a 

18.6 

25.3 

AHMANSON  (H.F.) 

3649.9 
15.9 

CP.  Rinehart,  chmn.  &  CEO 
B.G.  Willison,  pres.  &  COO 

2743 
1536 

66 
144 

2733 
1344 

10682 
NA 

455 

m 

NA 

11.0 

151,7 

Ni 

ALLSTATE 

24949.0 

20.3 

J.D.  Choate,  chmn.  &  CEO 
E.M.  Liddy,  pres.  &  COO 

2729 
2612 

131 
160 

3199 
11907 

9096 
17005 

403 

m 
a 

16.9 

253,5 

AMERICAN  EXPRESS 

18958.0 
20.8 

H.  Golub,  chmn.  &  CEO 
K.I.  Chenault,  pres.  &  COO 

3469 
2255 

11 
30 

29989 
16919 

51675 
28398 

319 

m- 
m 

20.8 

-5,0 

AMERICAN  GENERAL 

8927.0 
7.5 

R.M.  Devlin,  chmn.  &  CEO 
J. P.  Newton,  chmn. 

2584 
1133 

89 
58 

2181 
611 

7243 
2993 

212 

m 
m 

9.1 

-49,5 

AMERICAN  27916.5 
INTERNATIONAL  GROUP  13.9 

M.R.  Greenberg,  chmn.  &  CEO 
T.R.  Tizzio,  sr.  vice-chmn. 

4650 
1087 

12 
11 

7362 
1509 

42998 
8952 

252 

m 
a 

13.2 

4.8 

AON 

5750.6 
10.2 

P.G.  Ryan,  chmn.,  pres.  &  CEO 
M.D.  O'Halleran,  pres.  &  COO-sub.t 

2022 
1333 

-27 
-30 

0 
0 

6572 
6526 

299 

m 
m 

10.1 

-30.2 

ASSOCIATES  FIRST 
CAPITAL 

8278.6 
16.5 

K.W.  Hughes,  chmn.  &  CEOt 
H.D.  Marshall,  pres.  &  COOt 

1582 
990 

16 
16 

1100 
690 

10933 
5418 

NA 

NA 
NA 

16.8 

-11.1 

BEAR  STEARNS 

7090.7 
20.2 

J.E.  Cayne,  pres.  &  CEO 
A.C.  Greenberg,  chmn. 

10376 
14332 

13 
8 

9616 
4708 

46192 
44967 

383 

17.2 

-3,8 

BERKSHIRE 
HATHAWAY 

9216.2 
6.8 

W.E.  Buff ett,  chmn.  &  CEO  100 
M.D.  Hamburg,  v-p  &  CFO  281 

'Includes  $198,000  in  director  fees  from  a  nonsubsidiary. 

0 
10 

198* 
0 

889 

765 

225 

a 
m 

7.2 

62.9 

CAPITAL  ONE 
FINANCIAL 

1787.1 
21.2 

R.D.  Fairbank,  chmn.  &  CEOt  676* 
N.W.  Morris,  pres.  &  COOt  497* 
'Elecled  to  loigo  bonus  in  exchange  for  stock  option  grants 

6 
14 

0 
0 

1862 
1307 

349 

m 
m 

21.1 

5.6 

CHARTER  ONE 
FINANCIAL 

1491.7 
11.0 

C.J.  Koch,  chmn.,  pres.  &  CEO 
J.D.  Koch,  exec,  v-p 

808 
501 

6 
3 

5530 
1379 

7934 
3280 

394 

m 
m 

9.6 

-40,1 

CHUBB 

6652.0 
13.6 

D.P.  O'Hare,  chmn.  &  CEO 
J.J.  Degnan,  pres. 

2424 
928 

15 
25 

1240 
445 

9973 
3156 

208 

m 
m 

11.9 

9.3 

CIGNA 

20038.0 
13.6 

W.H.  Taylor,  chmn.  &  CEO 
J.G.  Stewart,  exec,  v-p  &  CFO 

3270 
1283 

-7 
9 

9068 
5979 

28253 
14278 

294 

a 
a 

10.4 

42,6 

CINCINNATI 
FINANCIAL 

1942.4 
6.3 

R.B.  Morgan,  pres.  &  CEO 
J.J.  Schiff  Jr.,  chmn. 

1257 
642 

12 
12 

3733 
274 

7249 
2336 

322 

m 
m 

7.3 

-38,8 
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's  not  size  that  defines  our  customers.  It's  success.  SAP  customers  come  in 
shapes  and  sizes.  34%  of  our  customer  mstallations  have  revenues  less  than  $200  milhon. 
%  of  our  installations  are  global  companies  of  $2.5  billion+.  And  49%  of  our  customer 
tallations,  the  largest  segment,  have  revenues  m  between.  But  no  matter  what  size 
!  customer,  they  all  get  the  edge  they  need  to  stay  ahead  with  R/3™  They're 
:ting  A  Better  Return  On  Itijorniation':'^  And  that  has  helped  them 
:ome  more  productive  companies.  It  has  helpecl  them  become 
ire  efficient  and  more  eflective  m  the  way  they  run  their 
;inesses.  In  short,  it  has  given  them  more  of  what 
ry  SAP  customer  does  have  in  common  - 
cess.  To  find  out  how  you  can  get 
Better  Retur)i  On  hijormation, 
it  us  at  http://www. 
.com  or  call  us 
-800-283- 
AP. 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COIVIPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 

LONG^ 

PAY  VS  SHAREHOLDER  RETURN 

PAY  VS  CORPORATE  PROFIl 

1997 

/d  L/MMI^tbt 

TERM 

TOTAL 

t  Wrtl  lie 

CHAJ^GE 

SALES:  $  MILLIONS 

«  BONUS 

FROM 

COMP, 

COMP 

OF  $100 

ROE       IN  ROE 

ROE:  % 

$000 

1996 

$000 

$000 

INVESTED 

RATING 

%           %  RA 

CNA  FINANCIAL  17072.0 

D.H.  Chookaszian,  chmn.  &  CEO 

950 

0 

1650 

6593 

197 

H 

12.5  1639.6 

12.3 

C.L.  Murphy,  sr.  v-p 

1080 

18 

0 

2765 

m 

DONALDSON,  LUFKIN  4640.5 

J.S.  Chalsty,  chmn.  &  CEO 

13155 

23 

0 

■  41188 

NA 

NA 

18.2  80.5 

aJENREHE                  22  5 

J.L.  Roby,  pres.  &  COO*t 

9783 

12 

2548 

63686 

NA 

•Became  CEO  2/23/98. 


DUN  &  BRADSTREET 

2154.4 
NM 

V.  Taylor,  chmn.  &  CEO 
F.S.  Sowinski,  sr.  v-p  &  CFOt 

2148 
702 

47 
44 

171 
20 

7421 
2008 

164 

m 
u 

NM 

NM 

EQUIFAX 

1366.1 
53.1 

D.W.  McGlaughlin,  vice-chmn.  &  CEOt  1261* 
T.F.  Chapman,  pres.  &  COO  699* 
'Excludes  portion  of  bonus  paid  in  restricted  stock. 

1 

-17 

1878 
1058 

7922 
4292 

314 

m 
m 

45.6 

59.7 

EQUITABLE 

9546.3 
12.0 

J.J.  Melone,  pres.  &  CEOt 
W.T.  McCaffrey,  exec,  v-pt 

3770 
2069 

23 
27 

1394 
1244 

11525 
6368 

281 

m 
m 

8.8 

28.4 

FRANKLIN 
RESOURCES 

2358.0 
23.6 

C.B.  Johnson,  pres.  &  CEO 
M.L.  Flanagan,  sr.  v-p  &  CFO 

1032 
1295 

9 
-41 

198 
953 

2953 
6848 

374 

m 
m 

23.1 

-12.5 

GENERAL  RE 

8253.2 
11.7 

R.E.  Ferguson,  chmn.  &  CEO  1893* 
J.E.  Gustafson,  pres.  &  COO              1 100* 

'Excludes  portion  of  bonus  paid  m  restricted  stock. 

6 
6 

4065 
3235 

13549 
8097 

1  7Q 

i  /y 

in 
B 

ion 

GOLDEN  WEST 
FINANCIAL 

2878.4 
■  13.1 

M.O.  Sandler,  co-chmn.  &  co-CEO 
H.M.  Sandler,  co-chmn.  &  co-CEO 

•  Both  executives  hold  the  title  of  CEO, 

1036 
1031 

6 
5 

9826 
6256 

16263 
16893 

283 

m 
a 

13.1 

13.9 

GREEN  TREE 
FINANCIAL 

1707.7 
22.6 

L.M.  Coss,  chmn.  &  CEO                   4837  -95 
R.D.  Potts,  pres.  &  COO**                 2078  27 
'As  reported  in  the  company's  proxy  statement.  May  be  restated  m 

6426  179291* 
0  4894 
1999.  -'Resigned  12/15/97. 

177 

m 
a 

22.6 

-9.4 

HARTFORD  FINANCIAL  13305.0 
SERVICES  GROUP  22.9 

R.  Ayer,  chmn.,  pres.  &  CEO* 
L.A.  Smith,  vice-chmn. 

'Became  CEO  2/1/97. 

1199 
1012 

45 

21 

5025 
3003 

9898 
7006 

NA 

NA 
NA 

10.9 

15.5 

HARTFORD  LIFE 

4699.0 
14.3 

L.A.  Smith,  pres.  &  CEO*t 
T.M.  Marra,  exec,  v-pt 

'  Became  CEO  5/1/97, 

1012 
1016 

21 
6 

3003 
1142 

NA 
NA 

NA 

NA 
NA 

9.5 

NA 

HOUSEHOLD 
INTERNATIONAL 

5453.1 
15.6 

W.F.  Aldinger,  chmn.  &  CEO 
R.F.  Elliott,  vice-chmn. 

2480 
870 

6 

-3 

0 

765 

6683 
4082 

364 

m 
m 

16.4 

1.5 

JEFFERSON-PILOT 

2578.1 
14.2 

D.A.  Stonecipher,  pres.  &  CEO 
K.C.  Mlekush,  exec,  v-p 

1866 
650 

26 
15 

540 
180 

6069 
2219 

244 

m 
m 

12.9 

6.8 

LEHMAN  BROTHERS 
HOLDINGS 

16883.0 
14.2 

R.S.  Fuld  Jr.,  chmn.  &  CEO 

J.L.  Cecil,  chief  administrative  officer 

3875 
3750 

41 
56 

5961 
3215 

21571 
15091 

354 

a 

10.7 

335.0 

LOEWS 

19772.6 
8.5 

L.A.  Tisch,  co-chmn.  &  co-CEO 
P.R.  Tlsch,  co-chmn.  &  co-CEO 

2115 
2559 

16 
14 

26 
26 

4883 
7045 

252 

m 
m 

15.3 

72.2 

MARSH  &  McLENNAN 

6008.6 
12.0 

A.J.  Smith,  chmn.  &  CEO 

L.J.  Lasser,  pres. -Putnam  Invest. 

2334 
12870 

-4 
24 

2057 
24585 

12624 
59709 

208 

m 
m 

20.2 

-54.1 

MBIA 

554.0 
12.3 

D.H.  Elliott,  chmn.  &  CEO                 1037*        20       2223            9917  250 

R.L.  Weill,  vice-chmn.                      645**        7       1204  4156 

'Excludes  $500,025  bonus  paid  in  restricted  stock.  "Excludes  $366,539  bonus  paid  in  restricted  stock. 

m 
m 

12.5 

-19.6 

MERRILL  LYNCH 

31731.0 
23.6 

D.H.  Komansky,  chmn.  &  CEO 
H.M.  Allison  Jr.,  pres.  &  COO 

7729 
6140 

36 

33 

15923 
10947 

35588 
26638 

430 

a 
a 

22.9 

19.8 

MGIC  INVESTMENT 

871.3 
21.8 

W.H.  Lacy,  pres.  &  CEO 
C.S.  Culver,  exec,  v-p 

1088 
635 

21 
23 

0 

1762 

7630 
4943 

405 

m 
m 

19.7 

14.4 

MORGAN  STANLEY 
DEAN  WIHER 

27132.0 
19.2 

P.J.  Purcell,  chmn.  &  CEO*t 
J.J.  Mack,  pres.  &  COO 

'Became  CEO  5/3 1/97  ■  'Payment  received 

11274*'     241      39533          58683      364        [U  16.4 

10474         66       4163          42514  H] 

upon  exercise  of  options.  Compensation  paid  by  Dean  Writer  prior  to  merger  5/97 

122.8 

OLD  REPUBLIC 
INTERNATIONAL 

1962.8 
14.1 

A.C.  Zucaro,  pres.  &  CEO 
W.A.  Simpson,  sr.  v-p 

1203 
759 

-4 
3 

0 
0 

3547 
2307 

276 

m 
m 

12.9 

29.9 

PAINEWEBBER  GROUP 

6657.0 
22.0 

D.B.  Marron,  chmn.  &  CEO 
J.J.  Grano  Jr.,  pres. 

8463 
5713 

21 
4 

2788 
5462 

39198 
22849 

357 

a 
a 

15.4 

1005.4 

PRICE  (T.  ROWE) 
ASSOCIATES 

755.0 
29.7 

G.A.  Roche,  chmn.  &  pres.* 
M.D.  Testa,  vice-chmn. 

•Became  CEO  4/17/97, 

2525 
2525 

42 
42 

554 
229 

7284 
7039 

436 

ffl 
m 

28.7 

4.9 

PROGRESSIVE 

4608.2 
19.4 

P.B.  LevKis,  chmn.,  pres.  &  CEO 
C.B.  Chokel,  treas.  &  CFO 

2922 
1218 

29 
49 

0 

2941 

7205 
6211 

347 

m 
m 

18.4 

-22.3 

RELIASTAR  FINANCIAL 

2510.3 
11.0 

J.G.  Turner,  chmn.  &  CEO 
J.H.  Flittie,  pres.  &  COO 

1114 
762 

-1 
0 

1692 
1484 

7390 
5835 

304 

m 
m 

12.0 

-18.1 

SAFECO 

4709.3 
7.9 

R.H.  Eigsti,  chmn.  &  CEO 
B.A.  Dickey,  pres.  &  COO 

902 
605 

23 
21 

597 
580 

4324 
2874 

204 

m 
m 

9.5 

-29.1 

SCHWAB  (CHARLES) 

2845.3 
25.1 

C.  R.  Schwab,  chmn.  &  CEO 

D.  S.  Pottruck,  pres.  &  COO* 

'Became  co-CEO  1/1/98 

7162 
5014 

-30 
-30 

0 
0 

25755 
25719 

552 

m 
a 

26.6 

-13.5 

ST.  PAUL 

6219.3 
17.3 

D.W.  Leatherdale,  chmn.,  pres.  &  CEO  1318 
RJ.  Liska,  exec,  v-p  &  CFO  1676 

"Received  $236,507  related  to  relocation  expenses. 

33 
NA 

465 
1182* 

4555 
NA 

200 

m 

NA 

14.9 

8.5 

SUNAMERICA 

1225.2 
16.4 

E.  Broad,  pres.  &  CEO 
M.  Fowler,  v-p 

3505 
4162 

16 
42 

6236 
750 

28553 
11568 

547 

U 

m 

18.1 

-24.4 

tec 

iim 
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Recruitment  Outsourcing  Is  What  We  Do. 
Simply  Outstanding  Is  How  It's  Done.  ^ 


re  concentrating  on 
core  competencies, 
ou  need  a  partner 
can  take  away 
ing  headaches  and 
responsibility  while 
re  doing  what  you 
lest.  That's  where 
agement  Recruiters 
'national  comes  in. 


We're  your  search  and 
recruitment  outsourcing 
partner. 

We'll  put  together  a 
team  of  professionals 
with  the  resources  at 
their  fingertips  to  staff 
your  business  with  quali- 
fied, take-charge  people. 
You'll  decide  how  to 


market  your  product. 
We'll  find  the  sales  talent 
to  implement  the  plan. 
You've  got  a  successful 
production  process. 
We'll  develop  the  systems 
to  staff  it.  You  have  the 
latest  technology.  We 
know  the  people  who 
can  put  it  to  work  for 


you.  Whether  it's  a  team 
of  professionals  or  a  single 
key  manager,  MR!  can 
assemble  the  resources 
to  get  the  job  done  right. 

For  more  information, 
call  800-875-4000 
or  visit  our  website  at 
www.mrinet.com. 


Sales  Consultants^ 

Management 

Recruiters" 

CompuSearch* 

OfficeMatesS  " 


M^l  Intelligent  Staffing  Solutions. 

www.mrlnetcom 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1997  COWIPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS  SHAREHOLDER  RETURN 

PAY  VS,  CORPORATE  PROfIT 

1997 

SALARY 

%  CHANGE 

TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES:  $  MILLIONS 

S  BONUS 

FROM 

COMP- 

COMP 

Ur  JilUU 

ROE 

IN  ROE 

ROE-  % 

$000 

1996 

$000 

$000 

INVESTED 

RATING 

% 

% 

RAT 

TORCHMARK 

2282.5 

R.K.  Richey,  chmn.  &  CEO 

1188 

-20 

1 1 57 1  * 

15090 

259 

l4l 

17  9 

-217 

r 

L 

16.9 

C.B.  Hudson,  chmn.  &  CEO-sub. 

1200 

44 

19236* 

22383 

m 

[ 

'Excludes  portion  of  bonus  paid  in  options  for  1998. 

TRANSAMERICA 

5726.5 

F.C.  Herringer,  chmn.,  pres.  &  CEO 

1950 

13 

18093 

25773 

232 

B 

11.2 

-33.8 

[ 

10.8 

R.A.  Watson,  exec,  v-pt 

1050 

12 

0 

2497 

m 

[ 

TRAVELERS  GROUP 

37609.0 

S.I.  Weill,  chmn.  &  CEO 

7453 

18 

223272 

374722 

522 

m 

15.7 

-3.6 

[ 

15.3 

J.  DImon,  pres.  &  COO 

5255 

17 

39005 

73532 

m 

[ 

TRAVELERS  PROPERTY  9910.9 

R.I.  LIpp,  chmn.,  pres.  &  CEOt 

3730 

13 

22570 

43585 

NA 

NA 

11.5 

NA 

N 

CASUALTY 

17.0 

J.S.  FIshman,  vice-chmn.J 

1533 

23 

4620 

11352 

NA 

N 

UNUM 

4004.1 

J.F.  Orr  III,  chmn.  &  CEO 

1980 

34 

3849 

9609 

304 

m 

12.6 

88.3 

1 

15.2 

R.W.  Crispin,  exec,  v-p 

865 

0 

907 

5414 

m 

WASHINGTON 

7446.5 

K.K.  Killinger,  chmn.,  pres.  &  CEO 

1409 

51 

0 

3360 

410 

ffl 

7.9 

-24.7 

MUTUAL 

8.9 

C.E.  Tall,  exec,  v-p 

531 

36 

0 

1330 

B 

22    OFFICE  EQUIPMENT  &  COMPUTERS  (INDUSTRIAL:  HIGH  TECH) 


AMERICA 
ONLINE 

2039.5 
7.7 

S.M.  Case,  chmn.,  pres.  &  CEO 
B.R.  Bond,  pres. -sub. 

271 
513 

36 
NA 

26642 
0 

57431 
NA 

646 

m 

NA 

-0.7 

AUTOMATIC  DATA 
PROCESSING 

4392.4 
18.0 

A.F.  Welnbach,  pres.  &  CEO 
G.C.  Butler,  group  pres. 

887 
698 

25 
8 

1729 
1897 

6312 
5177 

216 

m 
m 

18.8 

— y.u 

BAY  NETWORKS 

2302.1 
-1.2 

D.L.  House,  chmn.,  pres.  &  CEO 
D.A.  Shrigley,  exec,  v-p 

1323 
602 

NA 
NA 

0 
0 

NA 
NA 

130 

NA 
NA 

11.8 

—  iUo.D 

CADENCE  DESIGN 
SYSTEMS 

915  9 

25.0 

J.B.  Costello,  pres.  &  CEO* 
J.F.  Olsen,  exec,  v-p 

*Left  office  10/18/97 

584 
941 

-60 
40 

66258 
4692 

69669 
9545 

535 

SI 

m 

34.8 

on  1 

CERIDIAN 

1074.8 
6.0 

L.  Perlman,  chmn.,  pres.  &  CEO 
R.L.  Turner,  exec,  v-p 

1200 
664 

-16 
12 

3181 
0 

19465 
2522 

170 

a 
m 

37.6 

-83.3 

CISCO  SYSTEMS 

7298.0 
24.4 

J.T.  Chambers,  pres.  &  CEO 
L.R.  Carter,  v-pt 

558 
493 

-10 
0 

0 
0 

42654 
4118 

476 

m 
m 

29.1 

-34.4 

COMPAQ  COMPUTER 

24584.0 
19.7 

E.  Pfeiffer,  pres.  &  CEO                    4500           6            0          48414  358 
R.  Pieper,  sr.  v-p                            1787         NA     15809*  NA 

'Includes  stock  options  granted  by  Tandem  converted  into  Compaq  options.  Joined  company  9/1/97  and  resi 

a  19.4 

NA 

gned  1/1/98. 

ICC 
-iO.D 

COMPUTER  ASSOCIATES  4457  .0 
INTERNATIONAL  52.0 

C.B.  Wang,  chmn.  &  CEO 
S.  Kumar,  pres.  &  COO 

6000 
4150 

0 
5 

11589 
6552 

37255 
35462 

371 

m 

14J 

24.2 

89.8 

COMPUWARE 

1034.1 
26.7 

P.  Karmanos  Jr.,  chmn.  &  CEO 
J.A.  Nathan,  pres.  &  COO 

1830 
1464 

187 
175 

0 

763 

3090 
5732 

356 

ffl 

in 

20.8 

44.6 

DIGITAL  EQUIPMENT 

13062.2 
7.1 

R.B.  Palmer,  chmn.,  pres.  &  CEO 
B.L.  Claflin,  sr.  v-p 

1002 
815 

11 
NA 

0 

419 

3942 
NA 

112 

m 

NA 

1.2 

NM 

ELECTRONIC  DATA 
SYSTEMS 

15235.6 
13.8 

L.M.  Alberthal  Jr.,  chmn.  &  CEOt 
J.M.  Heller,  pres.  &  COOt 

869 
515 

-55 
-50 

12919 
10766 

24165 
13267 

119 

IE 
® 

13.9 

-29.1 

EMC 

2937.9 
22.7 

M.C.  Ruettgers,  pres.  &  CEO 
M.A.  Klayko,  sr.  v-p 

1513 
1509 

52 
217 

2184 
281 

15797 
NA 

249 

m 

NA 

25.0 

-34.2 

FIRST  DATA 

5234.5 
9.8 

H.C.  Duques,  chmn.  &  CEO 
C.T.  Fote,  exec,  v-p 

600 
661 

-2 
27 

1727 
643 

6756 
2279 

124 

m 
m 

8.1 

-52.4 

HBO  &  CO. 

1203.2 
15.9 

C.W.  McCall,  pres.  &  CEO 

J. P.  Gilbertson,  pres.  &  co-COO 

1725 
626 

10 
48 

49684 
4390 

84900 
8648 

562 

m 

7.4 

-48.2 

HEWLEH-PACKARD 

44416.0 
19.1 

L.E.  Piatt,  chmn.,  pres.  &  CEO 
R.P.  Wayman,  exec,  v-p  &  CFO 

1811 
1032 

-1 
10 

8052 
5594 

20198 
12493 

257 

m 
m 

19.6 

18.8 

IBM 

78508.0 
31.0 

L.V.  Gerstner  Jr.,  chmn.  &  CEO 
J.M.  Thompson,  sr.  v-p 

6000 
1400 

26 
21 

8799 
10503 

38358 
22914 

293 

a 
a 

25.0 

136.0 

MICROSOFT 

13098.0 
34.0 

W.H.Gates  III,  chmn.  &  CEO  591 
R.J.  Herbold,  exec,  v-p  &  COO  1209* 

'Includes  $250,000  payment  related  to  joining  company. 

5 
12 

0 
0 

1570 
3123 

423 

m 
m 

31.0 

32.1 

ORACLE 

6303.2 
27.2 

L.J.  Ellison,  chmn.  &  CEO 
R.J.  Lane,  pres.  &  COO 

2850 
2278 

22 
49 

0 

6743 

36067 
37001 

171 

m 
m 

31.4 

-25.5 

PARAMETRIC 
TECHNOLOGY 

848.3 
32.0 

S.C.  Walske,  chmn.  &  CEO 
C.R.  Harrison,  pres.  &  COO 

730 
675 

-29 
-31 

10328 
9863 

37941 
25419 

275 

a 
a 

26.6 

15.9 

PITNEY  BOWES 

4100.5 
28.1 

M.J.  Critelli,  chmn.  &  CEO 
M.C.  Breslawsky,  pres.  &  COO 

1794 
1496 

36 
16 

1446 
2106 

6999 
7334 

307 

ffl 
m 

22.9 

40.7 

SABRE  GROUP 
HOLDINGS 

1783.1 
26.5 

M.J.  Durham,  pres.  &  CEOt 
T.M.  Cook,  sr.  v-pt 

714 
373 

15 
7 

636 
308 

3812 
1786 

NA 

NA 
NA 

NA 

NA 

SEAGATE 
TECHNOLOGY 

8047.9 
-3.6 

A.F.  Shugart,  chmn.  &  CEO 
S.J.  Luczo,  pres.  &  COOt 

1937 
1486 

35 
39 

0 

3748 

24581 
11173 

160 

a 
a 

7.3 

-121.2 

STERLING  COMMERCE 

382.1 
10.1 

W.C.  Blow,  pres.  &  CEO 
S.L.  Williams,  chmn. 

958 
900 

22 
80 

0 
0 

5056 
8540 

NA 
NA 

44.4 

NA 

SUN 

MICROSYSTEMS 

9206.6 
23.7 

S.G.  McNealy,  chmn.,  pres.  &  CEO 
E.J.  Zander,  pres. -sub. 

2567 
1080 

12 
35 

14974 
2780 

28763 
10321 

449 

m 
m 

20.6 

97.4 

3COM 

5763.6 
12.1 

E.A.  Benhamou,  pres.  &  CEO 
R.J.  Finocchio  Jr.,  pres. -sub.* 

'Resigned  5/1/97. 

688 
453 

10 
8 

11993 
8729 

30912 
21975 

136 

m 
m 

18.3 

-55.4 
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Wouldn't  you  like  some  free 

time  to  build  your  business? 


Sprint  gives  your  small  business 
free  domestic  long  distance,  and 
more,  every  Friday  until  the  year  2000. 

„  The   exclusive  Frida\s 

Call  to  get: 

Free  domestic 
long  distance  calls 

Free  local  toll  calls" 

Free  incoming 
toll-free  calls- 
Free  long  distance 
faxes 

Free  calling 
card  calls  " 


Free  program  from  Sprint 
lets  you  call  an\'where  in 
the  country  free  on  Fridays  — 
until  the  \ear  2000  You  can  call 
from  your  desk  or  from  the  road, 
fax  or  take  inbound  toll-free 
calls  all  da>'  And  whether  they're 
domestic  long  distance  or  local 
toll.  \()ur  calls  are  free  on  Frida\'s. 


S<j  \()u  can  he  more  productive  and  innovative 
with  your  new  free  time,  for  a  whole  lot  less. 

You'll  do  more  business  and 
get  more  savings  the  rest  of  the 

week,  too.  with  Fridays  Free,  you  can  explore  new 
business  strategies  that  can  generate  more  opportunities  ;ill 
week.  And  Frida>'  isn't  the  only  da>  Sprint  c;ui  help  >'our 
business.  ITie  rest  of  the  week,  our  c(jmpetiti\e,  flat  per-minute 
rates  help  you  m:mage  your  bottom  line  So  sign  up  toctiy  for 
the  free  time  to  buiJd  your  business. 

Call  to  get  Fridays  Free 

1-800-477-1406 

www.sprint.com/frldays-free 


Sprint 


We  help  your  business  do  more  business  - 

Fridays  ,o,al  Excludes  SpnotFAX-  and  Spnn,  Conference  l.e'  se™ces  Cena.n  ,es,„c„ons  apply  Dones„c  cal.rand   1  0   '!    y  itTjoT^ZZTZirTr'         "T  ""'^  * 

.ay  ,e,„„e  d,a„ng  an  acces.  code  ,n  cer,a,„  a.eas  -CaNs  ™de  ,™  pay  p.ones  w,„  becharged'a  mZZoTtZt::^^^^^^  ^^'^  "™ 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS      n  ^\ 


1997 

TOTAL  ANNUAL  COMP 
SALARY        %  CHANGE 

LONG- 
TERM 

PAY  VS,  SHAREHOLDER  RETURN 
TOTAL        $  VALUE 

 1 

PAY  VS,  CORPORATE  PROFIT  j- 
CHANRF  1 

SALES:  $  MILLIONS 

ROE;  % 

*  BONUS 
$000 

FROI^H 
1996 

COMP, 
$000 

COMP, 
$000 

OF  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

1 

RATI^' 

23    OIL  SERVICE  &  SUPPLY  (RESOURCES) 

DAntK  nUunto 

5.2 

M.L.  Lukens,  chmn.,  pres.  &  CEO 
E.L.  Mattson,  pres.  &  CFO 

1664 
732 

44 
19 

0 
128 

6218 
2655 

251 

m 
□J 

m 

7.7 

-28.6 

[3 
[3 

niAuinKin  ncccunor 
UlAmUNU  UrronUnt 

DRILLING 

yoD.i 
18.1 

K.t.  Kose,  pres.  &  ctu 
L.R.  Dickerson,  sr.  v-p  &  CFO 

•Bonus  forfeited  because  of  resignation.  Res 

601*  -5 
447  33 

gned  3/31/98, 

U 
0 

1853 
1079 

NA 

NA 
NA 

9.7 

NM 

LL 
[L 

DRESSER  INDUSTRIES 

7437.9 
19,6 

W.E.  Bradford,  chmn.  &  CEO 
D.C.  Vaughn,  pres.  &  COO 

1879 
1197 

34 
40 

1535 
538 

5936 
3496 

239 

m 
m 

16.2 

-11.7 

GLOBAL  MARINE 

1067.1 
39.1 

C.R.  Luigs,  chmn.  &  CEO 
J.G.  Ryan,  pres.  &  COO 

1047 
514 

40 
25 

2494 
8506 

7813 
13566 

678 

ffl 
m 

32.5  1630.0 

y 

HALLIBURTON 

8818.6 
17.6 

R.B.  Cheney,  chmn.  &  CEO 
D.J.  Lesar,  pres.  &  COOt 

3080 
1150 

45 
23 

0 

3869 

9780 
8335 

344 

m 
m 

15.0 

92.0 

M 

SCHLUMBERGER 

10647.6 
19.4 

D.E.  Baird,  chmn.  &  CEO 
V.E.  Grijalva,  exec,  v-p 

3000 
1050 

36 
2 

12225 
2982 

31063 
7679 

336 

B 

m 

15.9 

65,5 

24    PAPER  &  FOREST  PRODUCTS  (RESOURCES) 

FORT  JAMES 

7259.0 
26.4 

M.L.  Marsh,  chmn.  &  CEO 
M.T.  Riordan,  pres.  &  COOt 

2676 
1817 

15 
96 

5520 
6941 

16437 
11043 

213 

a 
a 

12.4 

NM 

\1 
H 

GEORGIA-PACIFIC 

12968.0 
-2.4 

A.D.  Correll,  chmn.,  pres.  &  CEO  2138* 
J.F.  McGovern,  exec,  v-p  864 

'Includes  $1.1  mil.  for  taxes  on  vested  restricted  stock. 

70 
53 

0 
0 

5864 
2166 

130 

m 
m 

10.4 

-119.0 

[I 
[I 

INTERNATIONAL 
PAPER 

20115.0 
-1.7 

J.T.  Dillon,  CEO 
C.W.  Smith,  exec,  v-p 

1713 
775 

140 
80 

2995 
1217 

11963 
4274 

123 

a 
a 

5.4 

-126.0 

[5 
[5 

KIMBERLY-CLARK 

12546.6 
21.4 

W.R.  Sanders,  chmn.  &  CEO 
K.P.  Seifert,  group  pres.! 

1186 
572 

-30 
-11 

6751 
370 

17279 
2358 

215 

a 

m 

17.9 

4.0 

K 

UNION  CAMP 

4476.8 
3.9 

W.C.  McClelland,  chmn.  &  CEO 
J.H.  Ballengee,  pres.  &  COO 

1081 
683 

40 
33 

818 
184 

4358 
2592 

126 

m 
m 

9.8 

-38.2 

[3 

1, 

WEYERHAEUSER 

11210.0 
7.4 

J.W.  Creighton  Jr.,  pres.  &  CEO* 
R.C.  Gozon,  exec,  v-p 

•Left  office  12/1/97. 

989 
450 

-21 
-16 

2377 
0 

7466 
1712 

145 

m 
m 

11.7 

-46.4 

^' 

WILLAMEHE 
INDUSTRIES 

3438.7 
3.7 

S.R.  Rogel,  pres.  &  CEO* 
W.P.  Kinnune,  exec,  v-p 

•Resigned  11/1/97. 

769 
458 

-2 
7 

2452 
0 

4893 
2336 

144 

m 
m 

13.8 

-71.4 

1 
[3 

25    PERSONAL-CARE  PRODUCTS  (CONSUMER  PRODUCTS) 

AVON  PRODUCTS 

5079.4 
118.9 

J.E.  Preston,  chmn.  &  CEO 
F.  Lezama,  exec,  v-p 

1424 
634 

22 
NA 

5491 
654 

13772 
NA 

222 

m 

NA 

133.0 

-16.7 

E 

CLOROX 

2652.7 
26.5 

G.C.  Sullivan,  chmn.  &  CEO 
W.F.  Ausfahl,  group  v-p  &  CFO 

1655 
657 

33 
25 

1069 
1484 

5766 
4298 

291 

m 
m 

23.9 

33.8 

[1; 
[| 

COLGATE-PALMOLIVE 

9056.7 
33.3 

R.  Mark,  chmn.  &  CEO 
W.S.  Shanahan,  pres.  &  COO 

3847 
2259 

44 
43 

21544 
16742 

46979 
23461 

248 

m 
m 

24.3 

7.3 

b! 

g| 

ESTEE  LAUDER 

3468.8 
30.5 

L.A.  Lauder,  chmn.  &  CEOt 
F.H.  Langhammer,  pres.  &  COOt 

4454 
3150 

35 
5 

0 

1500 

10064 
13601 

NA 

NA 
NA 

29.7 

NA 

N/1 
NA 

GILLEHE 

10062.0 
29.9 

A.M.  Zeien,  chmn.  &  CEO 
M.C.  Hawley,  pres.  &  COO 

3417 
1358 

15 
19 

5311 
0 

20657 
5659 

278 

m 
m 

28.2 

-15.5 

[3 

PROCTER  &  GAMBLE 

36715.0 
29.6 

J.E.  Pepper,  chmn.  &  CEO                1 180*  6 
D.I.Jager,  pres.  &  COO                    1035**  7 
"Excludes  bonus  paid  in  restricted  stock  &  options  granted  in  1997 

1661            8891      272  ID 
1278            5361  m 
••Excludes  portion  of  bonus  paid  in  options  in 

26.5 
1997, 

21.8 

26    PUBLISHING,  RADIO  &  TV  BROADCAST  (SERVICE) 


CBS 

5363.0 
-1.9 

M.H.  Jordan,  chmn.  &  CEO 
L.  Moonves,  pres. -sub. 1: 

3058 
4154 

53 
4 

86 
0 

7917 
8301 

249 

m 
m 

-6.9 

-225.7 

[5 

CLEAR  CHANNEL 
COMMUNICATIONS 

697.1 
3.7 

L.L.  Mays,  chmn.  &  CEO 
M.P.  Mays,  pres.  &  COOt 

2726 
732 

5 

112 

4482 
4616 

11908 
5864 

626 

m 
m 

10.2 

-77.8 

COX 

COMMUNICATIONS 

1610.4 
-5.8 

J.O.  Robbins,  pres.  &  CEO 
A.M.  Dalvi,  sr.  v-p 

•Excludes  bonus  paid  m  restricted  stock. 

642* 
420 

7 
4 

353 
500 

4092 
2059 

NA 

NA 
NA 

-1.2 

-282.0 

i 

i 

DOW  JONES 

2572.5 
-102.7 

P.R.  Kann,  chmn.  &  CEO 
K.L.  Burenga,  pres.  &  COO 

925 
730 

-16 
-11 

304 
190 

4232 
3145 

187 

m 
m 

-26.4 

-940.1 

H 

GANNEn 

4729.5 
20.5 

J.J.  Curley,  chmn.  &  CEO 

D.H.  McCorkindale,  vice-chmn.  &  pres. 

2155 
1937 

23 
26 

3867 
1161 

13092 
7568 

246 

m 
m 

21.3 

-19.8 

KNIGHT-RIDDER 

2876.8 
25.6 

P.A.  Ridder,  chmn.,  pres.  &  CEO 
R.  Jones,  sr.  v-p 

1535 
767 

9 
16 

1917 
0 

6687 
1940 

219 

m 
m 

21.4 

83.3 

1 

McGRAW-HILL 

3534.1 
20.3 

J.L.  Dionne,  chmn.  &  CEOt 
H.W.  McGraw  III,  pres.  &  COO* 

•Will  become  CEO  4/29/98, 

2398 
1422 

25 
21 

12419 
1406 

21210 
6525 

241 

a 
m 

26.2 

-8.9 

NEW  YORK  TIMES 

2866.4 
15.2 

A.O.  Sulzberger,  chmn.  emeritus 
R.T.  Lewis,  pres.  &  CEO* 

1423 
1163 

2 
30 

4772 
1868 

9254 
NA 

315 

m 

NA 

9.6 

9.8 

N 

•Became  CEO  10/16/97. 
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APPLICATIONS 


Cisco  is  mailing 


.■  S  .-  ■ 


billions  mnning  its  business 


on  Oracle  Financial  and 


Cisco  Systems  is  a  global,  networked 
business.  As  the  worldwide  leader 
in  networking  for  the  Internet,  Cisco 
has  rocketed  to  multi-biUion  dollar 
srze  in  |ust  a  lew  years.  How  does  a  fast- 
growing  company  effectively  manage 
its  business''  With  Oracle  Financial  and 
Manufacturing  Applications.  Cisco 
runs  Its  worldwide  business  operations 
on  Oracle  Financial,  Manufacturing 
and  Order-Entry  Applications.  What's 
more,  all  Cisco  operations  are  managed 
off  ot  Oracle  databases.  Even  customers 
and  business  partners  gain  direct  access 
to  Oracle  databases  to  improve  business 
efficiency.  Oracle  Applications  have 
helped  Cisco  cut  costs,  increase  sales  and 
add  accuracy,  speed  and  flexibility  to 
Its  business  operations.  Running  its 
business  on  Oracle,  Cisco  has  become 
the  most  highly  networked  business  in 
the  world.  Give  your  business  what  it 
needs  to  run  more  competitively.  Call 
1-800-63.3-1062,  ext.  12720,  for  a  free 
CD  and  learn  how  other 
companies  move  ahead 
with  Oracle  Applications,  or  visit 
u'li  <ii '.  oracle,  comi  mfnl  4 

ORACLG* 

Enabling  the  Information  Age® 


EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY   EXECUTIVE   1997  COMPENSATION  1995-97  PAY-PERFORMANCE  ANALYSIS 


TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS  SHAREHOLDER  RETURN 

PAY  VS,  CORPORATE  PROFIT 

1997 

SAILARY 

%  CHANGE  TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES:  $  MILLIONS 

ROE:  % 

&  BONUS 
$000 

FROM 
1996 

COMP. 
$000 

COMP, 
$000 

OF  $100 
INVESTED 

RATING 

ROE 

% 

IN  ROE 

% 

RATIN 

SCRIPPS  (E.W.) 

1242.0 
15.3 

W.R.  Burleigh,  pres.  &  CEO 
P.P.  Gardner,  sr.  v-p 

1004 
613 

15 
9 

310 
345 

4185 
2299 

251 

m 
a 

12.3 

34.8 

m 

TIME  WARNER 

13294.0 
-0.2 

G.M.  Levin,  chmn.  &  CEO 
R.E.  Turner,  vice-chmn. 

7749 
6050 

47 
390 

1689 
0 

■  20904 
NA 

181 

a 

NA 

-3.1 

NM 

m 

NA 

TIMES  MIRROR 

3318.5 
144.1 

M.H.  Willes,  chmn.,  pres.  &  CEO 
T.  Unterman,  exec,  v-p  &  CFO 

2884 
1024 

34 
20 

557 
127 

9388 
3310 

297 

m 

42.4  2133.9 

m 
m 

TRIBUNE 

2719.8 
22.0 

J.W.  Madigan,  chmn.,  pres.  &  CEO 
J.C.  Dowdle,  exec,  v-p 

1885 
1158 

30 
24 

7514 
6400 

17905 
14936 

239 

m 
m 

19.3 

24.1 

m 

WASHINGTON  POST 

1956.3 
20.4 

D.E.  Graham,  CEO 
A.G.  Spoon,  pres.  &  COO 

400 
960 

0 
13 

1020 
5031 

2804 
8305 

210 

m 
a 

17.7 

35.7 

i 

27    RAILROADS  (TRANSPORTATION) 

BURLINGTON  NORTHERN  8413  .0 
SANTA  FE  13.0 

R.D.  Krebs,  chmn.,  pres.  &  CEO  559* 
D.G.  Mclnnes,  sr.  v-p  626* 

'Excludes  portion  of  bonus  paid  in  restricted  stock. 

0 
-4 

5840 
973 

19751 
6815 

202 

B 

m 

10.5 

-38.9 

i 

CSX 

10621.0 
13.9 

J.W.  Snovi/,  chmn.,  pres.  &  CEO  1246* 
G.L.  Nichols,  vice-chmn. t  922 

'Excludes  portion  of  bonus  paid  in  restricted  stock. 

-4 
16 

6567 
963 

18273 
4744 

166 

m 

m 

16.2 

-20.7 

m 

KANSAS  CITY  1058.3 
SOUTHERN  INDUSTRIES  -2.0 

L.H.  Rowland,  chmn.,  pres.  &  CEO 
T.H.  Bailey,  chmn.  &  CEO-sub. 

808 
1575 

46 
60 

0 
60 

6667 
3210 

316 

m 
m 

17.9 

-112.9 

1 
s 

NORFOLK  SOUTHERN 

4943.1 
13.9 

D.R.  Goode,  chmn.,  pres.  &  CEO 
H.C.  Wolf,  exec,  v-p 

1988 
851 

-38 
-24 

2473 
848 

13751 
4467 

154 

E 

14.7 

-2.4 

s 

E 

UNION  PACIFIC 

11079.0 
5.3 

R.K.  Davidson,  chmn.  &  CEO 
J.R.  Davis,  pres.  &  COOt 

901 
600 

-52 
-48 

529 
400 

4961 
3812 

214 

m 
m 

8.0 

-71.9 

E 

s 

28    RETAILING:  FOOD  (SERVICE) 

ALBERTSON'S 

14689.5 
21.4 

G.G.  Michael,  chmn.  &  CEO 
R.L.  King,  pres.  &  COO 

May  contain  data  from  a  preliminary  source. 

1101 
645 

1 

15 

1395 
435 

6110 
1978 

171 

m 
m 

22.4 

-13.6 

[2 

[1 

KROGER 

26567.3 
NM 

J.A.  Pichler,  chmn.  &  CEO 
O.B.  Dillon,  pres.  &  COO 

May  contain  data  from  a  preliminary  source. 

875 
612 

-9 
-6 

2435 
1021 

5345 
4526 

305 

m 
m 

NM 

NM 

HP 

SAFEWAY 

22483.8 
28.9 

S.A.  Burd,  pres.  &  CEO 
K.W.  Oder,  exec,  v-p 

May  contain  data  from  a  preliminary  source. 

1318*        -3  12977 
776*        -9  4728 
•Salary  reflects  53-week  pay  period. 

20880 
7194 

397 

m 
la 

36.3 

-25.6 

@ 
g 

WINN-DIXIE  STORES 

13382.3 
15.7 

A.D.  Davis,  chmn.  &  CEO 
J.  Kufeldt,  pres. 

603 
603 

-20 
-20 

0 

326 

2075 
3029 

185 

m 
m 

17.8 

-23.4 

s 
s 

29    RETAILING:  NONFOOD  (SERVICE) 

AUTOZONE 

2797.6 
18.1 

J.C.  Adams  Jr.,  chmn.  &  CEO*t 
T.D.  Vargo,  pres.  &  COOt 

•Became  CEO  12/31/96 

613 
528 

59 
38 

0 
0 

1200 
1060 

120 

m 
ffl 

19.2 

-17.9 

n 
s 

CARDINAL  HEALTH 

11616.6 
15.1 

R.D.  Walter,  chmn.  &  CEO 
J.C.  Kane,  pres.  &  COO 

1355 
880 

46 
25 

550 
217 

3877 
2530 

244 

m 
m 

14.2 

53.7 

g 
s 

COSTCO 

22420.8 
14.7 

J.D.  Sinegal,  pres.  &  CEO 
J.H.  Brotman,  chmn. 

500 
500 

11 
11 

0 
0 

1256 
1256 

347 

m 
ffl 

14.3 

123.7 

Q 
Q 

CVS 

12738.2 
1.2 

S.P.  Goldstein,  chmn.  &  CEO 
T.M.  Ryan,  vice-chmn.  &  COOt 

2575 
1753 

26 
-44 

1243 
1778 

7383 
9275 

257 

m 
a 

-5.5 

-90.1 

i 

GAP 

6507.8 
33.7 

M.S.  Drexler,  pres.  &  CEO 
R.J.  Fisher,  exec,  v-p 

May  contain  data  from  a  preliminary  source. 

3736 
1762 

14 
13 

0 
0 

10814 
5235 

359 

m 

27.6 

44.7 

i 

RITE  AID 

10841.6 
8.9 

M.L.  Grass,  chmn.  &  CEO 
T.J.  Noonan,  pres.  &  COO 

1900 
1330 

19 
66 

0 
0 

7642 
3715 

269 

m 
m 

9.9 

-36.0 

B 

SEARS,  ROEBUCK 

41296.0 
20.3 

A.C.  Martinez,  chmn.,  pres.  &  CEO 
R.L.  Mettler,  pres. -sub. 

1515 
946 

-56 
-39 

771 
2044 

10930 
7719 

204 

m 
m 

23.3 

54.1 

(3 

WALGREEN 

13794.0 
18.5 

C.R.  Walgreen  III,  chmn.  &  CEO 
L.D.  Jorndt,  pres.  &  COO 

1755 
1210 

IB 
20 

9173 
2751 

14812 
6719 

299 

m 

18.2 

3.0 

1 
n 

30    SERVICE  INDUSTRIES  (SERVICE) 

BRUWNING-FERRIS 
INDUSTRIES 

5632.6 
14.7 

B.E.  Ranck,  pres.  &  CEO                     727*        21  158 
N.A.  Myers,  exec,  v-p                       635**      25  53 

'Excludes  50%  of  bonus  paid  in  restricted  stock.  "Excludes  25%  of  bonus  paid 

2494  139 
2670 
n  restricted  stock. 

m 
m 

8,4 

23.6 

CENDANT 

3593.0 
-4.7 

W.A.  Forbes,  chmn.  &  CEO                 1553  3 
C.K.  McLeod,  vice-chmn.                  1035  8 

'Includes  $7,5  mil,  in  retirement  benefits  related  to  merger.  Left 

7790* 
16000** 
Dffice  12/17/97 

38194  233 
38818 

"Includes  $7,4  mil. 

m         10.3-117.7  li 

m  % 

n  retirement  benefits  related  to  merger, 

CINTAS 

926.1 
17.8 

R.J.  Kohlhepp,  pres.  &  CEO 
R.T.  Farmer,  chmn. 

483 
524 

9 
-4 

0 
0 

1584 
3542 

223 

m 
m 

17.7 

3.5 

0 
1: 

COGNIZANT 

1418.2 
39.0 

R.E.  Weissman,  chmn.  &  CEOt 
W.G.  Jacobi,  exec,  v-pt 

1758 
780 

-38 

-27 

470 
136 

12483 
4069 

NA 

NA 
NA 

25.4 

NA 

N, 
N, 

COLUMBIA/HCA 
HEALTHCARE 

18819.0 
2.1 

R.L.  Scott,  chmn.  &  CEO* 
D.E.  Steen,  pres.** 

May  contain  data  from  a  preliminary  source. 

548  -40 
634  11 
•Resigned  7/25/97. 

5154 
1673 
'Left  company 

9738 
3741 

12/31/97. 

123 

a 

l 

11.5 

-86.2 
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UR  I'cniCYHOLDERS  WE  ARE  ENGAGED  IN  A  GREAT  MUTUAL  ENTERPRISE  IT  IS  GREAT  BECAUSE  IT  SEEKS  TO  PREVENT  CRiPI'LING  INIURIES  AND  DEATH  BY  REMOVING  THE  CAUSES  Of  HOME,  HIGHWAY  AND  WORK  ACCIDENTS  IT 


Liberty  Mutual's  managed  care  is  as  fast  as  Hector's  tast  break.  After  his  accident,  Hector's 
employer  called  our  2H-hour  claims  service  hothne.  We  found  the  right  doctor  to  treat  him,  at 
the  right  price.  A  rehabilitation  nurse  coordinated  a  return-to-work  plan.  And  through  our  on-site 
rehabilitation  program,  a  therapist  worked  to  help  Hector  properly  do  his  job  and  avoid  reinjury, 
so  today  Hector  is  back  on  the  job  (and  on  the  boards)  leading  a  sater,  more  secure  life. 
'■^     Thereli  more  information  ife'i)  like  to  ,ihare.  So  nlea.ie  eall  John  Ryan 

LIBERTY 

mutual: 

at  (617)  57~i -58-i2  or  fuut  oar  welhnte  at  http://n'ivn:ltt'ert\/niiitual.eoni 


\U  freeJom  of  UUr^ 


«  J>jOM  QNV  AVMHDIH  JWOH  JO  SSSnVD  J  HI  ONIAOlvm  AS  HIVJQ  QNV  SlianlNI  ONIUJIUS  INjAHId  Ol  S-H3S  Tl  JSnVDSl!  J-VJ>10  Sill  ISiaJUJlNJ  TVninW  iVlSD  Y  Nl  GSDYDNi  J»V  IM  SHJaiOHADIlOJ  anO  HUMS' 


EXECUTIVE  COMPENSATION  SCOREBOARD  1 

COMPANY 

EXECUTIVE 

1997  COMPENSATION 

199S-97  PAY-PERFORMANCE  ANALYSIS 

TOTAL  ANNUAL  COI^P 

LONG- 

PAY  VS,  SHAREHOLDER  RETURN 

PAY  VS,  CORPORATE  PROFIT  '.' 

1997 

SALES;  $  MILLIONS 
ROE:  % 

SAWRY 
&  BONUS 
$000 

%  CHANGE 
FROM 
1996 

TERM 
COMP 
$000 

TOTAL 
COMP, 
$000 

$  VALUE 
OF  $100 
INVESTED 

RATING 

ROE 

% 

CHANGE 
IN  ROE 

% 

RAW  j 

DONNELLEY  (R.R.) 
&SONS 

4850.0 
13.0 

W.L.  Davis,  chmn.  &  CEO                 1246         NA     13628*  NA 
J.P.  Ward,  pres.  &  COO                       868         96         170  3258 

'Includes  $3,9  mil.  signing  bonus.  Joined  company  1/1/97  and  became  CEO  3/1/97. 

134 

NA 
[D 

5.7 

-4.4 

NAi 

n  r 

ENRON 

20373.0 
1.8 

K.L.  Lay,  chmn.  &  CEO 
J.K.  Skilling,  chmn.  &  COOt 

1904 
1223 

-31 
_1 

1438 
10230 

18472 
21774 

Gil 

HI 

11.4 

-oo.y 

|4] 

B 

FOX 

12571.4 
13.9 

F.W.  Smith,  chmn.,  pres.  &  CEO 
T.L.  Weise,  exec,  v-p 

'Includes  $614,545  tax  reimbursement. 

1239 
1332* 

41 

-9 

1125 
3135 

5754 
8382 

r5i 
HI 

A  Q 

FLUOR 

14263.5 
8.0 

L.G.  McCraw,  chmn.  &  CEOt 

D.L.  Blankenship,  chmn.  &  CEO-sub. 

1102 
910 

-46 
12 

2003 
354 

8762 
3498 

90 

a 

a 

13.4 

-49.4 

m  i 

1  ! 

GENUINE  PARTS 

6005.2 
18.4 

L.L.  Prince,  chmn.  &  CEO 
T.C.  Gallagher,  pres.  &  COO 

1199 
842 

7 
7 

2479 
1240 

7014 
4348 

155 

m 

18.7 

-2.6 

m  1 
m 

GRAINGER  (W.W.) 

4136.6 
17.9 

R.L.  Keyser,  chmn.  &  CEO 
J.D.  Fluno,  vice-chmn. 

1145 
932 

-2 
-5 

445 
0 

8148 
7726 

i  /  J 

a 

ID.U 

A  A  C 

m 

HEALTH  MANAGEMENT  930.9 
ASSOCIATES  19.2 

W.J.  Schoen,  chmn.  &  CEO 
J.V.  Vumbacco,  pres.  &  COO 

1041 
557 

5 

100 

29905 
261 

45541 
NA 

341 

m 

NA 

19.8 

-1.0 

m 

NA 

HEALTHSOUTH 

3017.3 
17.1 

R.M.  Scrushy,  chmn.  &  CEO 
M.D.  Martin,  exec,  v-p  &  CFO 

May  contain  data  from  a  preliminary  source. 

13399 
2360 

18 
129 

93391 
2054 

141773 
7840 

305 

m 
m 

13.4 

36.6 

a 
m 

HUMANA 

7973.0 
11.9 

D.A.  Jones,  chmn.  &  CEO                 3598*  221 
G.H.  Wolf,  pres.  &  CEO***                  807  -10 

'Includes  $2.5  mil.  special  bonus.  **Became  CEO  12/1/97, 

0 
100 

6941 
1955 

92 

a 

9.2 

-28.5 

m 
m 

PAYCHEX 

853.0 
30.4 

B.T.  Golisano,  chmn.,  pres.  &  CEO 
J.T.  Carlen,  exec,  v-p* 

'Resigned  8/31/97, 

641 
371 

19 
20 

0 
0 

1678 
963 

m 

LU 

m 

y.u 

m 

Lu 

a 

REPUBLIC 
INDUSTRIES 

10305.6 
6.5 

S.R.  Berrard,  pres.  &  co-CEO 
H.W.  Hudson,  vice-chmn. 

470 
496 

20392 
73 

0 
0 

NA 
898 

1373 

NA 

m 

3.2 

-32.4 

NA 

a. 

ROBERT  HALF 
INTERNATIONAL 

1302.9 
22.4 

H.M.  Messmer  Jr.,  chmn.  &  CEO 
M.K.  Waddell,  sr.  v-p 

1705 
820 

34 
23 

21688 
6290 

46897 
16869 

500 

a 

m 

20.0 

51.6 

m 

[3] 

TENET 

HEALTHCARE 

9348.5 
-0.5 

J.C.  Barbakow,  chmn.  &  CEO 
M.H.  Focht,  pres.  &  COO 

2320 
1552 

7 
11 

0 
0 

6093 
7743 

f9l 

m 

A  1 

-lUD.o 

131 

nil 

UNITED 
HEALTHCARE 

11794.5 
9.5 

W.W.  McGuire,  CEO 
T.H.  Wills,  COO 

1271 
515 

10 
9 

7233 
2930 

22509 
6498 

Tin 
1  iU 

f?i 
a 

Q  Q 

o.y 

III  1 

WASTE  MANAGEMENT  9188.6 
-30.5 

P.B.  Rooney,  pres.  &  CEO* 
R.S.  Miller  Jr.,  chmn.  &  CEOt** 

May  contain  data  from  a  preliminary  source. 

2558         41             0  6770 
92         NA           13  NA 

•Resigned  2/17/97.  "Became  CEO  10/29/97. 

112 

m 

NA 

-2.5  - 

-276.3 

pi 

NA 

WELLPOINT  HEALTH 
NETWORKS 

5826.4 
18.6 

L.D.  Schaeffer,  chmn.  &  CEOt 
R.A.  Williams,  exec,  v-pt 

1490 
934 

16 
13 

0 
0 

9334 
4308 

124 

a 
a 

17.5 

23.8 

ml 

31    STEEL  (INDUSTRIAL 

LOW  TECH) 

NUCOR 

4184.5 
16.3 

J.D.  Correnti,  vice-chmn.,  pres.  &  CEO  780 
F.K.  Iverson,  chmn.  882 

13 
8 

454 
398 

3780 
4568 

89 

m 
a 

17.2 

-19.1 

m\ 
ml 

32    TELECOMMUNICATIONS  (TELECOMMUNICATIONS)  | 

ALLTEL 

3263.6 
23.0 

J.T.  Ford,  chmn.  &  CEO                     1365           2  3666* 
S.T.  Ford,  pres.                                762           9  178 

'Includes  $13  mil,  above  market  earnings  on  deferred  compensation. 

8222 
NA 

151 

1 

NA 

18.4 

37.7 

nl 

AMERITECH 

15998.0 
27.6 

R.C.  Notebaert,  chmn.,  pres.  &  CEO 
O.G.  Shaffer,  exec,  v-p  &  CFO 

2642 
1014 

32 
28 

405 
0 

8173 
2671 

223 

m 
m 

28.0 

43.0 

AT&T 

51319.0 
19.7 

R.E.  Allen,  chmn.  &  CEO* 
J.D.  Zeglis,  pres.t 

'Left  office  10/31/97. 

3275 
2078 

2 
47 

4823 
320 

20623 
8933 

198 

a 

m 

16.1 

-24.9 

W 

BELL  ATLANTIC 

30367.9 
19.2 

R.W.  Smith,  chmn.  &  CEO                 2653          26  4378* 
I.G.  Seidenberg,  vice-chmn.t             2771         18  3989** 
'Includes  $4  0  mil,  merger  implementation  bonus,  "Includes  $3.0  mil.  merger 

11314  209 
11256 
mplementation  bonus. 

m  23.5 

a 

oined  company  8/1/97 

-16.7 

BELLSOUTH 

20633.0 
21.6 

F.D.  Ackerman,  chmn.,  pres.  &  CEO 
J. A.  Drummond,  pres. -sub. 

2136 
1034 

51 
3 

148 
580 

6664 
4157 

232 

m 
m 

18.8 

43.4 

m 

i 

CIENA 

454.2 
33.1 

P.H.  Nettles,  pres.  &  CEOt 
L.P.  Huang,  sr.  v-pt 

422 
242 

29 
10 

0 

13700 

1050 
14356 

NA 

NA 
NA 

NA 

NA 

Nfl 
M 

FRONTIER 

2352.9 
5.6 

J.P.  Clayton,  pres.  &  CEO                    715         NA         471*              NA  127 
R.L.  Bittner,  chmn.  &  CEO                  508        -27         574**  3240 
'Includes  $470,599  relocation  fees.  Joined  company  6/9/97. 

"Includes  $309,344  forgiven  loan  amount  and  $264,619  in  other  compensation.  Passed  away  8/31/97 

NA 

m 

14.2 

-58.5 

NA 

GTE 

23260.0 
34.8 

CR.  Lee,  chmn.  &  CEO 
K.B.  Foster,  pres. 

2608 
1913 

3 
5 

3247 
1926 

15691 
10184 

197 

a 
a 

36.6 

49.1 

-1 

LUCENT 
TECHNOLOGIES 

27146.0 
10.1 

H.B.  Schacht,  chmn.  &  CEO              1511*  137 
R.A.  McGinn,  pres.  &  COO**t             2464*  23 

'Bonus  represents  9  months  of  data.  "Became  CEO  10/7/97. 

0 

10581 

NA 

17871 

NA 

NA 
NA 

-14.0 

NA 

na| 

QWEST  696.7 
COMMUNICATIONS  INTL.  3.8 

J.P.  Nacchio,  pres.  &  CEO                   893         NA  7232* 
R.S.  Woodruff,  exec,  v-p  &  CFOt           295         41  9453 

'Includes  $7.2  mil.  special  bonus  for  joining  company.  Became  CEO  1/4/97. 

NA 
10142 

NA 

NA 
NA 

NA 

NA 

nm 
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THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


You  Need  Them 

Fast 

You  Need  Them 

Right 

You  Need 

CFO  Vision 


TM 


When  you're  under  pressure  to  make  critical 
business  decisions,  CFO  Vision  software  delivers 
the  timely  and  accurate  information  you  need. 

CFO  Vision  is  the  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  profitability,  the  potential 
impact  of  a  reorganization,  or  key  performance 
indicators— in  any  currency 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (OLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  100. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas. com/vision 


mm 

JJIA    SAS  Institute  Inc. 

The  Business  of  Belter  Decision  Mal<ing 

I    .            E-mail:  bw@sas.com  www.sas.com/visio 

n  919.677.8200 

In  Canada  1.800.363.8397 

SAS  IS  a  registered  trademark,  and  CFO  Vision  a  trademark,  of  SAS  Institute  Inc      Copyright  1 

997  by  SAS  Institute  Inc 

EXECUTIVE  COMPENSATION  SCOREBOARD 


COMPANY 

EXECUTIVE 

1997  COMPENSATION 

1995-97  PAY-PERFORMANCE  ANALYSIS 

lOTAL  ANNUAL  COMP 

LONG- 

PAY  VS  SHAREHOLDER  RETURN 

PAY  VS-  CORPORATE  PROFIT 

1997 

SALARY 

%  CHANGE 

TERM 

TOTAL 

$  VALUE 

CHANGE 

SALES:  $  MILLIONS 

&  BONUS 

FROM 

COMP, 

COMP, 

OF  $100 

ROE 

IN  ROE 

ROE:  % 

$000 

1996 

$000 

$000 

INVESTED 

RATING 

% 

% 

RATIK 

SBC 

24856.0 

E.E.  Whitacre  Jr.,  chmn.  &  CEO 

4682 

28 

10970 

„  ■■ 

25999 

200 

15J 

25.3 

-24.5 

|3J 

COMMUNICATIONS 

14.9 

n.S.  Caldwell,  pres. 

1700 

23 

3590 

8646 

[3] 

SOUTHERN  NEW 

2022.3 

D.J.  Miglio,  chmn.,  pres.  &  CEO 

951 

D  / 

OOQQ 
.ClOOO 

m 

/I  n  Q 
4U.O 

1  1  A 

rr 
11 

ENGUND  TELECOMMS.  33.1 

D.R.  Shassian,  sr.  v-p  &  CFO 

515 

23 

0 

1339 

ffl 

E 

SPRINT 

14873.9 

W.T.  Esrey,  chmn.  &  CEO 

1073 

-68 

8688 

17233 

275 

m 

14.9 

-45.9 

10.5 

R.T.  LeMay,  pres.  &  COO* 

613 

-75 

15583 

22965 

m 

•Resigned  7/1/97,  Rejoined  company  10/31/97. 

TELLABS 

1203.5 

M.J.  Birck,  pres.  &  CEO 

579 

1 

0 

2898 

379 

m 

25.0 

14.3 

E 

28.3 

B.J.  Jackman,  pres. -sub. 

409 

3 

4147 

8200 

m 

WORLDCOM  7351.4     B.J.  Ebbers,  pres.  &  CEO  18031*      451  0         24289      311        U         -0.9       NM  [i 

2.7     S.D.  Sullivan,  CFO  4000**     357       5581  11796  U  [4 

'includes  $13  mil,  paid  under  performance  bonus  plan.  "Includes  $3.5  mil.  paid  under  performance  bonus  plan. 


33    TEXTILES,  APPAREL  (CONSUMER  PRODUCTS) 


NIKE 

9819.0 

P.H.  Knight,  chmn.  &  CEO 

2117 

14 

0 

5624 

215  H 

]         23.6  11.9 

[2 

22.8 

T.E.  Clarke,  pres.  &  COO 

1498 

18 

1923 

7938 

i 

] 

(3 

VP 

5222.2 

M.J.  McDonald,  pres.  &  CEO 

2265 

1 

433 

6269 

205  g 

]         14.1  18.5 

g 

18.5 

J. P.  Schamberger,  v-p 

1026 

4 

173 

3307 

[2 

] 

[2 

34    TIRE  &  RUBBER  (INDUSTRIAL:  LOW  TECH) 


GOODYEAR  TIRE  13155.1  S.F.  Gibara,  chmn.,  pres.  &  CEO  1906  21  1185  6587  202  [H  12.7  -18.7 
&  RUBBER  16.5     W.J.  Sharp,  pres.-sub.  874  9       3729  7171  g  


35    TOBACCO  (CONSUMER  PRODUCTS) 


PHILIP  MORRIS  56114.0  G.C.  Bible,  chmn.  &  CEO  3418  20  8938  23404  269  ID  41.9  14.4 
 42^3  _  M.H.  Brjrig,  vice-chmn.  1957  29        7934  if  §48  S  

RJR  NABISCO  17057.0  S.F  Goldstone,  chmn.,  pres.  &  CEO  4739  -30  0  12898  162  IH  5.0  -43.2 
HOLDINGS  3^7     H.J.  Greeniaus,  pres.-sub^  1952  -1  333  9038   B  

UST  1401.7  V.A.  Gierer  Jr.,  chmn.,  pres.  &  CEO  2575  -5  0  13147  153  B  137.1  -6  4 
 100.3     R.H.  Verheij,  exec,  v-p  1386  37         217  3467  @  


36    UTILITIES  (UTILITIES) 


AES  1411.0     D.W.  Bakke,  pres.  &  CEO  1760         52  0  4681      478       H         16.6  ^6.9 

 13^0  _  _T.A.  jL'^°"?'_sf-  *:P_  IQ?3  46  2084  4778   S  

AMEREN  3326.5     C.W.  Mueller,  chmn.,  pres.  &  CEO         655  8  0  1838      148        [U         12.7  -5.5 

 12.8  _  _C-L.  Greenwalt,  pres.-sub^tt  460  -19  0   1 504   0  

BALTIMORE  GAS  3307.6  C.H.  Poindexter,  chmn.  &  CEO  609  -22  425  3009  184  ID  9.7  -15.2  [3 
&  ELECTRjC  8^9  _  E.A.  Crooke,  pres^&  COO  42 1  -24  299  2142_  [1  | 

CAROLINA                  3024.1  W.  Cavanaugh  III,  pres.  &  CEO              960          13           24            2574      187        [H         13.9     15.5  D 

POWER  &  LIGHT  1 3^6     W.S.  Orser,  exec,  v-p   483  7  12   1396   m  D 

c[nERGY                  4352.8  J.E.  Rogers,  vice-chmn.,  pres.  &  CEO    1055       -15       2001          10180      194       [U         13.6     80.4  1 

 14.3    _J^H-_RaD^°JP*l!   _92i  _6  603  4844   _^  E 

CONSOLIDATED           5710.0  G. A.  Davidson  Jr.,  chmn.  &  CEO          1042           8       1051            3935      193        [U           9.2     53.9  1 

NATURAL  GAS  12^9     D.M^  Westfall,  sr.  v-p  &  CFO  398  9  0   1042_  B  0 

DOMINION  7436.3  T.E.  Capps,  chmn.,  pres.  &  CEO  1274  26  130  3901  145  B  8.8  -23.8  \ 
RESOURCES  7^9  _  _N-B.  Askew,  exec^ v-p   690  _NA  456  NA  NA  N 

DTE  ENERGY               3764.0     J.E.  Lobbia,  chmn.  &  CEO                   874         37           61            2293      162        [U         10.9     -0.4  E 
 1_L7  __A.F.  EarJey  Jr.,  pres^&  COO   650  43  34   1666   S  E 

DUKE  ENERGY  16308.9     W.H.  Grigg,  chmn.  &  CEOt  1128  16         705  4271       167        H]         13.3     -8.0  C 

12.0     R.B.  Priory,  chmn.  &  CEO*  1029         72         397  2861  H  C 



EDISON  9235.1     J.E.  Bryson,  chmn.  &  CEO  1711  11  0  4565      217        D         11.7       9.6  \ 

jNTERNATIONAL  12^1    AE-AfaA^LPff^j  5  9  2814  ^  C 

ENTERGY                  9561.7     E.  Lupberger,  chmn.  &  CEO               1057        -19            0           4504      169       B          5.8   -31.3  [' 
 37  _  _JX. _M_aulden,  vice-chrriri.  _  _  -29  0  2472_  B  0 

FIRSTENERGY  2823.9     W.R.  Holland,  chmn.  &  CEO  877  20         180  2559      192        H         12.1      -2.7  C 

 1_L8  _  H.P.  Burg,  pres.  &  CFO   493  55  70   1 267_  H  L 

FPL  GROUP  6369.0     J.L.  Broadhead,  chmn.,  pres.  &  CEO     1788  15        1492  8420      191        B         12.7       3.2  \ 

 12A_  PJ^Evanson^pres.   990  \2  307  3344   B  [. 

GPU  4143.4     FD.  Hafer,  chmn.,  pres.  &  CEO*  805         45  67  1907      192        H         11.8     69.9  [ 

10.8     I.H.  Jolles,  sr.  v-p  436  -4  86  1573  S  [ 

 "^^yf^^S'I-^^'y^l:  

HOUSTON  6873.4     D.D.  Jordan,  chmn.  &  CEO  2721         34       5044*        12761      185       [U  9.5    -30.5  [ 

INDUSTRIES  8.4     R.S.  Letbetter,  pres.  &  COO  929         24         152  2700  (3]  [ 

'Includes  $897,657  one-time  life  insurance  payment, 

NEWCENTURY  3342.5     W.H.  Brunetti,  vice-chmn.,  pres.  &  COO  545        -17         232  2092      195        D]         12.0    -11.0  i 

ENERGIES  11.1     B.D.  Helton,  chmn.  &  CEO*t  805         NA  8  NA  NA  N 

•Becdine  CEO  8/1/97  _  

NORTHERN  STATES      2733.8     J.J.  Howard,  chmn.,  pres.  &  CEO  881        -15         477  4170      157        B         11.6    -21.7  1 

POWER  9.5     P.E.  Anders,  v-p  432*        NA  0  NA  NA  Nu 

"includes  $150,000  to  join  company  and  $50,000  in  lieu  of  restricted  stock  grant.  Joined  company  5/1/97,  ,  .,1 
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[ECUTIVE  COMPENSATION  SCOREBOARD 


iMPANY   EXECUTIVE   t997  COMPENSATION  t99S-97  PAY-PERFORMANCE  ANALYSIS 


1997 

TOTAL  ANNUAL  COMP 

LONG- 

PAY  VS  SHAREHOLDER  RETURN 

PAY  VS.  CORPORATE  PROFIT 

TERM 

TOTAL 

t  \IM  1  IF 
Ji  VMLUt 

SALES:  $  MILLIONS 

&  BONUS 

FROM 

COMP. 

COMP, 

OF  $100 

ROE 

IN  ROE 

ROE:  % 

$000 

1996 

$000 

$000 

INVESTED 

RATING 

% 

% 

RATING 

:iFICORP 

6278.0 

F.W.  Buckman,  pres.  &  CEO 

635 

-41 

470 

3627 

177 

m 

9.9 

-59.7 

m 

5.0 

R.T.  O'Brien,  sr.  v-p  &  CFOt 

288 

-18 

128 

1496 

m 

a 

«U  cNtKuT 

1  /  .y 

C.A.  McNeill  Jr.,  chmn.,  pres.  &  CEO 

881 

22 

0 

2477 

122 

n 

1 1.8 

29.6 

[2] 

117 

D.M.  Smith,  pres. -sub. 

480 

13 

0 

1365 

n 

Q] 

1  r 
kt 

S  T  Skinnpr  rhmn  &  CFO 

Al 

oD/D 

1^ 

lU.D 

— ^D.O 

lii 

8.0 

R.D.  Glynn  Jr.,  chmn.,  pres.  &  CEO* 

790 

70 

409 

2306 

a 

H 

•Became  CEO  5/31/97, 

)LIC  SERVICE 

6369.2 

E.J.  Ferland,  chmn.,  pres.  &  CEO 

712* 

-28 

109 

3138 

151 

u 

11.4 

-15.9 

m 

ERPRISE  GROUP 

10.8 

L.R.  Codey,  pres.  &  COO-sub. 

435* 

-25 

50 

1823 

m 

m 

*1997  bonus  has  not  been  determined. 

AS  UTILITIES 

7945.6 

E.  Nye,  chmn.  &  CEO 

1085 

19 

523 

3979 

156 

m 

6.6 

15.4 

m 

9.7 

J.S.  Farrington,  chmn. 

790 

-13 

316 

3670 

m 

a 

LIAMS 

4409.6 

K.E.  Bailey,  chmn.,  pres.  &  CEO 

1000* 

5 

1121 

6190 

369 

m 

10.1 

-9.5 

a 

10.1 

S.L.  Cropper,  chmn.,  pres.  &  CEO-sub. 

473 

6 

53 

2449 

ffl 

[3] 

•Excludes  portion  of  bonus  paid  in  restricted  stock 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


rt  Laboratones  11 

Black  &  Decker  15 

16 

Bo>  ing  1 

i21 

Bristol-Myers  Squibb  11 

:21 

Browning-Ferns  30 

inson  (H  F.)  21 

Burlington  Northern  Santa  Fe  27 

oducts  &  Chemicals  8 

Burlington  Resources  20 

tson's  28 

Cadence  Design  Systems  22 

18 

Campbell  Soup  13 

leny  Teledyne  9 

Capital  One  Financial  21 

Signal  9 

Cardinal  Health  29 

te21 

Carnival  17 

32 

Carolina  Power  36 

ida  Hess  20 

Caterpillar  15 

in  36 

CBS  26 

ca  Online  22 

Cendant  30 

can  Express  21 

Cendian  22 

can  General  21 

Charter  One  Financial  21 

can  Home  11 

Chase  Manhattan  5 

can  Intl.  Group  21 

Chevron  20 

tech  32 

Chubb  21 

nil 

Ciena  32 

}20 

Cigna  21 

;2 

Cincinnati  Financial  21 

1 

CINergy  36 

utii  Bancorporation  5 

Cintas30 

I  Devices  12 

Cisco  Systems  22 

iser-Busch  6 

Citicorp  5 

1 

Clear  Channel  Communs.  26 

id  Materials  IS 

Clorox  25 

r  Daniels  13 

CNA  Financial  21 

nd20 

Coastal  20 

iates  First  Capital  21 

Coca-Cola  6 

32 

Coca-Cola  Enterprises  6 

ic  Richfield  20 

Cognizant  30 

latic  Data  22 

Colgate-Palmolive  25 

m  29 

Columbia/HCA  Healthcare  30 

Dennison  10 

Comerica  5 

'roducts  25 

Compaq  Computer  22 

Hughes  23 

Computer  Associates  22 

lore  G&E  36 

Compuware  22 

DneS 

ConAgra  13 

)f  New  York  5 

Cons.  Natural  Gas  36 

jnerica  5 

Cooper  Industries  12 

'OSton  5 

CoreStates  Financial  5 

rs  Trust  5 

Corning  19 

International  11 

Costco  29 

:tworl(s  22 

Cox  Communications  26 

Itearns  21 

Crestar  Financial  5 

1,  Dickinson  11 

Crown  Cork  &  Seal  10 

lantic  32 

CSX  27 

uth  32 

CVS  29 

lire  Hathaway  21 

Dana  4 

ods13 

Danaher 15 

Deere  15 

Georgia-Pacific  24 

Lockheed  Martin  1 

Pfizer  1 1 

Delta  Air  Lines  2 

Gillette  25 

Loews  21 

PG&E  36 

Diamond  Offshore  23 

Global  Marine  23 

Lucent  Technologies  32 

Pharmacia  &  Upjohn  11 

Digital  Equipment  22 

Golden  West  21 

Marsh  &  McLennan  21 

Philip  Morris  35 

Disney  (Walt)  17 

Goodyear  Tire  &  Rubber  34 

Marshall  &  llsley  5 

Phillips  Petroleum  20 

Dominion  Resources  36 

GPU  36 

Mattel  17 

Pioneer  Hi-Bred  13 

Donaldson,  Lufkm  &  Jenietfe  21 

Grainger  (W  W.)  30 

Maxim  Integrated  Prods  12 

Pitney  Bowes  22 

Donnelley  (R  R.)  30 

Green  Tree  Financial  21 

MBIA  21 

PNC  Bank  5 

Dover  15 

GTE  32 

MBNA  5 

PPG  Industnes  7 

Dow  Chemical  8 

Guidant  11 

McGraw-Hill  26 

Praxair  8 

Dow  Jones  26 

Halliburton  23 

Medtronic  1 1 

Price  (T.  Rowe)  21 

Dresser  Industries  23 

Harcourt  Generat  9 

Mellon  Bank  5 

Procter  &  Gamble  25 

DTE  Energy  36 

Harley-Oavidson  17 

Mercantile  Bancorp.  5 

Progressive  21 

Duke  Energy  36 

Harris  12 

Merck  1 1 

Providian  Financial  5 

Dun  &  Bradstreet  21 

Hartford  Financial  Services  21 

Merrill  Lynch  21 

Public  Service  Ent  36 

DuPont  8 

Hartford  Life  21 

MGIC  Investment  21 

Quaker  Oats  13 

Eastman  Kodak  17 

HBO  22 

Micron  Technology  12 

Qwest  Communs  17 

Eaton  12 

Hearth  Management  Assocs.  30 

Microsoft  22 

Ralston  Purina  13 

Edison  International  36 

Healthsouth  30 

Minnesota  Mining  19 

ReliaSfar  Financial  21 

Electronic  Data  Systems  22 

Heinz  (H.J.)  13 

Mobil  20 

Republic  Industries  30 

EMC  22 

Hercules  8 

Molex  12 

Republic  New  York  5 

Emerson  Electric  16 

Hershey  Foods  13 

Monsanto  8 

Reynolds  Metals  18 

Enron  30 

Hewlett-Packard  22 

Morgan  (J.P)  5 

Rite  Aid  29 

Entergy  36 

Hillenbrand  19 

Morgan  Stanley,  Dean  Witter  21 

RJR  Nabisco  35 

Equifax  21 

Hilton  Hotels  14 

Morton  International  8 

Robert  Half  International  30 

Equitable  21 

Honeywell  16 

Motorola  12 

Rockwell  International  12 

Estee  Lauder  25 

Household  Intl.  21 

Nabisco  Holdings  13 

Rohm  &  Haas  8 

Exxon  20 

Houston  Industnes  36 

National  City  5 

Rubbermaid  19 

FDX  30 

Humana  30 

NationsBank  5 

SABRE  Group  Holdings  22 

Fifth  Third  Bancorp  5 

Huntington  Bancshares  5 

New  Century  Energies  36 

Safeco  21 

First  Chicago  NBD  5 

IBM  22 

New  York  Times  26 

Safeway  28 

First  Data  22 

IKON  Office  Solutions  9 

Newell  19 

Sara  Lee  13 

First  Security  5 

Illinois  Tool  Works  19 

Newmont  Mining  18 

SBC  Communications  32 

First  Tennessee  Natl  5 

IMC  Global  8 

Nike  33 

Schering-Plough  11 

First  Union  5 

Ingersoll-Rand  15 

Nortolk  Southern  27 

Schlumberger  23 

Firstar  5 

Intel  12 

Northern  States  36 

Schwab  (Charles)  21 

FirstEnergy  36 

International  Flavors  8 

Northern  Trust  5 

Scnpps  (E  W)  26 

Fleet  Financial  Group  5 

International  Paper  24 

Northwest  Airlines  2 

Seagate  Technology  22 

Fluor  30 

ITT  Industries  9 

Norwest  5 

Sears,  Roebuck  29 

Fort  James  24 

Jefferson-Pilot  21 

Nucor  31 

Shen«in-Williams  7 

Fortune  Brands  19 

Johnson  &  Johnson  11 

Occidental  Pet  20 

Solectron  12 

FPL  Group  36 

Johnson  Controls  19 

Old  Republic  Intt.  21 

Southern  New  Eng  Tel.  32 

Franklin  Resources  21 

Kansas  City  Southern  27 

Oracle  22 

SouthTrust  5 

Frontier  32 

Kellogg  13 

Owens-llhnois  10 

Sprint  32 

Gannett  26 

KeyCorp  5 

Paccar  4 

St  Paul  21 

Gap  29 

Kimberly-Clark  24 

PacifiCorp  36 

Stanley  Works  15 

Genentech  11 

Knight-Ridder  26 

PaineWebber  Group  21 

Star  Banc  5 

General  Dynamics  1 

Kroger  28 

Parametric  Technology  22 

State  Street  5 

General  Electric  9 

Leggett  S,  Piatt  3 

Parker  Hannifin  19 

Sterling  Commerce  22 

General  Mills  13 

Lehman  Brothers  Holdings  21 

Paychex  30 

Strykerll 

General  Re  21 

Lilly  (Ell)  11 

PECO  Energy  36 

Summit  Bancorp  5 

Genuine  Parts  30 

Linear  Technology  12 

PepsiCo  6 

Sun  Microsystems  22 

SunAmerica  21 
SunTrust  Banks  5 
Synovus  Financial  5 
Sysco  13 
Tellabs  32 
Tenet  Healthcare  30 
Tenneco  9 
Texaco  20 

Texas  Instruments  12 
Texas  Utilities  36 
Textron  9 
3Com  22 
Time  Warner  26 
Times  Mirror  26 
Torchmark  21 
Transamenca  21 
Travelers  Group  21 
Travelers  Property  Casualty  21 
Tribune  26 

Tricon  Global  Restaurants  14 

TRW  9 

Tyco  Intl.  15 

Tyson  Foods  13 

U  S  Bancorp  5 

UAL  2 

Union  Camp  24 
Union  Carbide  8 
Union  Pacific  27 
Union  Pacific  Resources  20 
Union  Planters  5 
United  Healthcare  30 
United  Technologies  1 
UNUM21 
UST  35 

USX-Marathon  20 
VF33 

Wachovia  5 
Walgreen  29 
Warner-Lambert  11 
Washington  Mutual  21 
Washington  Post  26 
Waste  Management  30 
WellPoint  Health  30 
Wells  Fargo  5 
Weyerhaeuser  24 
Whirlpool  3 

Willamette  Industries  24 
Williams  36 
Winn-Dixie  Stores  28 
WorldCom  32 
Wngley(Wm.)Jr.  13 
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merica's  high-tech  in- 
dustry is  the  economic 
success  story  of  the 
■  1990s.  Accounting  for 
some  30%  of  the  increase  in 
gross  domestic  product  since 
1994,  the  explosive  growth  of  the 
country's  software  and  computer 
companies  has  enabled  the  U.  S. 
to  regain  its  supremacy  in 
the  global  market- 
place. Not 


since  the  heyday  of  the 
in  the  1800s  has  prosperi: 
tied  so  closely  to  one  s< 
the  economy. 

The  engine  inside  th;.  . 
nomic  steamroller  is  Mii  m 
Corp.,  which  provides  th( 
ating  system  for  virtually  j 
sonal  computers,  along  w) 
leading  applications  and  nj 
the  top  programming  tools  i 
a  single  company  settiij 


)  about 


standards,  businesses 
umers  are  able  to  buy 

and  hardware  without 
I  about  compatibility, 
computer  industry  has 
med  into 

billion 


Cover  Story 


N  have  grown  as  much 
ioft.  In  1997,  Microsoft's 
on  in  net  income  ac- 
for  41%  of  the  profits 


of  the  10  largest  publicly  traded 
software  companies,  by  business 
week's  calculation.  Now,  Mi- 
crosoft, with  its  $10  billion  cash 
pile  and  25,700  employees,  is 
reaching  beyond 
the  PC  into  new 
~~  markets — every- 
thing from  computerized  toys 
and  TV  set-top  boxes  to  selling 
cars  and  airline  tickets  over  the 
Internet. 


The  sheer  pervasiveness  of 
Microsoft  in  an  increasingly  dig- 
ital world  raises  profound  ques- 
tions: Should  a  single  company 
exercise  so  much  economic  pow- 
er? And  what  should  the  gov- 
ernment do,  if  anything? 

These  may  well  be  the  most 
critical  economic-policy  decisions 
facing  the  U.  S.  today.  And  they 
are  coming  to  a  head.  Later  this 
month,  Microsoft  is  expected  to 
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launch  its  publicity  blitz  for  Windows 
98 — a  new  version  of  its  operating  sys- 
tem. This  product  release  is  a  lightning 
rod  from  an  antitrust  viewpoint,  since  it 
integrates  an  Internet  browser,  a  new 
product,  into  Windows — an  existing  mo- 
nopoly. Any  day  now,  the  Justice  Dept.  is 
expected  to  head  that  off  by  tiying  to 
force  Microsoft  to  provide  an  alternative 
version  of  Windows  vdthout  the  bi-owser. 
In  the  face  of  imminent  government  ac- 
tion, Microsoft  legal  executives  ai'e  meet- 
ing with  Klein  and  his  deputies  on  Apr. 
10  in  Wasliington  to  get  a  cleai'  pictiu'e  of 
the  government's  concerns  and  see  if 
they  can  address  them,  insiders  say. 

As  part  of  its  suit.  Justice  could  also 
aim  at  cui-bing  a  wide  range  of  allegedly 
anticompetitive  practices,  including  ex- 
clusionary contracts  and  Microsoft's  con- 
trol of  the  opening  screen.  And  trust- 
busters  are  marshalling  forces  for  a 
possible  seconfl  suit,  which  could  be  filed 
during  the  next  several  months,  that 
could  focus  on  some  of  the  company's 
stakeholds  in  video  technology,  Apple 
Computer  Inc.,  and  other  businesses. 
TOUGH  QUESTIONS.  Foi'  Microsoft's  part, 
executives  deny  any  wrongdoing  and  say 
that  government  inteifei'ence  will  hiut 
not  only  their  company  but  the  entire 
industry  Microsoft  ChairTnan  William  H. 
Gates  III  explains  it  this  way:  "The  soft- 
war'e  industry's  success  has  not  been  dri- 
ven by  goverTiment  r-egulation,  but  by 
freedom  and  the  basic  human  desir-e  to 
learTi,  to  innovate  and  excel." 

The  stakes  are  enorinous:  Any  gov- 
erTiment  action  runs  the  risk  of  hobbling 
the  most  dynamic  sector  of  the  economy. 
And  even  though  Justice's  antitrust 
staffers  have  been  cjuizzing  industry  ex- 
ecutives in  recent  days  on  suitable  reme- 


dies, they  have  received  no 
clear-cut  answer-s. 

So    BUSINESS  WEEK 

has  assembled  a  pack- 
age examining  thr"ee  al- 
ternative str-ategies.  The 
first  piece  analyzes  the  ar-gu- 
ment  for  leaving  Microsoft  alone 
(page  115).  The  second  focuses 
on  regulatory  solutions,  in 
which  the  trustbusters  r-estrict 
Microsoft's  behavior  to  give  rivals  a 
better  chance  at  sur-viving  (page 
118).  And  the  thu-d  explores 
the  possibility,  however  un- 
likely, that  Justice  could  br-eak 
Microsoft  up  into  two  companies 
(page  122).  While  Justice  insiders  say 
such  a  r-adical  move  is  not 
under  serious  consider'a- 
tion,  it  is  a  remedy  sug- 
gested by  some  computer  executives  and 
economists,  and  so  cleserves  a  hearing. 

These  thr-ee  approaches  r-epresent  the 
main  strands  of  U.S.  antitr'ust  policy. 
Since  its  inception  mor'e  than  100  years 
ago,  that  policy  has  swung  between  re- 
lying on  market  for'ces,  policing  conduct, 
or  trying  to  make  major  structural 
changes  to  ensui-e  competition. 

Certainly,  there's  strong  sentiment  for 
leaving  Micr'osoft  alone.  Tlie  supporter's  of 
a  do-nothing  policy  believe  that  the  soft- 
ware industry  natu- 
r-aUy  coalesces  ar-oimd 
a  single  standar-d,  so 
that  artificially  creat- 
ing  competition  in  PC  operating  systems 
and  r-elated  softwar-e  would  be  inefficient. 
What's  more,  the  presumption  is  that 
mar'ket  pressures  and  the  thr'eat  of  new 
technologies  will  keep  Microsoft  from 
taking  advantage  of  its  position. 

But  the  idea  of  letting  the  market  op- 
er'ate  imchecked  has  not  pr-oved  accept- 
able to  the  Justice  Dept.  Rather*,  it  has 
chosen  the  middle  gr-oimd — ^trying  to  r'eg- 
ulate  Microsoft's  business  pr-actices.  In 
1995,  it  won  a  consent  decree  that  pr-o- 
hibited  certain  licensing  pr'actices  for 
Windows  95  as  well  as  tying  the  sale  of 
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one  product  to  another.  Still,  focusi 
solely  on  conduct  remedies  could 
problematic:  Most  of  these  options  woi 
mean  intr-usive  government  oversight 
There  is  precedent  for  a  third  opti( 
breaking  up  Microsoft.  Worries  abc 
dominant  companies  exercising  too  rm 
power  have  been  part  of  antitrust  pol' 
from  its  beginning  thr-ough  the  break 
of  Standar-d  OO  in  1911  up  to  the  split 
AT&T  in  the  eariy  1980s.  Now,  the  lo"" 
reach  of  Micr-osoft  has  brought  the  sai  ■  >'  ■ 
sentiments  back  to  life.  "Ultimately,  i  .'it 
ciety  can't  stand  that  kind  of  concerrt 
tion  of  power,"  says  Robert  Ingle,  prtii  > 
dent  of  Knight -Ridder  New  Media,  whrs  - 
competes  against  Microsoft's  news  jfftrj- 
local  entertainment  Web  sites.  ieiici 
DEJA  VU.  It's  not  just  populism,  thou; 
that  motivates  regulators.  Even  if  ]ii 
crosoft  has  been  playing  by  the  rules,  k  ^  r 
dominant  position  could  prove  hanrafVt 
to  the  economy.  Consider  innovati  isiilw 
Microsoft  has  done  an  excellent  job  s.  Tl!t 
impr-oving  its  product  line  over  timi  'iw> 
what  Har-vard  business  school  proi'oimiit 
sor  Clayton  M.  Christensen  calls  "s  la.>t 
taining  innovations."  But  many  of  th  '>r  - 
improvements  came  after  rivals  poin  i  v 
the  way — Apple  Computer  Inc.'s  gra  ae^  iw 
ical  user  interface,  for  example.  Th  oil! 
because  lar-ge  companies,  by  nature,  teraal 
unhkely  to  encour-age  "disr-uptive"  idi 
novation — entir  I  Tlit 
fresh  approac)  opera 
that  could  kill  ft  of 
current  technoloj  i(i  i!;  i 
Oddly  enough,  Microsoft  itself  in  s(  bI  j 
ways  was  the  child  of  antitrust.  The  j  )t 
er-nment's  13-year  attempt  to  break  ui  \^ 
IBM,  though  it  failed,  profoundly  affe(  hh 
Big  Blue's  behavior.  Deals  with  con  Iru: 
nies  such  as  Microsoft  were  done  wit!  m~ 
taking  an  equity  stake.  "We  didn't  v  ties  i  f 
to  look  like  we  were  stepping  on  i\\m 
small  guy,"  says  an  IBM  insider.  Anc  avera; 
one  can  ar-gue  that  the  outcome  was !  doini 
We  wound  up  with  the  miost  vibi 
high-tech  industry  in  the  world.  !: 

So  what's  the  right  tiring  to  do?  B  a  ifavi 
on,  and  judge  for  yourself.  m\ri,< 

m 


THE  MICROSOFT  MONEY  MACHINE 


Ifca 


Its  Dominance  Is  Growing  Even  As  It  Racks  Up  Big  Profil 


MICROSOFT  SIZE  AS  A  PERCENT  OF  10  LARGEST 
PUBLICLY  TRADED  SOFTWARE  COMPANIES 


BIGGEST  PROFIT  MARGINS  AMONG  500  COMPANIES 
IN  S&P  500  INDEX 


■ 

41% 

23% 

'93 

•97 

REVENUES 


NET  INCOME 

DATA;  DRI/McGRAW-HILL,  BUSINESS  WEEK 


MBiA 

57.2 

MGIC  INVESTMENT 

37.2 

SUNAMERiCA 

34.5 

UST 

31.3 

MICROSOFT 

29.7 

INTEL 

27.7 

PARAMETRIC  TECHNOLOGY 

27.4 
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COMPUTER  ASSOCIATES 

24.7 
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23.6 
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SCENARIO  1 


UNCLE  SAM  LEAVES 
BILL  GATES  ALONE 


''If  it  ain't 
broke,  don't 
fix  it" 


;  argument  for  leaving  Microsoft 
ane  is  both  simple  and  powerful:  If 
ain't  broke,  don't  fix  it.  Look 
d.  Is  the  company  hurting  con- 
's? Does  the  economy  appear  to 
Tering?  Is  the  computer  industry 
iencing  a  lack 
ipetition  or  in- 
ion?  The  an- 
s  a  resounding 
n  eveiy  count, 
isider  the  sta- 
.  The  number 
tware  compa- 
ounded  in  the 
last  year  was 
wice  as  many 

1990.  Industiywide  software 

les  have  g)'own  fi-om  $;39  billion  in 

0  $122  billion  last  year,  according 

.ernational  Data  Corp.  Much  of 

ood  news  is  attributable  to  Mi- 

t.  The  company's  Win- 
operating  system  runs 

Jo  of  personal  comput- 

id  its  more  poweiful  sib- 

'indows  NT  accounted  for 

)f  all  network  servers 

ist  year.  Those  nearly 
tous  programs — along 
Intel    Corp.'s  micro- 

;sors — help  establish 

nies  of  scale  for  PC  mak- 

it  have  pushed  the  price 
average  desktop  com- 
down  15%  in  just  two 
from  $2,192  in  1996  to 
today,  and  have  fos- 

a  thriving  software-ap- 

ons  industiy. 

■.I  STANDARD.  The  key  to 

ws'  amazing  influence  is 

t  has  become  the  soft- 
standard  for-  the  PC  in- 

'.  As  such,  thousands  of 

'dware  makers,  tens  of 

,nds  of  independent  soft- 
companies,  and  millions 

vidual  progi'ammers  de- 

»n  it.  The  Windows  stan- 

issures  those  companies 

rogrammers  of  a  huge 

t  for  their  goods.  And, 

■nsumers  and  corporate 

ners,  Windows  serves  as 

•'anty  that  software  pro- 
will  work  on  any  of  the 


250  million  pes  that  have  been  shipped 
worldwide  since  1990. 

Yes,  Microsoft  is  the  chief  beneficiary 
of  its  monopoly.  But  Microsoft  got  where 
it  is  today,  in  large  part,  by  competing 
harder  and  smarter  than  its  rivals.  Take 
Apple  Computer  Inc.,  the  only  sem- 
blance of  competition  in  PC  operating- 
systems.  Eai'ly  on,  Apple  made  a  cixicial 
decision  not  to  license  its  operating  soft- 
ware to  other  PC  makers — which  could 
have  established  it  as  the  standard  in- 
stead of  Windows — and  pursued  a  high- 
price-tag  strategy.  Then,  over  the  past 
decade,  Apple  squandered  its  technolog- 
ical lead  and  today  the  computer'  maker 
has  just  3%  of  the  worldwide  market. 

There  are  those  who  even  say  it 
wouldn't  be  a  problem  if  Windows  be- 
came the  only  operating  system.  Wliy? 
Because  Microsoft's  track  record  shows 
it  has  steadfastly  improved  Windows, 
even  as  the  competition  has  dropped 
off.  "Microsoft  doesn't  behave  like  a  mo- 
nopoly," says  Mark  Hoffman,  ceo  of 
Commerce  One  Inc.,  which  has  hitched 
its  success  to  Windows.  "It's  always 
worried  about  another  competitor  com- 
ing up  and  beating  it." 
TALL  ORDER.  Even  if  the  Justice  Dept. 
decides  that  Microsoft  has  behaved  ille- 
gally or  is  becoming  just  too  powerful 
for  the  good  of  the  software  industi-y,  it 
must  establish  that  consumers 
have  been  harmed.  That  will 
be  a  tall  order — given  the  PC 
industry's  track  record  for 
keeping  prices  low,  even  while 
adding  new  features. 

One  of  the  things  competi- 
tor complain  about  most  is  Mi- 
crosoft's practice  of  adopting 
others'  innovations  and  inte- 
gi'ating  them  into  its  own  op- 
erating system.  In  the  past 
three  years,  Microsoft  has 
snapped  up  or  taken  equity 
stakes  in  more  than  two  dozen 
startups  with  leading-edge  tech- 
nology. Such  acquisitions  br-ing 
gr'eat  benefits  to  consumers. 
And  by  packing  into  Windows 
new  technologies  such  as  the 
gr'aphical  user  inter-face,  data 
compr-ession,  and  faxing  capa- 
bilities, Microsoft  has  spared 
consumer's  fr-om  having  to  buy 
those  featur-es  separately  and 
stitch  them  together-.  To  be 
sure,  Windows  has  risen  in  cost: 
In  1990,  the  r-etail  upgTade  cost 
was  $50.  Now  it  goes  for  $109. 
Microsoft  says  that's  because 
Windows  is  now  much  mor-e 
power-ful.  Nonetheless,  higher 
pr-ices  ar-e  r-emai-kable  in  an  in- 
dustry wher-e  pr-ices  ar-e  falling. 
Meanwhile,  ther-e's  no  shor-t- 
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age  of  innovation  in  Win- 
dows applications  being 
made  by  other  companies — 
including  coiporate  software 
for  tracking  inventory  and 
order-taking,  as  well  as  pro- 
grams designed  for  travel- 
ing workers  and  games  and 
education  software. 

And,  although  Microsoft 
may  look  invincible,  some  of 
the  company's  most  feared  initiatives 
have  bombed.  Intuit  Inc.  remains  the 
No.  1  maker  of  personal-finance  soft- 
ware, despite  Microsoft's  repeated  at- 
tempts to  topple  the  Silicon  Valley  com- 
pany. When  all  else  failed,  Microsoft 
tried  to  acquire  Intuit  Inc.  in  1994 — 
but  was  blocked  by  the  feds.  The  fol- 
lowing yeai',  rivals  were  fretting  about 
Microsoft's  launch  of  Microsoft  Network 


The  next  big 
thing  could 
shake  Microsoft 


ful — shifts  the  balance  of  power.  In  the 
1980s,  it  was  nearly  impossible  to  be- 
lieve that  IBM  could  be  unseated  fi-om  its 
high-tech  thi-one.  But  the  computer  giant 
failed  to  anticipate  the  PC  revolution  and 
allowed  Microsoft  to  control  key  stan- 
dards that  it  rode  to  dominance. 

Similarly,  the  Internet  or  some  un- 
foreseen phenomenon  could  topple  Mi- 
crosoft someday.  That  kind  of  technolog- 


government  spotlight  trained  on 
crosoft  may  ensure  the  giant  doe 
overstep  its  bounds.  Bill  Gates  has 
ready  shown  that  he's  willing 
budge — at  least  a  bit:  A  month  ag(; 
the  eve  of  his  appearance  before  ; 
Senate  Judiciary  Committee,  Microti 
unilaterally  altered  contracts  with  i 
Internet  service  providers,  lifting  y- 
visions  requiring  them  to  favor  ^ 
crosoft's  browser  over  that  of  Netsc; . 
Communications  Corp.  as  a  conditiori 
getting  referrals  from  the  Windoj 
screen.  "We  listen  to  criticism,"  si 
William  H.  Neukom,  Microsoft's  cl' 
counsel.  "If  there  are  sideshow  iss 
that  we  feel  we're  not  wrong  about 
we  see  it's  in  the  company's  and  • 
customers'  best  interests  to  move  oi 
we're  willing  to  do  that." 

Microsoft  is  now  reconsidering 


Tliere  are  more  new 
startups  than  ever... 


WHY  MESS  WITH  A  GOOD  THING? 

...And  some  are  finding  a  home  at  Microsoft 

MICROSOFT'S  RECENT  BUYS 


SOFTWARE 


'90     '91     '92     '93     '94  '95 
k  VENTURE  CAPITAL-BACKED  STARTUPS 
DATA  VENTUREONE 


■96  '97 


12/31/97  Spends  $395  million 
in  stock  to  acquire  HotMail,  a 
free  Web  E-mail  service  used  by 
9  million  people 

8/11/97  Invests  $45  million  in 
speech-recognition  software 
maker  Lernout  &  Hauspie 

8/6/97  Invests  $150  million  in 
Apple  as  part  of  a  technology- 
swapping  deal 

8/5/97  Acquires  VXtreme,  which 
makes  software  for  sending 
video  over  the  Net 

7/21/97  Invests  $30  million  for 
a  10%  stake  in  Real  Networks, 
another  maker  of  video  stream- 
ing technology 

6/26/97  Forms  a  joint  ven- 


ture with  First  Data  for  online 
bill  paying 

6/13/97  Acquires  Coopers  & 
Peters,  which  makes  Java-based 
interface  software 

6/6/97  Invests  $1  billion  in 
cable-TV  operator  Comcast 

5/7/97  Acquires  Dimension  X, 
maker  of  Java  tools  for 
multimedia 

4/6/97  Acquires  WebTV  for 
$425  million 

3/3/97  Acquires  Interse,  which 
makes  Web-site  analysis  software 

10/96  invests  $10  million  for  ar 
equity  stake  in  VDOnet,  another 
video  streaming  company  l 
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(MSN),  an  online  sei^vice  that  would  com- 
pete with  Ameiica  Online  Inc.  Microsoft 
planned  to  include  the  MSN  icon  right  on 
the  Windows  opening  screen,  so  cus- 
tomers could  sign  up  for  the  service 
with  a  single  mouse  click.  Three  years 
later,  there's  not  much  clicking:  MSN  has 
gained  just  2.5  million 
subscribers,  while  aol 
has  zoomed  to  more 
than  11  milhon. 

Beyond  these  small  skimiishes,  there's 
a  biggei-  force  at  work  that  could  keep 
Microsoft  in  check:  the  amazing  capacity 
of  the  computer  industry  to  con-ect  itself 
through  innovation.  Eveiy  decade  or  so, 
a  seismic  change  in  technology  comes 
along  that  alters  the  mles  of  comput- 
ing and — if  the  combatants  aren't  care- 
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ical  break  "will  make  Microsoft  iirelevant 
in  oiu-  generation,"  predicts  ventiu'e  cap- 
italist Roger  McNamee,  a  paitner  at  In- 
tegi'al  Capital  Partners.  Several  years 
from  now,  the  computing  landscape  could 
well  be  dominated  by  smait  devices,  new 
kinds  of  networks  and  embedded  sys- 
tems— in  cars,  build- 
ings, interactive  tele- 

  vision,    and  credit 

cards — for  which  Mi- 
crosoft's general-puipose  operating  sys- 
tems are  not  well  suited.  Wliether  the 
technological  successor  is  Sun  Microsys- 
tems Inc.'s  Java  oi"  a  software  scheme 
yet  to  be  hatched  in  a  garage,  it's  likely 
to  create  a  new  powerhouse — until  the 
next  big  thing  comes  along. 

In  the  meantime,  simply  having  the 


way  it  handles  quid  pro  quo  relat 
ships  with  the  content  partners  wlj 
Web  sites  are  featured  on  the  Wind 
98  opening  screen  inside  its  "Ch 
Guide."  (Microsoft  can  afford  to  retl| 
tliis,  since  it  admits  that  the  channelj 
far  drive  httle  traffic.) 

Will  Microsoft  change  its  beha 
when  sizable  profits  are  at  stake? 
ably  not.  That  may  yet  prompt  the  j 
ernment  to  take  action.  But  any  tin! 
ing  could  damage  one  of  Aineiica's 
successful  companies — and  a  \ibran1 
dustry  along  with  it.  Says  Robe; 
Taylor,  a  law  partner  at  Howrey 
mon  in  Menlo  Park,  Calif.:  "The 
that  we  can  make  a  system  better 
is  fimctioning  perfectly  well  shoul 
viewed  with  skepticism." 
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EXPERIENCE  WHAT  THE  FUTURE  HOLDS 


In  the  world  of  tomorrow,  people  and  machines  will 
connect  in  new  and  seemingly  unimaginable  ways. 
You  have  an  opportunity  to  see  what  the  future  holds 
May  4 -8, 1998  in  Las  Vegas. 

NetWorld+lnterop  is  the  definitive  networking 
event  bringing  together  over  600  of  the  world's  leading 
technology  vendors  presenting  products  that  are 
setting  the  standards  forthe  21st  century.  Workshops, 
conference  sessions  and  tutorials  conducted  by  cel- 
ebrated industry  leaders  will  provide  you  with  a  rare 


face-to-face  opportunity  to  learn  from  the  visionaries 
who  will  define  the  standards  forthe  years  ahead. 

The  centerpiece  of  NetWorld+lnterop  is  the 
lnteropNet'"-the  world's  largest  short-term,  real-time 
network.  Networking  masters  collaborate  to  create  a 
multi-layered,  operational  network  that  has  more 
firepower  than  many  small  countries. 

If  the  shape  of  the  network,  Internet,  telecommu- 
nications and  ISP  future  is  important  to  you — ^this  is 
the  one  event  too  important  to  miss!  mawsspa 


SCENARIO  2 


JUSTICE  SLOWS  THE  GIANT 
WITH  SURGICAL  STRIKES' 


ike 


eWrG 

ill':' 
ieeii 


In  Silicon  Valley,  there's  a  catch  phrase 
that's  applied  to  the  fool  who  falls 
for  a  line  of  reasoning  that's  passion- 
ately argiied,  seemingly  logical,  yet  ul- 
timately unsupportable:  "He  drank  the 
Kool-Aid" — a  reference  to  the  Jones- 
town suicide  pact.  And,  according  to 
critics  of  Microsoft  Coip.,  anybody  who 
swallows  the  argument  that  the  soft- 
ware titan  is  a  national  treasure  and 
therefore  shouldn't  be  messed  with  has 
done  just  that. 

Sure,  they'll  agree,  Microsoft's  Win- 
dows helped  spawn  the  personal-com- 
puter revolution.  That  has  been  good 
for  the  high-tech  industry,  the  econo- 
my, and  consumers.  But,  critics  say, 
Microsoft  has  gone  too  far.  It  has  un- 
fairly squashed  software  competitors. 
And  now  it's  using  its  Windows  desk- 
top monopoly  to  extend  its  dominance 
to  key  emerging  markets  such  as  the 
Internet  and  a  new  crop  of  "smart" 
appliances. 

Some  antitinst  experts  are  crying 
foul.  The  history  of  computing  may 
suggest  that  no  one  company  will  rule 
for  long — but  then  the  world  has  rarely 
dealt  with  the  ultra-competitiveness  of 
Gates.  Consider  how  effectively  his 
company  has  become  a  top  player 
on  the  Net,  the  next  cineial  technol- 
ogy   battleground.    Microsoft  has 
gi'abbed  some  40%  of  the  Web  brows- 
er market  in  just  three  years,  in  part 
by  giving  its  Intemet  Explorer  away 
free  and  by  pressing  PC  makers  to 
ship  it  as  a  condition  of  licensing  Win- 
dows. Because  Microsoft  has  woven 
bi'owsing  into  Windows  98,  due  in  June, 
it  is  practically  assured  of  owning  that 
market. 

GIVING  IT  AWAY.  Wliat's  more,  Microsoft 
is  doing  the  same  with  Windows  NT, 
bundling  freebies  including  a  basic 
Web  server — making  it  difficult  for 
smaller  competitors  such  as  Netscape 
Communications  Corp.  And  the  soft- 
ware giant  has  poured  hundreds  of 
millions  of  dollars  into  creating  Web 
sites  offering  travel  reservations, 
mortgages,  car  buying,  news,  and 
entei-tainment  services. 

All  o^  this  adds  up  to  a  Big  Brother 
scenario;  a  world  whei-e  computers  are 
everywhei'e — and  Microsoft  software 
controls  them.  Wliat's  more,  by  owning 
the  fii"st  screen  that  people  see  when 
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they  turn  on  their  computers,  Microsoft 
is  in  a  position  to  funnel  Web  suifers  to 
its  own  sites  and,  potentially  to  charge 
monopoly  rents  to  other  companies  foi'  a 
piece  of  that  beachfront  real  estate. 

In  the  absence  of 
any  foi-midable  compe- 
tition, there  won't  be  

much  pr'essure  on  the 
company  to  keep  a  lid  on  prices,  either 
Already,  it  has  phased  out  the  pricing 
deals  that  allowed  corporations  to  pay 
for-  server  software  based  on  the  num- 
ber of  people  who  are  using  it  at  any 
one  time — rather  than  the 
number  of  people  who  are 
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equipped  to  use  it.  That  simplified 
tracts,  Microsoft  says,  but  it  raised 
overall  cost  of  a  license  as  much  as  fi 
fold  for  some  customers,  say  analyst 
At  the  same  time,  Microsoft  is 
couraging  corpori' 
customers  to  ad(T 

  Windows  NT  as  t 

software  of  cho; 
for  their  desktop  machines.  Analy 
estimate  that  Microsoft  gets  an  aven 
of  $80  or  more  for  NT 
fi'om  PC  makers — dou- 
ble what  it  gets  for 
Win95.  So  while 


ices  are  falling,  Microsoft  gets  an 
larger  piece  of  the  pie. 
cause  of  worries  over  such  power, 
nlikely  that  Justice  antitrust  chief 
will  choose  the  "do  nothing"  op- 
Considering  all  his  saber-ratthng, 
'eel  considerable  pressure  to  take 
1.  "If  they  bring  no  case,  they'll 
3wed  as  wimpy,"  says  Joe  Sims,  a 
ington  antitiTJst  lawyer, 
leed,  Klein  &  Co.  are  now  study- 
otential  "surgical"  strikes — law- 
that  would  target  specific  anti- 

I  atitive  practices,  say  insiders.  His 
vould  be  to  devise  a  special  set  of 

;  etition  rules  just  for  Microsoft. 

I guidelines  would  come  ft-om  four 

I  iry  remedies,  which  could  be  ap- 
alone  or  in  combination.  Each  one 

:  ts  what's  alleged  to  be  a  distinct 
•  practice: 

•  Fair 

itract  Remedy 

guidelines  would  limit 

osoft's  ability  to  deter 

lers  from  selling  rivals'  gear 

of  the  most  pei^vasive  complaints 
)ut  Microsoft  is  that  it  exploits  its 
3oly  power  by  coercing  business 
jrs  to  agree  to  exclusionaiy  deals. 
PC  makers.  It  forced  them  to  ship 
,emet  Explorer  browser  with  each 
iter  as  a  condition  of  their  Win- 
Ucensing  contract.  That  has  been 
But  the  company  still  requires  PC 
•s  to  show  the  Windows  desktop 
1 — as  mapped  out  by  Microsoft — 
a  computer  is  turned  on.  That 
1  must  include  icons  for  Microsoft 
cts  such  as  the  Internet  Explorer 
er  and  Microsoft  Network, 
rosoft  also  has  cut  deals  with  In- 
service  providers  (iSPs)  requiring 
to  promote  its  browser  to  cus- 
s  who  sought  out  the  iSP  based 
Di-mation  from  the  Windows  desk- 
dicrosoft  backed  off,  but  there's 
ig  to  prevent  it  from  doing  this 
Indeed,  it  has  similar*  agr'eements 
Web  site  operators  that  are 
•ed  as  "channels"  on  Internet 
rer. 

litionally.  Justice  is  looking  into 
tions  that  Microsoft  has  violated 
rms  of  its  license  for  Sun  Micro- 
ns Inc.'s  Java  language  in  an  at- 
to  under-mine  it.  Java  can  be  used 
ate  software  programs  that  can 
I  any  operating  system  and,  if  it  is 
r  adopted,  could  loosen  Windows' 
n  the  mar-ket. 

crack  down  on  Microsoft's  deal- 
g  practices,  the  government  could 
ish  new  "rules  of  the  road"  for 


the  company's  business  contr-acts.  These 
guidelines  would  limit  Microsoft's  ability 
to  discourage  business  partners  from 
selling  or-  promoting  its  rivals'  products. 
They  might  also  force  the  company  to 
abide  by  Sim's  conditions  for  using  Java. 

Pi'oponents  trumpet  this  as  being 
much  easier  to  administer  than  other 
remedies.  The  goverTiment  simply  has  to 
set  out  its  guidelines  and  then  make 
Microsoft  turn  over  its  contracts  to  Jus- 
tice. "This  is  best  because  it  is  in  the 
business  r-eabn  rather  than  the  technical 
realm,"  says  Cai'l  Shapiro,  an  economist 
at  the  Univer'sity  of  California  at  Berke- 
ley and  for-mer  chief  economist  in  Jus- 
tice's Antitrust  Div. 

There's  a  good  chance  that  this  i-em- 
edy  would  limit  Microsoft's  ability  to 
bully  its  business  partners — especially 
ISPS.  Unlike  PC  makers,  these  players 
aren't  dependent  on  Microsoft  to  make 
their  "product"  successful.  If  the  gov- 
ernment restricted  Microsoft's  ability 
to  demand  exclusionary  contracts,  the 
ISPS  might  well  do  more  to  promote 
Netscape's  browser  and  other  compet- 
ing pr-oducts. 

This  solution,  however-,  isn't  guar-an- 
teed  to  work.  In  an  attempt  to  help  ri- 
val oper-ating-system  maker's,  the  Justice 
Dept.  applied  the  fair*  contr-acts  remedy 
to  Microsoft  in  its  1995  consent  decr-ee — 
but  it  was  a  case  of  too  little,  too  late. 
The  company  had  little  trouble  over- 
coming the  contr-actual  r-estrictions,  since 
Windows  already  claimed  some  80%  of 
the  market  at  that  time.  Moreover-,  this 
remedy  is  unlikely  to  help  Netscape  win 
more  business  ft-om  PC  makers  because 
of  their  dependence  on  Windows. 


If  the 
Justice 
Dept.  brings 
no  case^ 
"they'll  be 
viewed  as 
wimpy'' 


The  On-Ramp  Remedy 

Microsoft  would  tiave  to  stop 
giving  its  own  services  and 
content  top  spots  on  Windows 

Micr-osoft's  ownership  of  the  Windows 
desktop  makes  it,  in  essence,  the 
major  on-r-amp  to  the  Infor-mation 
Highway.  Last  September,  when  the 
company  introduced  Internet  Explor-er 
4.0,  it  began  offering  PC  makers  the 
opportunity  to  feature  a  so-called 
"channel  bar-"  on  the  right  side  of  the 
Windows  desktop  screen  that  would  al- 
low computer  users  to  click  on  a  spot, 
launch  the  browser,  and  then  pr-oceed 
to  a  number  of  Web  sites.  Today,  the 
first  set  of  channels  features  the  soft- 
ware maker  and  several  of  Micr-osoft's 
handpicked  partners,  including  Walt 
Disney,  PointCast,  and  War-ner  Br-os. 

No  fair,  competitors  say.  Ter-rell  B. 
Jones,  president  of  Sabre  Interactive, 
which  operates  the  tr-avel-an-angement 
site  Tr-avelocity,  says  that  Micr-osoft  de- 
nied him  the  opportunity  of  a  favored 
position  on  the  Channel  Guide  for  his 
site.  Instead,  the  company  gave  the 
top  spot  to  his  rival,  Microsoft's  own 
travel  site,  Expedia. 

Justice's  on-ramp  remedy  could  pre- 
vent Microsoft  from  giving  its  own  ser-- 
vices  and  content  favor-ed  locations  on 
Windows.  The  Justice  Dept.  would  do 
this  by  giving  control  of  what  appears 
on  the  opening  scr-een  to  PC  makers, 
which  account  for  some  90%  of  Win- 
dows sales.  PC  makers  call  this  the 
"first  boot"  issue — refer-ring  to  when  a 
computer  is  tui-ned  on — and  are  itching 
to  get  their  hands  on  the  prime  real  es- 
tate. A  similar  approach  was  used  to 
regulate  the  Sabr-e  airline-r-eser'vation 
service,  which  travel  agents  use  to  re- 
ceive flight  information.  American  Air-- 
lines  Inc.  launched  the  system  20  years 
ago — and  it  used  to  list  its  own  flights 
fir-st.  Now,  the  flights  must  be  listed 
in  random  or-der-. 

If  a  cour-t  placed  a  blanket  restric- 
tion on  Micr-osoft's  ability  to  dictate 
what  Internet  content  appear-ed  on  the 
Windows  desktop,  it  could  dramatically 
open  up  competition  on  the  Web.  Shift- 
ing the  power  to  decide  which  icons 
are  situated  on  the  opening  screen  to 
PC  makers  would  diminish  Mici-osoft's 
sway  over  them.  PC  makers  would  be 
able  to  negotiate  with  software  and 
content  companies — including  Micr-o- 
soft— and  to  differentiate  their  plain- 
vanilla  machines.  "We'd  like  to  contr-ol 
our  own  screen,"  says  Stan  Shih, 
founder  of  Acer  Group  Ltd. 

The  result:  PC  makers  would  gain 
leverage,  perhaps  opening  up  a  new 
revenue  stream  as  they  auctioned  off 
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space  to  the  highest  bidder.  Internet- 
content  companies,  meanwhile,  would 
no  longer  face  the  prospect  of  begging 
Microsoft  for  a  prominent  spot  on  the 
Windows  screen. 

The  a  la  Carte  Remedy 

Microsoft  would  have  to  sell  its 
features  separately,  rather  than 
include  them  free  in  a  package 

To  prevent  Microsoft  from  folding  oth- 
er featui'es  and  sei-vices  into  its  dom- 
inant operating  system,  Justice  could 
try  to  force  the  company  to  mar- 
ket many  of  these  as  separate 
products,  or  a  la  carte.  Instead  of 
selling  Windows  98  to  Compaq 
Computer  Coip.  for  $45,  say,  Micro- 
soft would  be  forced  to  offer  the 
PC  maker  a  basic  operating  system 
for  $35.  A  browser  might  cost  an 
additional  $10.  And  new  features 
that  are  coming  down  the  pike,  such 
as  speech  recognition,  would  come 
with  their  own  price  tags. 

The  goal:  to  force  Microsoft  to  sell 
new  technology  for  its  real  cost  of 
development  rather  than  including  it 
free  of  charge  in  Windows.  Such 
bundling  gives  PC  makers  and  con- 
sumers little  incentive  to  buy  competing 
products.  The  a  la  carte  remedy  would 
wipe  out  that  advantage,  says  Wash- 
ington antitrust  lawyer  Douglas  E. 
Rosenthal,  and  "would  respond  to 
chai'ges  that  small  companies  that  are 
making  better  softwai-e  ai-e  not  getting 
a  chance." 

To  be  sure,  many  in  the  software 
community  object  vehemently  to  this 
notion  of  "forced  unbundling."  They  ar- 
gue that  integi'ated  functions,  such  as 
browsers  and  speech  recognition,  make 
operating  systems  better  and  easier  to 
use — and  that  these  are  not  necessarily 
separate  products. 

And  many  lawyers  and  techies,  alike, 
abhor  the  idea  of  government  tiying  to 
define  what  is  "operating-system"  soft- 
ware, and  what  is  "application"  soft- 
ware. They  fear  this  would  inevitably 
lead  to  a  situation  in  which  a  federal 
District  Court  Judge  made  key  busi- 
ness decisions,  much  as  Judge  Hai'old  H. 
Greene  did  while  supei-vising  at&t  for 
years.  "The  last  thing  you  want  is  the 
government  putting  in  concrete  defini- 
tions of  what  you  can  do  wath  softwai'e," 
says  Paul  A.  Maritz,  Microsoft's  gi-oup 
vice-president  in  charge  of  platfonns. 

Theoi'etically,  the  a  la  caite  ap{)roach 
would  give  companies  such  as  Netscape 
a  better  shot.  But  in  reality,  few  PC 
makers  are  likely  to  switch  from  the 
Microsoft  browser  or  other  applications. 
Wliy?  Foi-  one,  Microsoft's  browser  wins 
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critical  praise.  And  Microsoft  cleai-ly  has 
PC  makers  over  a  ban-el.  They  need  to 
package  Windows  with  their  pes,  and 
then-  mai'gins  are  so  thin  that  getting  a 
good  price  is  cioicial.  Under  this  remedy, 
Microsoft  would  still  have  control  over 
the  price  of  the  basic  operating  system. 

As  a  result,  it's  unlikely  that  the  a  la 
carte  solution  alone  would  pi'ompt  com-' 
puter  makers  to  risk  angering  Gates  by 
choosing  rival  progi'ams.  This  would  be 
especially  true  if  the  price  for  a 
stripped-down  Windows  was  the  same 
or  not  that  much  less  than  the  browser- 
loaded  version. 


■  Klein  may 
seek  special 
rules  just  for 
Microsoft 


The  Public- 
Access  Remedy 

This  approach  would  ensure 
that  f\/licrosoft  open  its  operat- 
ing system  to  the  public 

A more  radical  solution  to  the  problem 
is  to  force  the  company  to  make  its 
operating  system  public  property — to  a 
certain  extent.  The  code  that  makes  up 
Windows,  as  with  most  software,  is  pri- 
vate property  protected  under  copyi-ight 
law.  Because  Microsoft  controls  its  Win- 
dows code,  software  developers  must 
rely  on  applications  progTamming  inter- 
faces (apis)  that  work  with  it.  Essen- 
tially, these  APIS  are  hooks  in  the  oper- 
ating system  that  allow  other  companies 
to  make  their  products  work  with  Win- 
dows. This  situation  sets  up  the  potential 
for  Microsoft  to  favor 
its  own  applications 
group  with  hard-to- 
get  infonnation  about 
Windows  APIs. 

Not  so,  says  Tod  Neilsen,  Microsoft's 
director  of  developer  relations.  He  in- 
sists the  company  gives  outside  softwai'e 
companies  the  same  infonnation  about 
Windows  apis  as  its  own  applications  de- 
velopers— and  at  the  same  time.  But 
some  softwai'e  executives  have  long  com- 
plained that  Microsoft  occasionally  de- 
lays release  of  apis.  Netscape,  for  in- 
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stance,  claims  Microsoft  vdthheld  inf 
mation  about  Windows  NT  to  get  an 
vantage  over  Netscape's  Web  server  so 
wai'e. 

Justice  is  looking  at  ways  to  ensu 
there  is  no  favoritism.  One  possible 
lution  frequently  talked  about  amoi 
softwai'e  developers:  having  the  govei 
ment  supervise  Microsoft's  release 
apis.  Tliis  would  likely  require  installii 
some  sort  of  independent  auditing  boi 
on  the  Microsoft  campus — probably  u 
der  the  supei-vision  of  a  judge — to 
prove  the  interfaces  and  disburse  thdE 
to  softwai'e  makers. 

Something  similar  to  t 
"Public  Access"  remedy  w 
done    during    the  19 
breakup  of  AT&T,  when 
judge  forced  local  phone  co 
panies  to  open  theii'  swit( 
ing  systems  to  competito 
Sui'e  enough,  that  requir 
a  lot  of  bureaucratic  ov( 
sight.    But  according 
Berkeley's  Shapiro,  this  m 
be  "a  rare  case  where  i 
justified"  because  applicati( 
developei-s  rely  on  Microso 
assui'ances  that  its  operati  ■ 
system  is  open. 
It's  unclear,  though,  whether  there 
any  skulduggery  surrounding  APIs, 
spite  of  cries  for  the  open  access  ran 
dy,  complaints  that  Microsoft  withho 
infoi-mation  about  its  software  have 
ways  been  sketchy  and  are  becomi 
increasingly  rare.  The  company,  af 
all,  has  a  strong  incentive  to  give  o 
side  developers  accurate  infoi-mation  i 
keep  up  a  steady  flow  of  Windows  : , 
plications.    Even   Sybase    Inc.  C' 
Mitchell  E.  Kertzman,  one  of  Microso  ; 
loudest  Clitics,  says  that,  "They're  v( 
timely  with  sharing  technology.  Tl 
don't  withhold  it." 

So  wliich  of  the  remedies,  if  any,  \  \ 
the  Justice  Dept.  seek?  Unless  scb  f 
uled  talks  with  Microsoft  result  ii } 
settlement,  the  feds  are  expected  - 
bring  an  initial  suit  targeting  Windc  i 
98  by  the  end  of  April.  The  agei 
probably  would  seek  an  injunction 
corporating  a  number  of  quick  tern 
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rary  remedies,  including  versions 
the  a  la  carte, 
ramp,  and  fair-C; 
tract  solutions. 
Klein  is  sens! 
to  the  problems  his  surgical-strike  ta 
could  raise.  "In  flunking  about  a  rem(] 
you  don't  want  to  set  in  place  a  pro 
where  you  become  a  de  facto  regulati 
commission  monitoiing  all  of  their  ac] 
ities,"  he  said  in  a  recent  intei-view 
BUSINESS  WEEK.  But  as  ft'ightening] 
this  may  be,  many  people  consider 
prospect  of  leaving  Microsoft  al 
worse. 
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t  :loser  to  the  spider's  web,  and  you'll  witness 
genious  technical  triumph.  Pound  for 
d,  not  even  steel  can  match  the  strength  of 
L  At  Phillips,  we  appreciate  bold  engineering, 
h  explains  why  we  attract  the  brightest 
I  talent,  including  Lori  Hasselbring,  Ph.D.,  EE., 


and  Mark  Lashier,  Ph.D.,  RE.  Both  were  recently 
named  "Young  Engineer  of  the  Year"  by  the 
National  Society  of  Professional  Engineers. 
And  both  make  brilliant  examples  of  what  it 
means  to  be  The  Performance  Company.  ^^I" 
PHILLIPS  PETROLEUM  COMPANY  @ 


opy  of  our  annual  report,  call  918-661-3700,  or  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bartlesville,  OK  740'oi'r 

orvisilusatwww.philiips66.com.  ^; 


SCENARIO  3 


THE  FEDS  SPLIT 
MICROSOFT  IN  TWO 


The  most  extreme  option  open  to  the 
Justice  Dept.  is  an  outright  breakup 
of  Microsoft  Corj).  Tlie  government 
has  rarely  tried  to  spht  up  monopoHes, 
preferring  less  dramatic  approaches.  Yet 
fi-om  Standard  Oil  in  1911  through  IBM 
and  AT&T  in  recent  decades,  the  willing- 
ness to  use  the  ulti- 
mate remedy  against 
excessively  poweiful 
companies  has  been 
a  hallmark  of  U.  S.  antitrust  policy. 
That's  a  key  difference  between  the  U.  S. 
and  countries  such  as  Japan,  which  has 
built  its  economy  around  mammoth 
keiretsu — and  appears  to  be  suffering 
because  of  it. 

While  he's  not  ruling  out  a  breakup, 
antitrust  chief  Klein  has  consistently 
said  it's  not  a  focus  right  now.  But  he 
faces  a  big  problem:  Piecemeal  reme- 
dies may  not  get  at  the  core  issue — 
Microsoft's  control  of  the  operating 
system  and  its  ability  to  leverage  it  in 
new  mai'kets.  "If  you  think  the  e\T]  is 
the  stnactui'e,  then  the  only  fix  is  by 
changing  these  structures,"  says  Her- 
bert Hovemkamp,  a  law  professor  at 
the  University  of  Iowa.  "Conduct  fixes 
will  always  look  anemic." 

The  most  outspoken  proponents 
of  a  breakup,  not  siuprisingly,  are 
Oracle's  LawTence  J.  ElHson  and 
Gary  L.  Reback,  an  attorney  with 
the  Palo  Alto  (Calif.)  law  fii-m  of 
Wilson,  Sonsini,  Goodrich  &  Rosati, 
which  represents  a  number  of  Mi- 
crosoft competitors. 
CORE  PROBLEM.  But  aside  from 
well-known  Microsoft  foes,  the 
breakup  option  is  getting  serious 
consideration  fr'om  a  gi'owing  num- 
ber of  antiti-ust  experts.  "There  is 
an  underlying  chronic  problem, 
which  is  that  Microsoft  has  been 
endowed  by  history  with  control 
over  the  operating  system,"  says 
F.  M.  Scherer,  a  professor  of  coi-po- 
rate  policy  at  John  F.  Kennedy 
School  of  Government  in  Boston. 
"That  is  essentially  a  structural 
characteristic,  and  it  isn't  going  to 
go  away.  You  solve  stiTictui-al  prob- 
lems structurally,  rather  than  by 
detailed  regulation." 

In  the  long  ran,  the  most 
straightfomard  solution  to  the  Mi- 
crosoft dilemma  may  be  to  break  it 
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into  two  entities:  an  operating-systems 
company  and  an  apphcations  company. 
Paradoxically,  breakup,  the  strongest 
government  action,  may  come  closest 
to  being  the  free-market  answer.  The 
two  new  Microsofts  would  be  allowed 
to  compete  in  the  market  as  aggres- 
sively as  they  wished, 
without  bureaucrats 
hovering  over  their 
every  move. 
The  idea  has  its  merits.  It  would  once 
and  for  all  address  critics'  charges  that 
Microsoft  uses  its  Windows  monopoly 
— and  the  hefty  profits  it  generates — to 
gain  an  unfair  advantage  in  other  mar- 
kets, such  as  office  applications  or  In- 
ternet content.  And  severing  the  oper- 
ating-systems business 
from  the  applications 
business  would  elimi- 
nate the  potential  for 
Microsoft  to  favor 
its  own  applica- 
tions developers 


with  early  infoiTnation  about  Windo ;. 

Moreover,  a  breakup  would  allevie 
the  wony  that  a  Goliath  Microsoft  D 
inevitably  stifle  innovation.  Big  corci- 
nies  do  innovate,  but  incrementa/. 
What  they  aren't  so  good  at  is  me 
radical  "disruptive"  innovation. 
"FAST  FOLLOWER."  Indeed,  for  all  of  i- 
crosoft's  success,  most  of  the  big  rv 
ideas  in  computing — whether  graph  il 
user  interfaces  or  Web  browsers — h  e 
come  from  others.  The  software  ma ' 
has  deftly  learned  to  incorporate  th 
ideas  into  its  products.  But  manA 
its  efforts  to  provide  more  value 
customers,  such  as  its  current  focu.- 
simplifying  Windows  pes,  have  c( 
only  after  rivals  have  proposed  a! 
natives — such  as  Sun  Microsystems 
and  Oracle  Corp.  did  with  netu 
computers. 

In  the  absence  of  a  healthy  comp- 
tive  environment,  the  fear  is  that 
crosoft  would  not  be  forced  to  impi 
its  products  rapidly.  Nor  would  it  1 
the  necessary  vision.  Microsoft  ' 
been  a  tremendously  successful  fast 
lower,  but  almost  to  the  point  wl 
there's  no  one  to  borrow  ideas  f 
anymore,"  says  Paul  Saffo,  a  direj, 
at  the  Institute  for  the  Future. 

Slowing  innovation  may  not  look  {> 
a  problem  now,  given  the  high-tech  t 
tor's  dynamism.  But  some  wonder 
long  that  will  last  if  Microsoft  is  allc 
to  expand  its  hegemony  in  PC  soft\ 
to  new  areas  such  as  the  Internet, 
though  record  numbers  of 
ware  companies  are  b 
created  each  year,  fe 
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They're  Helping  Build 
America's  Homes. 

We're  Helping  Them  Afford 
One  Of  Their  Own. 


Actually  they're  building  better 
lives.  Not  just  for  those  who'll 
occupy  those  homes,  but  for  them- 
selves. We  help  millions  of  hard- 
working people  build  the  financial 
strength  to  make  the  most  of  life. 
We're  American  General.  One  of 
the  largest  providers  of  retirement 
services,  life  insurance,  and  con- 
sumer loans.  We've  grown  to 
i  ^B.  I  1  /  I   become  one  of  the  most  successful 
AJKM  I    financial  services  organizations  in 

the  country.  A  corporation  with  $93  billion  in  assets  and 
$8.2  billion  in  shareholders'  equity.  By  doing  what  we  do 
best,  we're  helping  people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 


Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

Amcncan  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  Amencan  General  Life  of  New  York 
American  General  Finance  'VALIC  •  American  General  Securities  Incorporated  •  Western  National  Life 


For  information,  visit  www.agc.com  or  call  1  (800)  AGC  -  1111 


them  ever  reach  a  critical  size. 
Most  fizzle  out  or  ai'e  swallowed 
up  by  bigger  players — including 
Microsoft.  If  small,  creative 
companies  aren't  allowed  to 
grow  and  remain  indepen- 
dent, innovation  will  be  sup 
pressed.  Says  Christensen  of  Har- 
vaixl:  "Tlie  economy  would  be  better 
off  if  dismptive  innovators  can  play 
in  this  game." 

There  are  already  signs  of  this 
"innovation  ceiling."  Ventui'e  funding 
is  up,  but  the  number  of  software 
companies  going  public  fell  to  22  last 
year,  neai'ly  half  1995's  nimiber — though 
that  was  at  least  partly  because  1996's 
softwai-e  IPOS  fai'ed  poorly.  Ventui-e  cap- 
italists steer  a  wide  berth  around  start- 
ups that  hope  to  build 
a  business  in  any 
area  Microsoft  com- 
petes in.  And  promis- 
ing startups  such  as  Netscape,  Point- 
Cast Inc.,  and  Diba  Inc.  have  seen  then- 
potential  dimmed  by  Microsoft's  long 
shadow. 

If  Microsoft  is  left  alone,  "over  the 
next  5  to  10  years,  they  will  stifle  inno- 
vation," says  Stewart  A.  Schuster, 
a  partner  at  Brentwood  Venture 
Capital  in  Menlo  Park,  Calif. 
"That's  not  good  for  the  industiy, 
consumers,  or  the  U.  S.'s  lead  in 
competitiveness." 

ENVIABLE  POSITIONS.  So  what 
would  a  Microsoft  breakup  look  like? 
Chairman  Bill  Gates,  who  owns 
22.3%  of  Microsoft,  would  have  to 
l^ick  wliich  side  to  stay  with — the 
operating-systems  company  or  the 
applications  company — and  divest 
from  the  other  Gates  is  so  linked 
with  the  company  he  founded  23 
years  ago  that  it's  hard  to  imagine 
any  pait  of  it  not  being  nm  by  him. 
But  it  seems  obvious  where  Mi- 
crosoft's soul  resides.  Jeffrey  S. 
Raikes,  a  Microsoft  gi'oup  vice-pres- 
ident, sales  and  marketing,  didn't 
hesitate  when  asked  where  he 
would  go  in  the  case  of  a  breakup: 
"With  Bill."  And  where  woukl  Bill 
go?  "The  Windows  company." 

No  matter  which  corner  office 
Gates  picked,  the  resulting  "Baby 
Bills"  would  be  in  enviable  posi- 
tions. Indeed,  each  one  would  have 
its  own  monopoly;  the  operating- 
systems  company  with  Windows  and 
the  applications  company  with  Office 
97 — a  suite  of  desktop  applications  that 
claims  some  94%  of  that  $5.2  billion 
market. 

Office  and  Windows  are  Microsoft's 
biggest  moneymakers,  generating  al- 
most .$5  billion  each  last  year  and  near- 
ly $2  billion  apiece  in  1998's  fij-st  quailer 
alone.  Theii-  operating  margins,  95%-  and 
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The  resulting 
"Baby  Bills" 
would  still 
be  monopolies 
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85%,  respectively,  ai'e  among  the  highest 
in  the  software  business.  Each  company 
would  have  an  army  of  roughly  5,000 
programmers.  The  operating-systems 
company  could  be  regulated.  But  if  not, 
you  could  bet  it 
would  soon  be  com- 
peting with  the  appli- 
cations  company. 
The  advantages  of  such  a  spht:  in- 
creased competition  and  unleashed  in- 
novation. Consider,  for  example,  the 
bust-up  of  AT&T.  Under  court  order, 
AT&T's  government-regulated  telephone 
monopoly  was  ended,  and  long-distance 


TWIN  GEEKS 

An  extreme  solution  would  be  to  sever  Microsoft 
into  two  parts:  an  operating-systems  company 
and  an  applications-arid-content  company 
Here's  what  they  might  look  like: 


WiNSOFT 


APPSOFT 


REVENUES* 

$5.97 

$5.39 

PROFITS* 

2 

1.4 

EMPLOYEES 

10,000 

15,000 

MAJOR 

PRODUCTS** 

Windows  98, 
Windows  NT, 
Windows  CE, 
Visual  Basic 
C++ 

Microsoft  Office; 
Encarta;  Web 
sites,  including 
Expedia,  Sidewalk, 
and  MSN 

HEADQUARTERS 

Building  #8 
in  Redmond 

RedWest  in 
Redmond 

CEO 

Bill  Gates, 
chairman  and 
CEO 

Pete  Higgins, 
group  VP,  Inter- 
active Media 
Group 

*For  fiscal  year  ended  June  '97,  in  billions 
**Up  for  grabs:  Internet  Explorer,  NetShow,  Back  Office 
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service  was  opened  to  competition.  The 
old  monopoly  company  was  split  into 
the  new  at&t,  a  long-distance  earner, 
and  seven  regional  Baby  Bell  operat- 
ing companies. 

The  effects  were  profound.  Because  of 
competition,  prices  plunged,  quality  im- 
proved, and  innovation  was  spurred. 
Telephones  proliferated  in  eveiy  color 
and  shape  imaginable.  Today,  the  Baby 


Bells  have  a  collect 
mai'ket  capitalization 
preaching  $300  billion, 
$100  billion  for  at| 
And  Lucent  Technoloi 
Inc.,  the  former  A' 
equipment  arm  that 
spun  off  in  1996,  tr; 
just  behind  its  for; 
parent  at  a  $78  billj 
valuation.  Prior  to 
1984  breakup,  at&t's 
tal  mai-ket  cap  was  al 
$60  biUion. 
LONG-TERM  GAIN.  Gates  would  f( 
ciously  fight  any  attempt  to  break 
Microsoft.  But  even  an  unsuccesi 
breakup  case  brought  against  Microi 
could  change  the  company's  beha' 
and  create  more  room  in  the  mar] 
for  rivals.  Look  at  IBM.  The  gov 
ment's  attempt  to  slice  up  Big  Blui 
the  1970s  and  eaiiy  1980s  rattled  the[ 
ant  and  made  it  less  willing  to  sque| 
out  startups  such  as  Digital  Equip: 
Coi-p. — and  Microsoft.  While  many 
this  kind  of  government  hounding| 
undesirable,  the  result  was  a  thri 
minicomputer  and  PC  industry. 

A  breakup  of  Microsoft  w 
have  mixed  results — especiall 
the  short  run.  It  would  be  uni 
tling  for  the  rest  of  the  indui 
because  PC  makers  and  applicati 
developers  depend  on  a  ste 
march  of  Microsoft's  operating- 
tem  upgrades  to  add  capabilii 
to  then-  products  and  drive  de: 
by  consumers  and  corporate 
tomers.  Any  dismption  hurts  b] 
ness.  And  a  Microsoft  split-up 
cause  enough  confusion  to  b 
porarily  stop  customers  from 
ing — putting  a  drag  on  the  enj 
high-tech  sector. 

Wliile  a  Baby  BiU  scenario  W( 
theoretically  requh'e  less  govi 
ment  oversight  than  middle- 
regulations,  it  would  still  be  me| 
requiring  heavy  government 
pervision.  "I  don't  see  a  wa; 
break  up  the  company  without 
ulatory  oversight,"  says  WilHairJ 
Kovacic,  an  antiti-ust  professo: 
George  Mason  University  Sell 
of  Law.  "There  is  no  clean,  atti] 
five  structural  solution." 

In  the  AT&T  case,  a  fed( 
judge  constantly  had  to  monir 
the  division  and  resolve  intercarii? 
pricing  confhcts.  Groups  of  people 
had  worked  together  for  decades  w 
split,  some  going  to  AT&T  and  otl, 
to  the  Bells.  In  some  offices  I< 
switching  centers,  lines  had  to  w 
drawn  down  the  middle  of  the  floo:  ;^ 
delineate  who  owned  what. 

A  Microsoft  split  would  be  equt] 
complicated,  if  not  more  so.  The  c  i 


pany's  17,700  U.  S.  employees  are  con- 
centrated in  two  locations  in  suburban 
Redmond,  Wash. — a  main  campus  with 
30  buildings,  and  another,  "RedWest," 
down  the  road,  with  just  five.  Some 
8,000  additional  sales,  marketing,  and 
development  employ- 
ees are  scattered 
across  offices  in  60 
countries. 

It's  easy  to  see  how  the  operating- 
systems  people  and  the  applications 
people  could  be  divided — they're  al- 
ready organized  into  two  separate  di- 
visions. But  where  would  browser  tech- 
nology go — with  the  operating  system 
or  the  applications?  Like  some  of  the 
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middle-path  remedies,  this  would  put 
the  government  in  the  position  of  defin- 
ing what  makes  up  an  operating  sys- 
tem. And  there's  lots  of  arcane  tech- 
nology— such  ^s  a  piece  of  basic 
building-block  software  known  as 
Active  X — that  per- 
vades most  of  the 
company's  products. 
There's  no  doubt 
that  a  split  would  mean  a  "veiy  messy, 
inefficient  destioiction  of  productive  re- 
sources," says  Lloyd  Constantine,  a 
New  York  antitrust  attorney.  "They 
would  have  to  cut  some  real  important 
hoses  and  valves  and  connections." 
Breaking  up  Microsoft  would  be  a 


high-risk  undertaking.  "Structural  re: 
dies  are  big,  they  are  blunt,  they 
tentially  have  major  consequences  i 
the  good  and  the  bad,"  says  Lai 
White,  a  New  York  University  ec 
mist.  A  breakup  would  cause  dam; 
in  the  short  mn.  But  would  it  be  woi 
while  if  it  results  in  increased  innovat 
and  competition  in  the  long  mn?  Th 
the  question. 


By  Amy  Coriese  and  Mike  Fraiu 
in  New  York,  Susan  Garland  i 
Washington,  D.  C,  Steve  Hamm  i| 
San  Mateo,  Calif.,  and  MicJiael 
Mandel  in  New  Yark 


EPILOGUE 


WEIGHING  THE  RISKS 
AND  REWARDS 


Now  comes  the  hard  part.  The  Jus- 
tice Dept.  must  ultimately  decide 
what  antitrust  policy  will  best  pro- 
mote competition  and  innovation  in  the 

software  industiy.  There  is  no  i  - 

obvious  answer.  Each  of  the 
three  alternatives — do  noth- 
ing, regulate,  or  break  up — 
carries  its  own  risks  and 
rewards. 

The  laissez-faire  solution  is 
certainly  the  least  disioiptive 
in  the  short  ran  and  carries 
extra  appeal  given  the  cur- 
rent strength  of  America's 
high-tech  sector.  But  it  does 
run  the  risk  that  Microsoft 
will  eventually  squeeze  out  se- 
rious competition,  leading  to 
a  stagnant  softwai'e  industiy. 
THIN  LINE.  By  contrast,  the 
regulatory  approach  would 
have  the  effect  of  increasing 
competition.  It  would  also  cre- 
ate a  bit  more  room  for  inno- 
vators, though  Microsoft 
would  still  have  a  dominant 
position.  The  downside:  Ex- 
tensive government  interfer- 
ence could  paralyze  the  indus- 
try. Indeed,  increasingly  the 
government  will  find  itself 
having  to  tread  a  thin  line  be- 
tween stopping  bad  practices 
and  designing  the  comimny's 
products. 

Breaking  up  Microsoft 
would  be  a  big  gamble.  The 
reward:  Such  a  radical  step 


in  high  tech  by  opening  the  door  for 
the  next  generation  of  innovators.  The 
risk  is  that  no  one  really  understands 
the  ingTedients  that  make  the  U.  S.  soft- 


WHAT  DO  YOU  THINK? 

DEAR  READERS:  Should  the  Justice  Dept.  leave  Microsoft 
alone,  bust  it  up,  or  pursue  one  of  several  regulatory 
patlis? 

Mark  your  responses  on  the  form  below  and  fax  it  to 
us  at  212  512-6458.  You  can  also  E-mail  your  choice  to 
bwantitrust@businessweek.com.  Or  you  can  fill  out  an  elec 
tronic  version  of  the  survey  at  our  Web  site, 
www.businessweek.com.  The  poll  will  conclude  Apr  20. 

To  address  Microsoft's  dominant  position  in  the  computer- 
software  industry,  the  Justice  Dept.  should: 


□ 


DO  NOTHING 


REGULATE  (CHOOSE  ONE  OR  MORE): 

□ FAIR  CONTRACT  Limit  Microsoft's  ability  to  prevent 
business  partners  from  selling  or  promoting  rivals' 
products. 

ON-RAMP  Bar  Microsoft  from  giving  its  products 
and  services  favored  locations  within  Windows. 


□ 
□ 

□ 


A  LA  CARTE  Force  Microsoft  to  market  its  operating 
system,  its  browser,  and  related  products  separately. 

PUBLIC  ACCESS  Make  sure  that  Microsoft's 
operating  system  will  work  with  any  independent 
software. 


ware  industiy  so  successftil.  So  by  ?,f- 
ting  up  Microsoft,  it's  possible  the  g 
ernment  could  Idll  the  goose  that  1 
the  golden  eggs. 

Wliat  is  Justice  likely  to  do?  Ri 
now,  its  main  concern  is  Microsoft's  i 
nopoly  in  operating  systems.  That's 
illegal  in  itself,  but  tmstbusters  w 
to  make  sui'e  that  Microsoft  is  not  m; 
taining  its  dominant  position  throi 
anticompetitive  practices.  At  the  si 
time,  regulators  want  to  prevent 
company  from  leveraging  its  stren 
in  operating  systems  to  create  new  i 
nopolies  m  related  markets. 

 1      That's  v/hy  Justice  may 

suit  against  Microsoft  by  e; 
May,  seeking  a  preliminary 
junction  that  would  force 
giant  to  otfer  a  browserless  ' 
sion  of  Windows  98.  The  : 
junction  might  also  end  sc 
exclusionaiy  contracts  and  ^ 
PC  makers  control  over  icon^ 
the  Windows  opening  scree: 
TEST  OF  LAW.  Going  fon\-; 
Justice  officials  ai-e  investigai 
other  possibly  anticompetii 
practices  and  may  brina|[\f 
broader  case  in  several  mon( 
The  potential  suit  could  add)) 
a  laimchy  list  of  alleged  wror! 
concerns  that  Microsoft  is 
ing  its  dominant  position  in 
erating  systems  to  give  an 
fair  advantage  to  Micro:! 
applications  and  Windows 
the  company's  broad  invi 
ments  in  Web  video  stream 
and  its  $125  million  equity  si  ip'^cfs 
in  rival  Apple  Computer  In 

Just  a  decade  ago,  the 
ventional  wisdom  was  that 
trust  law  was  irrelevant.  ^|'*' 
Klein  is  trying  to  make 


□ 


BREAK  MICROSOFT  UP  INTO  TWO 
SEPARATE  COMPANIES 


IllOrn-ri, 


agency  meaningful  in  the  . 
of  the  Internet.  This  is  the 
that  will  test  whether  antitl 
still  matters.  No  other  if 
confronting  trustbusters  \\ 


could  ensure  years  of  growth  i  .  1  crucial — or  as  difficult. 
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Atlanta,  Georgia 


Explore  the  Whole  World  of  Communications 


matter  which  technologies  you  need 
)  --olve  your  most  demanding  business 
ininiunications  problems,  all  paths  lead  to 
I  'i^HRCOMM  '98.  It's  the  only  event  that 
ikcs  you  right  to  the  center  of  the  vast 
inverse  of  convergence  and  allows  you  to 
xplore  the  whole  world  of  communications. 

olutions  Become  Reality  at  SUPERCOMM 

lore  than  45,000  communications  profes- 
(Hials  will  benefit  from  SUPERCOMM's 
owerful  combination  of  250+  world-class 
lucational  conferences*  and  a  colossal, 
ilulions-packed  exhibition. 


More  Than  700  Exhibits  Will  Showcase: 

ADSL/xDSL,  ATM,  Broadband,  Cable  TV, 
CPE,  Computer  Telephony,  Enterprise 
Networks,  Fiber  Optics,  The  Internet, 
Intranets,  ISDN,  Multimedia,  Public  & 
Private  Networks,  Satellite  Communications, 
Software,  Wireless/PCS  and  much  more! 

Put  Yourself  on  the  Path  to  Real-World 
Communications  Solutions  Today! 

To  attend:  1-800-2-SUPERC  or 
1-312-559-3327;  fax,  1-312-559-4111. 
To  exhibit:  l-800-COMM-NOW  or 
1-703-907-7480;  fax,  1-703-907-7746. 


To  register  and  check  out  up-to-the-minute  information 
about  SUPERCOMM  '98,  visit  www.supercomm98.com! 


For  registration  information,  fill  out  and  mail  today! 

SUPKRCOMM  'W,  549  W.  Randolph,  Suite  WIO, 
Chicago,  IL  60661-2208  USA 

Na  nie  

Title  

Organization  

Address  

City  


State 


ZIP/Postal  Code_ 
Phone  


_Country_ 
_Fax  


E-Mail 


Interest: 


.Registering 


Conference  Interest:   ICA 

 IEEE  GTM  Forum 


.Exhibit  Space 
 I  EC 


No  one  under  18  years  of  age  will  be  admitted. 

11  KtX)MM  Educalional  Programs  Developed  and  Presented  by:  International  Communications  Association  -  Annual  SuperConference  •  International  Engineering 
insortium  -  Communications  Forum  -  SUPERC^OMM  Executive  Program  •  IEEE  Communications  Society  -  International  Conference  on  Communications  (ICC  '98)  ■ 
,  JPERCOMM  Global  Telecom  Market  (GTM)  Forum. 


Science  &  Technology 


COMPUTERS 


FROM  DIGITS 
TO  DUST 

Surprise-computerized  data  can  decay  before  you  know  it 


Up  to  20%  of  the  information  care- 
fully collected  on  Jet  Propulsion 
Laboratory  computers  during 
NASA's  1976  Viking  mission  to 
Mars  has  been  lost.  Some  POW  and  MIA 
records  and  casualty  counts  from  the 
Vietnam  War,  stored  on  Defense  Dept. 
computers,  can  no  longer  be  read.  And 
at  Pennsylvania  State  University,  all 
but  14  of  some  3,000  computer  files  con- 
taining student  records  and  school  his- 
tory are  no  longer  accessible  because 
of  missing  or  outmoded  software. 

What's  going  on?  The  world  is  in  a 
headlong  rash  to  go  digital.  From  Tokyo 
to  Tampa,  schools,  libraries,  factories, 
and  churches  are  forking  over  great 
sums  to  computerize  everything  from 


Johnny's  latest  math  scores  to  Aunt 
Hattie's  dental  records.  Computers  are 
supposed  to  help  us  manage  this  infor- 
mation explosion  by  storing  oceans  of 
data  that,  at  some  later  date,  can  be 
recalled  at  the  click  of  a  mouse. 

Trouble  is,  all  these  bits  of  infoiTna- 
tion  are  piling  up  so  fast  that  hardly 
anybody  is  thinking  about 
saving  them.  By  2000, 
Forrester  Research  Inc. 
estimates,  one  of  every 
three  Americans  will  be 
online.  What's  more,  half 
to  three-quarters  of  the 
data  produced  each  day 
will  be  "born  digital" — 
that  is,  it  will  never  have 


DISKS  AT  RISK 

You  thought 
your  CD-ROMs 
were  going 
to  last  forever? 
Dream  on 


existed  on  paper.  Says  Eric  Almase 
digital  media  expert  at  Mercer  M 
agement  Consulting:  "We're  not  j 
doubling  amounts  of  electronic  d 
evei-y  six  months,  we're  quadrapling 
The  Information  Age  is  creatin 
digital  dilemma.  For  years,  compu 
scientists  told  us  that  digital  Is  and 
could  last  forever.  But  now,  we're 
covering  that  the  media  we're  usin 
carry  oui'  precious  information  on  ' 
the  future  are  turning  out  to  be  ^ 
from  eternal — so  fragile,  in  fact,  t 
some  might  not  last  through  the  dec 
More  is  at  risk  than  government 
corporate  records.  The  danger 
tends  to  cultural  legacies:  new  i 
sic.  early  drafts  of  literature, ; 
academic  works  originate  in  d 
tal  foiTn — without  hard  copie- 
HOUSTON  CALLING.  To  be  SUi  e 
our  information  is  not  in  je 
ardy.  There  are  some  solut: 
even  new  software  to  back 
data  on  special  paper  di: 
But  there's  no  quick  fix. 
data  lost  from  the  Vik 
Mars  mission,  for  exan 
was  trapped  on  deca 
digital   magnetic  t; 
forcing  NASA  to  call  r 
sion  specialists  out  of 
tirement  to  help 
agency  reconstract  key  data.  "Dig 
information  lasts  forever,  or  five  yeai 
whichever   comes   first,"  says 
Rothenberg,  senior  computer  scier 
at  RAND  Coi-p. 

Forget  forever.  Under  less-tl 
optimal  storage  conditions,  digital  t;: 
and  disks,  including  cd-roms  and  opi 
drives,  might  deteriorate  about  as 
as  newsprint — in  5  to  10  years, 
by  the  National  Media  Lab,  a  St. 
(Minn.)-based  government  and  in 
try  consortium,  show  that  tapes 
preserve  data  for  a  decade,  depen 
on  storage  conditions.  Disks — whe 
CD-ROMS  used  for  games  or  the 
used  by  some  companies  to  store 
sion  plans — may  become  unreadab|i> 
five  years. 

For  consumers,  the  biggest  worii 
CD-ROMS.  Unlike  paper  records,  cd-f' 
often  don't  show  decay  until  it's  too  ; 
Experts  are  just  beginning  to  re  M 
that     stray     magi  i 
fields,  oxidation,  humfl 
and  material  decayt 
quickly  erase  the  in 
mation  stored  on  tli 
Says     Robert  Sl 
founder  of  New  "ifll 
based  Voyager  Co.,  vjd 
makes  commercial  pi 
ROM  books  and  gajei 
 -f- 


Spectrum  Policy 


arkably  complete.  Surprisingly 
mple.  Hey  look,  the  square 


iust  went  into  the  round  hole. 


ndale  Insurance.  P.O.  Box  7500,  Johnston,  Rhode  Island  02919 


The  Allendale  Spectrum  policy.  A  new,  simple  format.  Less  cumbersome. 
'*  :■        Easier  to  read.  Easier  to  administrate.  Manuscripted  to 
customer  specifications.  A  big  change  from  the  old  way  of  doing  things. 

If  you  think  you  know  Allendale,  think  again.  Access  our  web  site  at 
www.allendale.com  for  the  phone  number  of  the  office  nearest  you. 


Science  &  Technology 


"CDS  have  a  tendency  to  degi-ade  much 
faster  than  anybody,  at  least  in  the  com- 
panies that  make  them,  is  wiUing  to 
predict."  Stein  doesn't  expect  the  CD- 
ROMs  Voyager  sells  to  last  more  than  5 
or  10  yeai's,  and  neithei',  he  says,  should 
customers. 

There's  another  problem:  the  unre- 
lenting pace  of  technology.  Chances  are 
good  that  the  software  needed  to  get  at 
much  of  today's  data  might  not  be  read- 
ily available  in  10  years.  Anyone  who 
has  tried  wi'estling  infoi'mation  from  a 
514-inch  floppy  disk  luiows  that.  Just  ask 
scientists  conducting  rain  forest  re- 
search. Satellite  photos  of  the  Amazon 
Basin  taken  in  the  1970s — data  critical 
to  establishing  deforestation  trends — 
are  trapped  on  indecipherable  magnetic 
tapes  no  longer  on  the  market. 

But  even  keeping  a  step  ahead  of 
data  decay  and  software  obsolescence 
is  no  guai-antee  of  escaping  the  problem. 
Companies  spending  heavily  on  sophis- 
ticated new  computers  and  software  to 
beat  the  technology  reaper  say  they're 
beginning  to  nui  into  a  whole  new  prob- 
lem. All  too  often,  when  they  transfer 
information  from  one  aging  media  or 
computer  system  to  a  newer  one,  not  all 
bits  make  the  migi-a- 
tion.  Sometimes,  just 
a  footnote  or  spread- 
sheet is  lost.  Other 
times,  whole  cate- 
gories of  data  evapo- 
rate. Says  Rothenberg': 
"It's  like  playing  the 
child's  game  of  Tele- 
phone. It  doesn't  take 
many  translations 
ft'om  one  media  to  an- 
other before  you  have 
lost  significant  aspects 
of  the  original  data." 

The  Food  &  Drug 
Administration  re- 
ports that  some  phar- 
maceutical companies 
are  discovering  eirors 
as  they  copy  drug- 
testing  data  that  back 
up  claims  of  long-term 
pr'oduct  safety  and  ef- 
fectiveness. In  several 
recent  cases  involving 
data  transfers  from 
Unix  computers  to 
systems  running  Mi- 
crosoft's Windows  NT 
operating  system, 
blood-pressure  num 


company    data    specialists  report. 

Sophisticated  software  can  catch  most 
of  the  errors,  but  "not  all  the  time," 
says  Rone  Lewis,  vice-president  of  busi- 
ness development  of  Surety  Technolo- 
gies, a  data  recoveiy  and  migi^ation  firm'. 
Some  companies  fear  the  problem  could 
expose  them  to  lawsuits.  "In  our  litiga- 
tion-prone age,  it's  harder  to  defend 
yourself  if  you're  losing  parts  of  your 
records  when  you  migi-ate  them,"  says 
Henry  Perritt,  dean  of  Chicago  Kent 
College  of  Law. 

What  to  do?  Some  government  agen- 
cies have  a  solution — of  sorts.  The  Na- 
tional Archives  requires  technical  docu- 
mentation about  how  the  records  being 
submitted  were  created.  And  federal 
regulators,  including  the  Securities  & 
Exchange  Commission,  won't  take  digi- 
tal filings  from  companies  they  oversee 
miless  they  ai'e  sent  in  plain-vamlla  com- 
puter formats.  "Otherwise,  you  start 
getting  file  fomnats  that  nobody  is  going 
to  be  able  to  read  in  20  years,"  says 
Bill  Combs,  the  SEc's  computer  expert. 

Some  technology  managers  are  urg- 
ing companies  to  make  preservation 
more  of  a  priority  when  buying  new 
computer  systems.  Ellen  Knapp,  chief 


DIGITAL  MEDIA  AGES  RAPIDLY... 

LENGTH  OF  STORAGE  BASED  ON  PRODUCTS  AVAILABLE  IN  1995 


■  All  major  products  are  acceptable  foi  1 
reliable  data  storage  for  this  length  of  time 

MAGNETIC  TAPE  FORMATS 


QIC/QIC-WIDE 


I  Only  the  best  products  are  acceptable 
for  storage  for  this  length  of  time 


OPTICAL  DISK 

CD-ROM 

MAGNETO-OPTICAL 


NEWSPAPER   1  

HIGH  UGNIN 

MICROFILM       j  i  

ARCHIVAL  QUALITY 


I  1  YEAR 


10 


15 


20 


30 


50 


NOTE  LIFESPANS  BASED  ON  ASSUMPTIONS  THAT  MEDIA  IS  ACCESSED  INFREQUENTLY.  IS  PURCHASED  NEW  AND  IS  CONSIS- 
TENTLY STORED  AT  OPTIMAL  ARCHIVAL  CONDITIONS  OF  68  DEGREES  F  AND  40%  RH  IN  AN  ENVIRONMENT  FREE  OF  DUST, 
SMOKE,  FOOD,  MOLD,  DIRECT  SUNLIGHT,  AND  GASEOUS  CONTAMINANTS,  q^ta  NATIONAL  MEDIA  LABORATORY 

...AND  THAT'S  JUST  ONE  PROBLEM 


LONGEVITY  Magnetic  tape  breaks 
down  from  exposure  to  air,  heat,  and 
humidity;  optical  disks  can  decay 
and  surface  dyes  can  fade  in  sun- 
light, sometimes  causing  the  loss  of 
information  stored  on  them. 


Perfect  4.0  become  obsolete, 
information  stored  when  using 
them  rnay  be  lost,  too. 

MIGRATION  Information  can  be 
lost  or  corrupted  as  it  is  trans- 


bers  were  randomly   ferred  periodically  from  one 


off  by  up  to  eight  dig- 
its from  those  in  orig- 
inal records,  fda  and 


OBSOLESCENCE  As  UNIVAC 
drives  or  programs  such  as  Word- 


type  of  media  or  computer  sys- 
tem to  a  newer  one. 


knowledge  officer  with  Coopers  & 
brand,  says  companies  need  to  give 
tech  managers  more  input  so  that 
compatible  systems  don't  compound  0 
migration  problem.  "Some  comparif 
have  shorter  visions  when  purchasjjf 
new  technology,"  she  says,  "and  endb 
having  more  compatibility  problems  ^ 
grating  data  as  a  result."  >^ 
Ray  Paddock,  a  director  for  Stor: 
Technology  Corp.,  says  the  proble: 
so  bad  for  some  of  his  clients  t 
they're  creating  new  databases  jusi 
decipher  the  data  they  have  on  t; 
and  disks.  Others,  he  says,  ai-e  si 
keeping  the  old  version  of  the  soft 
used  to  create  documents.  il 
NO  STANDARDS.  Meanwliile,  the  gov( 
ment  is  looking  into  establishing  di 
bility  standaixls  for  digital  media.  A  t 
force — including  representatives  of  E 
man  Kodak,  IBM,  and  archivists  at  Ic 
ing  museums  and  universities — 
agreed  on  a  digital  longevity  test 
mately  aimed  at  increasing  the  life  si 
of  cn-ROMs  and  other  types  of  dii 
media.  The  only  problem:  So  far, 
manufacturer  has  tested  its  prodij 
using  the  age-test  created  by  the  t 
force.  And  the  group  is  still  workj^ 
on  a  standard  for 
netic  tape. 

Others  are  at  w 
on  new  technologies'' 
solve  the  problem.  K 
SAM  Technologies  in 
Alamos,  N.M.,  for 
ample,  is  promotingfS 
HD-Rosetta  proj 
which  permaner 
stores  historical  di 
ments — but  only  if  I 
ai"e  converted  from  ' 
ital    back   to  an; 
recording  formats. 

But  at  least  one  r 
edy  being  offered 
reseai'chei-s  sounds  i 
more  like  the  distit 
past  than  the  futiK 
Cobblestone  Softwe 
Inc.  in  Lexinglp. 
Mass.,  is  promoting 
perDisk,  which  uses 
per  to  print  out  citi< 
plex  patterns  of  c* 
and  dashes  repres(t« 
ing  digitized  files.  CH 
blestone  President  Ifi 
Antognini  claims 
should  last  for 
tm-ies — or-  about  as  1 
as  old-fashioned,  h' 
((uality  paper. 
By  Marcia  Stepa 
in  New  Yffit 
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ing  the  world  up  to  speed. 
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The  New  Chrysler  Town  &  Country 

We  made  it 
exceptionally  quiet. 
However,  it  still 
produces  an 
occasional  buzz. 


"America's 
Most  Appealing  Minivan' 
Two  Years  In  A  Row. 

— J.D.  Power  and  Associates 


The  Chrysler  Town  &  Country,  for  the  seco 
in  a  row,  has  been  honored  with  J.D.  Pov 
Associates'  prestigious  APEAL  award.  In  thei"^* 
study.  Town  &  Country  tied  as  "America  f 


■J  D  Wmvi  dnd  Associdtes  1997  APEAL  Siudy-Auioniolive  Pertormance,  Execution  and  Layout  Study  ''  Segment  Compaci  van  Siudy  based  on  a  total  ot  29,187  consumer  responses 


3  Minivan" after  its  owners  rated 
r  100  attributes:  So  while  we 
sist  that  it  be  quiet,  we  certainly 
ind  hearing  this  sort  of  noise. 
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NUCLEAR  WASTE 


BETWEEN  A  ROCK 
AND  A  HOT  PLAGE 

Why  the  U.S.  is  snagged  on  the  problem  of  spent  fuel 


In  September,  the  Energy  Dept.  will 
issue  a  major  report  on  the  viability 
of  Nevada's  ban'en  Yucca  Mountain 
as  a  repositoiy  for  America's  hottest 
nuclear  waste.  A  summation  of  years 
of  technical  studies,  the  report  will  de- 
scribe how  such  a  repositoiy  could  be 
constmcted  and  how  much  it  would  cost. 

Lawmakers  who  back  the  Yucca 
Mountain  scheme  will  use  the  report  to 
quiet  the  project's  critics,  and  they  will 
redouble  legislative  efforts  to  build  a 
temporary  storage  facility  neai'by.  As 
the  debate  heats  up,  both  sides  will  un- 
leash torrents  of  scientific  data  about 
the  supposed  risks  and  benefits. 

But  the  disturbing  reality  is  that  sci- 
ence cannot  provide  all  the  answers. 
Backers  of  the  project  say  it  will  be 
safer  and  less  costly  than  the  cun-ent 
situation,  in  which  more  than  a  hun- 
dred U.  S.  commercial  powei-  plants  and 
research  reactors  manage  their  own 
waste.  Failure  to  build  a  repositoiy  will 
cost  the  govemment  billions,  says  the 
Nuclear  Energy  Institute  in 
Washington.  But  will  Yucca 
Mountain  be  completely 
safe  from  earthcjuakes, 
water  damage,  or  a  well- 
planned  teiToiist  attack? 
Scientists   can't  make 
any  guarantees. 

Some  of  the  mateliai^ 
to  be  buried  at  Yucca 
Mountain  will  remain 
highly  radioactive  not  for 
hundreds  of  years  but 
for  tens  of  thousands.  How  can  a  mes- 
sage be  sent  to  wam  away  potential  in- 
ti-uders  10,000  years  fi'om  now,  in  the 
year  11998?  No  human-made  edifice  has 
lasted  that  long,  nor  has  any  written 
language. 

CONTRACT-BOUND.  The  National  Acade- 
my of  Sciences  took  up  these  issues  in  a 
1995  study.  "They  declared  the  intiu- 
sion  issue  'intractable,' "  says  Jared  L. 
Cohon,  president  of  Carnegie  Mellon 
Univei'sity  and  chaiiTnan  of  an  indepen- 
dent body  called  the  Nuclear  Waste 
Technical  Review  Board.  "In  other 


words,  there  is  no  scientific  basis  for 
determining  risks." 

Debate  over  a  central  waste  reposito- 
ry goes  back  to  the  dawn  of  the  nuclear 
pov/er  industiy.  In  the  1950s,  engineers 
considered  burning  some  of  the  waste  as 
fuel  in  other  reactors — an  approach 
called  reprocessing  that  was  later  adopt- 


site.  From  day  one,  the  decision 
controversial.  Washington  cited  Yue' 
remoteness,  stable  geology,  diy  clin,. 
and  the  fact  that  it  abutted  a  large  t; 
of  desert  that  was  ah-eady  contamiru. 
from  nuclear  bomb  testing  in  the  J!) 
But  Nevada  cried  foul — and  many  ei 
ronmentalists  today  are  sympathei- 
"The  decision  had  extraordinarily  \iL:. 
to  do  with  Yucca  Mountain's  suitabi{-i/8 
as  a  waste  site,"  says  Daniel  F.  Beci  j 
director  of  the  Sierra  Club's  glo! 
warming  and  energy  progi'am  in  Wy 
ington.  "It  had  eveiything  to  do  v 
the  weakness  of  Nevada's  congressii 
delegation  when  ♦^his  happened." 
LAWSUITS.  Utilities  that  operate  nucl 
reactors,  and  the  states  in  which  t 
are  concentrated,  have  a  diiferent  i 
spective.  For  better  or  woi-se,  they  [;« 
out,  the  U.  S.  now  gets  23%  of  its  e 
tricity  fi'om  nuclear  power.  The  coci 


THE  STATUS  QUO  IS  UNTENABLE 

utilities  want  to  bury  their  waste  in  Yucca  Mountain, 
but  scientists  can 't  guarantee  that  it  's  safe 


DATA:  U  S.  ENERGY  DEPT. 


INTRACTABLE:  After 
speiidniy  $4  billion  on 
studies,  the  government 
can't  say  whether  the 
Yucca  site  is  suitable 


ed  by  France  and  Japan,  among  others. 
But  the  U.  S.  govemment  rejected  this 
solution,  which  yields  plutonium  that's 
usable  for  weapons  and  vulnerable  to 
theft.  Instead,  it  opted  for  permanent 
biuial.  In  1982,  the  govemment  signed  a 
contract  with  the  electric  power  industiy 
agreeing  to  receive  nuclear  waste  ship- 
ments fi'om  power  plants,  beginning  in 
-January,  1998.  And  it  imposed  a  sur- 
charge on  ratepayers  to  recover  the 
costs  of  building  the  repository. 

In  1987,  after  five  years  of  debate, 
Congi'ess  selected  Yucca  Mountain  as  a 


pools  where  sjjent  ftiel  rods  ai'e  store(3i 
site  are  rapidly  reaching  their  capa  > 
By  the  end  of  tliis  yeai',  27  sites  will  u 
out  of  space  and  will  begin  transfeni 
waste  to  dry  casks  on  concrete  j) ' 
which  erode  over  time.  Few  cons 
this  a  safe  long-term  solution.  Th< 
dustiy  insists  that  Yucca  Mountain 
been  adequately  studied.  "We  prob 
know  more  about  this  site  than  any  i 
on  eaith,"  says  Theodore  J.  Ganish, 
president  in  charge  of  nucleai'  waste 
islation  at  the  Nucleai-  Energy  Instr 
The  advocates'  most  compellinj.; 
giiment,  however,  is  the  legal  one. 
November,  in  response  to  a  seri* 
lawsuits  by  utilities  against  the 
the  U.  S.  Com-t  of  Appeals  for  the 
tiict  of  Columbia  ordered  the  dej 
ment  to  honor  its  obligation  to  takth 
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spent  fuel.  The  deadline  to  begin — .Jan. 
31,  1998— has  passed.  That  nles  Senator 
Frank  H.  Murkowsld  (R-Alaska),  chair- 
man of  the  Senate  Committee  on  Ener- 
gy and  Natural  Resources.  "Electricity 
ratepayers  have  committed  nearly  $14 
billion  [in  surcharges]  into  the  Nuclear 
Waste  Fund,"  he  points  out.  And  the 
government  has  ah'eady  spent  $3  bil- 
lion on  Yucca  site  studies.  "The  federal 
government  has  a  responsibility  to  take 
this  waste,"  Murkowski  says. 

Murkowski  isn't  alone  in  his  insis- 
tence. Legislation  to  quickly  establish 
a  temporary  storage  facility  near  Yucca 
Mountain  has  been  moving  through 
Congress  with  bipartisan  support.  It 
may  be  taken  up  again  when  Congress 
resumes  in  late  Apnl.  Leading  the  fight 
against  the  bill  is  Senator  Richard 
Bryan  (D-Nevada).  "Any  temporary  fa- 
cility will  become,  de  facto,  the  penna- 
nent  dimip,"  he  argues.  The  doe  takes  a 
similar  line.  "How  can  we  establish  an 
interim  site  out  here  when  we  don't 
know  whether  Yucca  Mountain  is  suit- 
able?" asks  Allen  Benson,  director  of 
Institutional  Affaii's  for  the  Yucca  Moim- 
tain  Project  at  doe.  President  Clinton 
has  indicated  he  will  veto  any  bill  es- 
tablishing a  temporary  site  in  Nevada. 


Gridlock  is  the  unattractive  upshot. 
But  Senator  Biyan  insists  that  the  oiig- 
inal  1982  contract  leaves  the  govern- 
ment a  graceful  way  out  of  the  mess.  "If 
the  DOE  has  no  place  to  put  the  waste, 
then  it  must  delay  the  date"  for  ship^ 
ments  to  begin,  he  says.  All  sides  agree 
that  the  Yucca  facility  will  not  be  ready 
until  2010,  at  the  earliest. 


The  cooling  ponds 
where  utiUties  store 
spent  fuel  are  rapidly 
reaching  their  capacity 


Meanwhile,  confusing  revelations  are 
bound  to  continue.  The  September  via- 
bility study  may  temporarily  seize  the 
spotlight.  But  it  is  just  a  fii'st  step  in  a 
long  process.  It  will  be  followed  by  a 
draft  of  an  environmental  impact  state- 
ment in  1999  and  a  site  recommendation 
report  in  2001.  Not  until  then  will  the 
Nuclear  Regulatory  Commission  decide 
whether  Yucca  Mountain  can  ever  meet 
health  and  safety  standards. 


Other  studies  are  providing  amr- 
nition  for  Yucca  Mountain's  critics,  (j- 
emment  geologists  have  issued  repea  ' 
assiu'ances  that  the  Yucca  Mountain 
is  stable,  but  a  March  27  study  p 
lished  in  Science  says  current  haz 
analyses  may  vastly  imderestimate  \)\ 
ability  of  seismic  activity.  That's  no  ^ 
prise  to  residents.  "Everyone  h 
knows  there  are  tremors,"  says  .Jv 
A.  Ti'eichel,  executive  director  of 
Nevada  Nucleai-  Waste  Task  Force.  I 
assumptions  about  the  benefits  of  d 
geological  disposal  also  seem  to  bi- 
for  grabs.  The  National  Academy  of 
ences  says  it  will  take  another  el 
look  at  the  issues  and  challenges  in 
international  workshop  next  spring. 

Even  Senator  Mui'kowski,  an  out; 
ken  Yucca  advocate,  admits  dou 
about  geological  disposal.  But  he  ins 
that   scientists   are  the   only  n 
equipped  to  make  such  calls.  "Thes(- 
sues  must  be  addressed  by  people 
have  spent  their  professional 
studying  what  is  the  best  thing  to 
he  says.  "If  we  can't  rely  on  them,  | 
can  we  rely  on?"  Unfortunately,  whA« 
comes  to  Yucca  Mountain,  scientist^ii 
not  have  the  answers. 

By  Neil  Gross  in  New 
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www.sieniens.com 
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Sprint 

www.sprint.coni 

Sun  Microsystems 

www.sun.coni 
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UUNET  Technologies 
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www.xerox.coni 
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www.mita.coni 
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introducing  SuperDisk. 
To  you  it's  a  120MB  dislcette. 
To  floppies,  if  s  "Mr.  Compatibility^ 


Get  a  fast,  floppy-compatible  SuperDisk™  Drive  in  your  next  computer 
and  give  your  floppies  a  new  buddy:  the  SuperDisk  diskette,  with 
120  big,  friendly  megabytes  of  room.  With  as  much  room  as 
83  floppies,  SuperDisk™  still  knows  how  to  share.  You're  thinking, 
How  touching -but  what's  in  it  for  me?"  This  is  what:  a  hassle-free 
way  to  handle  big  and  small  files  through  a  single  drive. 
No  boxes,  no  cables,  no  nothing.  SuperDisk™  Available 
now  in  leading  notebooks  and  PCs. 
Save  a  little,  save  a  lot,  save  the  world. 


120mb 


Rnd  out  where  to  get  Sup^Disk 
www.superdisk.com  or 
1.888.222.2294  ext.120 


Developments  to  Watch 
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THINK  OF  IT  AS 

COMBAT  ON 

A  CONFERENCE  CALL 

WITH   THEIR  INSATIABLE 

hunger  for  realistic  images, 
PC  ganiemakers  have  long 
driven  technology  innovation 
in  computer  graphics.  The 
same  could  happen  with  In- 
ternet-based voice  applica- 
tions. This  month. 
Multitude  Inc.  of 
San  Mateo,  Calif., 
will  launch  a 
large-scale  beta 
test  of  a  game 
called  FireTea,))!.  a 
multiplayer  com- 
bat game  that  lets 
up  to  four  mem- 
bers on  a  team 
talk  to  each  other 
while  blasting  FIRETEAM: 
their  enemies.        ijoai'  partn 


First,  Multitude  had  to 
deal  with  endemic  delays 
over  the  Net,  known  as  la- 
tency. To  solve  this,  it  devel- 
oped a  new  way  to  coordi- 
nate the  voices  with  the 
game.  But  the  bigger  hur- 
dle— like  so  much  in  cyber- 
space— was  sociological.  For 
years,  game  players  have 
been  blasting  each  other  to 
smithereens  in  silence.  Multi- 
tude developers 
had  to  give  them 
a  compelling  rea- 
son to  speak.  They 
set  FireTeam  up 
so  that  players 
can  see  enemies  in 
ft'ont  of  them  but 
not  behind.  So 
teammates  ai'e  de- 
pendent on  one  an- 
other to  bai'k  com- 
mands lilve,  "Watch 
yom'  back."  □ 


SMALL  BIOTECH  COMPANY,  BIG  AIDS  DRUG 


ANALYSTS  HARBOR  HICH 

expectations  for  Agouron 
Pharmaceuticals  Inc.  when 
it  reports  its  thii'd-quarter 
results  in  mid-April.  Ana- 
lysts are  looking  for  rev- 
enues of  $128  million — up 
231%— and  a  $13  million 
profit,  compared  with  a  $5 
million  loss  a  year  earlier 
What  they're  seeing  is  the 
stunning  success  of  the 
13-year-old  La  Jolla 
(Calif.)  company's  fh-st 
product,  an  anti-Ains  drag 
called  Viracept.  Viracept, 
a  protease  inhibitor  used 
in  the  tiiple-drag  therapy 
that  has  helped  many  AIDS 
patients,  has  become  the 
biggest  new  dnig  launch 
from  a  biotech  company- 
sales  were  close  to  $300 
miUion  in  the  fii'st  year.  In 
fact,  Vii-acept  is  the 
F' inrth-biggest  new  drag 
laur.ch  ever. 

Agouron  pulled  this  off 
despite  graeling  competi- 
tion from  the  much  larger 


pharmaceutical  companies 
Merck,  Abbott  Laborato- 
lies,  and  Hoffmann- 
LaRoche.  Viracept  has 
garnered  a  30%  market 
share,  compared  with 
about  35%<  fi'om  Merck's 
Ciixivan.  Because  it's 
priced  slightly  higher, 
Viracept  is  now  the  best- 
selling  protease  inhibitor. 
It  also  beat  the  competi- 
tion because  it  is  more 
convenient  to  take  and 
just  as  effective. 

Still,  Wall  Street  has 
not  been  kind  to  Agoui'on. 
In  December,  its  stock 
plunged  25%  when  the 
company  announced  that 
Roche  had  pulled  out  of  a 
partnership  to  co-develop 
anticancer  treatments.  It's 
not  the  fii'st  time  Agouron 
has  been  dropped  by  a 
partner  In  the  early 
1990s,  Eli  Lilly  &  Co. 
V.  alked  away  fi'om  a  part- 
nership— to  develop 
Vtracei>t.  Larry  Anmtrmig 


SURROUND  SOUND'  IN  A  HEARING  AID 


St 


PCS  OFFER  IT.  SO  DO  VIDEO  GAMES.  AND  NOW  THE  28 

million  Americans  who  suffer  from  hearing  loss  could 
have  it  in  their  hearing  aids.  It's  called  3-D  sound,  and 
thanks  to  a  cooperative  effort  between  Starkey  Labo- 
ratories Inc.,  a  Minneapolis  hearing-aid  maker,  and 
audio  equipment  maker  QSound  Labs  Inc.,  the  techno 
ogy  has  been  shrunk  onto  a  tiny  microchip.  The  chip 
operates  on  just  one  volt  of  power  and  fits  into  a  nick- 
el-size hearing-aid  case,  which  sits  inside  the  ear  cana! 
The  device  was  introduced  at  the  American  Academy 
of  Audiology's  meeting  in  Los  Angeles  on  Apr.  3. 

3-D  sound  devices  trick  the  brain  into  thinking  it  is 
surrounded  by  a  syinphony  or  it  is  hearing  a  plane  buz 
across  the  sky.  They  work  by  manipulating  digital  im- 
pulses to  simulate  the  differences  in  the  time  it  takes 
for  sound  waves  to  reach  the  ear  closest  to  the  sound's 
source  and  the  ear  that's  farther  away.  That's  the  same 
time  lag  that  the  brain  relies  on  to  detennine  the  origi 
of  sound.  Ti'aditional  heaiing  aids,  which  simply  crank 
up  the  volume,  actually  impede  the  brain's  effort  to  de- 
termine direction.  The  Starkey  device  recalibrates  the 
waves,  using  the  same  mathematical  fomnulas  found  in 
high-end  audio  systems.  Starkey  says  its  trials  have 
shown  a  20%  improvement  in  hearing  with  the  new 
aids,  compared  with  conventional  ones.  It  plans  to  sell 
the  aids  in  September  for  about  $2,400.  De'Ann  Wei 
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HOW  TO 

MASS-PRODUCE 
KNOCKOUr  MICE 

INTERESTED    IN  KNOWING 

the  biological  functions  of  the 
tens  of  thousands  of  genes 
that  are  now  being 
discovered?  Current-  ^ 
ly,  one  of  the  best 
methods  is  to  breed 
mice  in  which  a  gene 
has   been  disabled, 
then  see  what  func- 
tion is  affected.  Ti-ou- 
ble  is,  fashioning  such 
"knockout"  mice  has 
been  a  time-consum- 
ing task.  Scientists 
must  target  a  known 
gene,  build  a  pi-obe  to 
disable  it  in  an  em- 
bryo cell,  and  then 
grow  the   embryo   into  a 
mouse. 

Scientists  at  Lexicon  Ge- 
netics in  The  Woodlands, 
Tex.,  say  they  have  hit  on  a 
better  procedui-e.  In  the  Apr. 


9  issue  of  Nature,  they 
scribe  a  technique  for  m* 
producing  Ivnockout  mice|y 
treating  thousands  of  emh'- 
onic  stem  cells  with  a  vir* 
based  "vector" 

In  a  largely  random  f&i 
ion,  the  vector  disrapts  on( 
and  only  one — gent 
each  cell.  Then, 
seai'chers  utilize  ot 
NT"      probes  to  figure 
^      which  gene  has  ! 
disabled.  The  resui 
a  library  compris 
thousands    of  d 
each  with  a  sii 
gene    knocked  i 
"Unlike  the  old  gt 
targeting  method, 
need  no  prior  kiK 
edge  of  the  gen* 
mutate  it,"  exph 
Lexicon's  resea 
chief  Brian  R  Zambrow 
The  procedure  should  b' 
boon  to  drag  companies  l(t 
mg  foi-  promising  chnag  tai'jt 
among  thousands  of  ne 
found  genes.       John  C4 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwapr@businessweek,com 
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NECA  electrical  contractors  and  IBEUU 
itricians  of  Northern  California  are  at  the 
•front  of  today's  technological  frontier, 
y  haue  the  innouatiue  solutions  and 
Etnced  skills  to  put  your  project 
'e,  too.  For  proof,  look  for  the 
tification  Card  that's  worn  only 
BEUU  electricians.  It's  your 
<antee  of  quality  and  training 

are  on  the  leading  edge, 
that  edge  for  your  projects. 

the  contractors  and  ^ 
ified  electricians 


ECA  and  IBEUU. 


SK  IQR 


Euen  though  the  State  of 
California  doesn't  haue 
electrician  licensing  or 
certification,  NECA  and 
IBEUU  do.  The  Certification 
Card  is  your  guarantee  of 
ouer  8,000  hours  of  rigorous 
training  to  meet  OKacting 
skill  and  safety  standards. 


CERTIFIED 

ELECTRICIAN 

IBEW 

GREG  ARCIDIACONO 

JOURNEYMAN  ELECTRICIAN 

inrernaiionai  bioinen 

ooa  or  tiecincal  worKers 
:;oniraciors  AssociatiorT^^^^^ 

IBEW 


National  Electrical  Contractors  Association 
International  Brotherhood  of  Electrical  UUorkers 


©1998  NFCA/IBFW  I  wnn 


Adobe  Systems,  Inc. 

_  Can    Inca  TB 


HE  Junior  League  of  Palo  Alto  •  Mid  Peninsula  and  Nordstrom  are 


Going  Places 

Eleventh  Annual  Fashion  Show  Fundraiser 

Friday,  April  3,  1998 


HiLLER  Aviation  Museum 
Lavish  Luncheon  •  Elegant  Black-Tie  Dinner  Dance 

Don't  be  left  behind! 


Improving  the  Health  and  Education  of 
Women,  children,  and  youth  in  Our  Community 


For  information,  call  the  "Going  Places"  Hotline:  650.513.5590 


(^.<rt<.  ^-O^^  -fiXe^iji.  z-^'oo-?  1  C-f^  lA  N  V 


omen  of  chilclh earing  years  need  folic  acid  every 
day.  Because  you  never  know  who'll  he  stopping  by.  Some 

pregnancies  are  planned.  Some  come  as  a  surprise.  That's  why  all  women  need  folic 

acid  in  their  diets  before 
they  become  pregnant,  to 
help  reduce  the  risk  of 
certain  birth  defects.  The 
March  of  Dimes  recom- 


mends gptting  .4  milligrams 


of  folic  acid  every  day 


before  and  during  the 


early  weeks  of  pregnancy. 


Folic  acid  can  be  found  in 


some  foods  such  as  cere- 


als, leafy  vegetables,  beans 
and  citrus  fruits.  A  daily 


multivitamin  is  always  a 


very 


reliable  source. 


March  of  Dimes 


I'hink  ahead  for  a  healthy  hahy. 
For  more  uijorDiatioii  eon  tact  your  health  care  provider  or  call  the  March  of  Dimes. 
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E'S  RICH 

OW  HE  WANTS  SOME  RESPECT 


iny  Troutt  built  Excel 
I  a  telecom  player.  Can 
ivercome  doubts  about 
ynway-style  structure? 

s  a  young  boy,  Kenny  A.  Ti'outt 
knew  exactly  what  he  wanted  to 
be.  His  granunar  school  classmates 
wanted  to  be  doctors,  firefighters, 
ichers.  But  Troutt,  the  oldest  of 
hilch-en  in  a  stniggUng  Illinois  fam- 
ice  told  a  grade-school  teacher 
/:  "I  want  to  be  rich." 
lay,  Troutt,  the  c:eo  of  Dallas-based 
Communications  Inc.,  has  far  sui"- 
i  his  childhood  dreams.  Troutt's 
,  comprising  nearly  50%  of  the 
in  the  telecom  company  he  started 
ars  ago,  is  worth  some  $1.5  bil- 
\,jid  his  13,000-squai'e-foot  "country 
h"  mansion — across  the  street 
lliiss  Perot's  place — is  a  far  cry 
he  Mt.  Vemon  (111.)  housing  proj- 
hcre  he  spent  his  teens.  But 
,  KJ,  wants  more:  the  respect  that 
with  being  a  major-league  tele- 
layer. 

MT  NO.  5.  Although  Ti-outt  has 
'  built  Excel,  it's  still  a  distant 
in  a  long-distance  market  domi- 
hy  $51  billion  at&t.  "We  don't 
tention  to  [Excel],"  says  one  ma- 
al.  And  Excel's  Amway-style  sales 
zation  has  long 

eyebrows.  CELEBRITY 
has  developed  COUPLE:  D-outt 
ipany  ai-ound  an  at  his  palatial 
;sive  multilevel  hoyne  ivith 
ting   organiza-  wife,  Lisa 
vhich  relies  on 

ly  of  mostly  part-time  indepen- 
ales  I'eps  who  hawk  service  to 
lends  and  family.  "People  assume 
3  any  pyramid.  It  has  to  come 
ig  down,"  says  Farley  C.  Shiner, 
,  at  Scott  &  Stringfellow  Inc.  in 
)nd,  Va.  Still,  he  remains  opti- 
for  now. 

M.  iover,  Excel's  surging  growth — 
ere  $1.5  billion  last  year,  up  from 
.  million  in  199:3 — has  caused  plen- 
•owing  pains.  In  1996,  when  Excel 


of 


was  forced  tu  muve  4  million  customers 
to  some  new  suppliers'  networks,  the 
company  was  hit  with  massive  billing 
problems  and  blocked  phone  calls.  Many 
disgusted  customers  and  sales  reps  fled. 
And  after  several  years  of  triple-digit 
gains,  earnings  gi'owth  collapsed  to  a 
mere  5%  in  1997,  to  $128  million. 

Ti-outt  insists  he's  up  to  the  task  of 
reviving  Excel.  But  after  a  lifetime  of 
hai-d  loiocks  and  roller-coaster  Mghs  and 
lows,  he's  the  first  to  admit  that  while 


he  hupes  lur  the  best,  he's  always 
preparing  for  the  worst.  It's  the  fear 
of  losing  it  all,  Ti'outt  says,  that  keeps 
him  charging  hard.  "I  can  remember 
living  in  tlie  housing  projects  and  being 
broke  like  it  was  yesterday,"  says 
Ti-outt.  Indeed,  he  jokes  that  he  is  still 
so  unaccustomed  to  wealth  that  he 
sometimes  wakes  up  in  his  mansion 
thinking  he  needs  to  check  out  before 
he's  charged  for  another  night. 

It's  as  if  Troutt  is  still  hearing  echoes 


People 


from  his  father,  an  alcoholic  bartender 
and  oil-rig  worker,  who  told  the  young 
Kenny  he  would  never  amount  to  any- 
thing. When  his  parents  divorced  and 
Ti-outt's  mother  was  forced  to  move  her 
three  sons  into  a  city  housing  project, 
Troutt  was  deter-mined  to  prove  his  dad 
wi-ong.  A  natural-born  salesman  since 
childhood,  he  got  his  start  charging 
fi-iends  50?  to  enter  bike  races  that  he 
organized.  The  piize:  liis  own  hand-made 
trophies.  And  a  cousin,  Jowanna  R.  Pol- 
lock, remembers  him  as  a  teen  bribing 
her  to  iron  one  of  his  shirts.  His  pay- 
ment? The  offer  of  his  autogi'aph  "some- 
day when  I'm  famous." 
ROCK  STAR.  Ti-outt's  mother,  a  school 
cook  and  waitress,  stressed  education. 
"My  mom  was  bom  poor,  raised  poor, 
and  was  going  to  die  poor,"  says  Troutt, 
with  a  slight  Southern  twang.  Ti-outt 
often  talks  of  "Mama  Nadine" — now  in  a 
Florida  retirement  home— at  Excel's 
boisterous  sales  I'aUies,  where  reps  mob 
Troutt  as  if  he  were  a  rock  star. 

Early  on,  though,  Tr-outt  didn't  al- 
ways listen  to  his  mama.  He  entered 
Eastern  Illinois  University  in  1966  on  a 
football  scholarship. 
But  by  mid-year  he 
had  flujiked  out.  Mama 
Nadine  set  the  young 
Kenny  straight.  "She 
took  me  to  the  miiTor 
and  made  me  say: 
'Mirror,  mirror  on  the 
wall,  who's  the  cause 
of  all  my  problems?' " 
Ti'outt  recalls.  Back  in 
college — this  time 
Southern  Illinois  Uni- 
versity— he  squeaked 
by  with  a  C-  average. 
Ti-outt  makes  no 
apologies.  "I  have  this 
philosophy  that  A  and 
B  students  work  for 
C  students,"  he  jokes. 

Indeed,  Troutt  was 
already  making  his 
mark  as  a  budding 
salesman.  His  Aunt 
Shirley,  a  saleswoman, 
often  shared  her  moti- 
vational books  and 
tapes  with  him,  I'ecalls 
his  cousin  Jowanna. 
"They  would  sit  late 
at  night  and  talk 
;ibout  averages,  com- 
missions and  percent- 
ages," she  recalls.  In 
(lis  .senior  yeai;  he  was 
a  top  pv'oducer  for 
S*  ate  Life  of  Indiana, 
earning  $75,000 


He  jokes  that  he  sometimes  wakes  up  in  his 
grand  mansion  thinking  he  should  check  out 
before  he  is  charged  for  another  night's  stay 


KENNY  A.  TROUn 


BORN 


Jan.  8,  1948,  Mt.  Vernon,  III. 


EDUCATION 


1970  BA,  Southern  Illinois 
Univ. 


CAREER 


1971-82  Started  construction 
business  in  Omaha,  Neb.; 
began  breeding  race  horses 

1982-87  Sold  oil  and  gas  leas- 
es, drilling  ventures 

1988-PRESENT  Chairman  and 
CEO  of  Excel  Communica- 
tions, a  long-distance  telecom 
company 


FAMILY 


Divorced.  Second  marriage  in 
1993  to  Lisa  Copeland.  Two 
sons,  2-  and  4-years  old 


INTERESTS 


Boston  Celtics  fan;  TV  biogra 
phies.  Works  out  with  a  per- 
sonal trainer  In  home  gym. 


PHILOSOPHY 


"$100  to  $500  a  month 
extra  totally  changes  a 
family." 


through  part-time  insurance  sales.  Col- 
lege pals  recall  him  waking  early  after 
late-night  parties  to  head  out  on  sales 
calls.  "Kenny  had  that  magnetic  per- 
sonality," says  his  college  roommate  and 
early  Excel  investor,  Pete  Wittmann. 

Working  for  a  big  insurance  company 
soon  wore  thin.  So  Troutt  began  selling 
home  waterproofing.  The  job  brought 
him  to  Omaha  in  1971,  where  he  stalled 
his  own  constnaction  business.  The  com- 
pany did  well,  but  Troutt  threw  nearly 
all  its  profits  into  his  a  longtime  passion 
for  horse  racing:  He  built  a  horse  train- 
ing facility,  complete  with  a  then-rai'e  in- 
door swimming  pool  for  the  horses. 
With  little  demand  in  Omaha  for  such 
an  extravagance,  the  horse  ranch  sucked 
Ti-outt  diy.  Even  worse,  soaiing  interest 
rates  killed  his  constiiiction  business  in 
1982,  and  Troutt  left  his  company — and 
his  fu'st  wife — behind. 

He  set  out  for  the 
Texas  oil  patch.  With 
just  $148  to  his  name, 
he  says,  Ti'outt  got 
work  baling  hay  when 
his  ramshackle  pick-up 
truck  broke  down 
along  the  way.  Once  in 
Texas,  he  put  his 
chaiTii  to  work  selling 
oil  leases  over  the 
phone  and,  then,  rais- 
ing money  for  drilling 
deals.  At  first,  the 
strikes  came  fast  and 
fiuious.  But  then  came 
dry  holes  and  plung- 
ing oil  prices.  So 
Troutt  got  out,  though 
he  cleared  $200,000  in 
profit. 

Once  again,  Tfoutt 
cast  about  for  his  next 
score.  With  deregula- 
tion in  the  wind,  he 
decided  to  roll  the 
dice  on  the  then-fledg- 
ling woi-ld  of  long-dis- 
tance reselling.  For 
startup  capital,  Ti'outt 
tiuTied  to  his  oil  patch 
investors.  William  A. 
Casner,  who  says  he 
lost  $80,000  in  Troutt's 
drilling  ventures,  was 
eager  to  jump  in.  "We 
were  investing  totally 


in  the  individual,"  says  Casner,  who 
holds  about  7%  of  Excel's  shares. 
or  lose,  you  know  Kenny  is  goini: 
give  eveiything  he  has." 

Always  a  schemer,  Troutt  madt- 
most  of  his  scant  resources.  By 
selling  phone  service  on  other  con 
nies'  networks,  he  saved  hundred  ^ 
millions  in  constiuction  costs.  And 
using  independent  reps  who  soli! 
friends  and  family,  he  cut  ad 
staffing  costs.  In  theory,  the  idea  iii 
perfect  sense.  There's  no  inventory 
reps  to  cany,  and  they  earn  contiiu 
commissions  without  having  to  rel 
to  the  customer  again  and  agair 
make  a  sale. 

But  in  practice,  Troutt  strnggltM 
create  the  right  marketing  plan  am 
develop  billing  and  customer-sei^vice 
tems.  Then,  five  yeai's  ago,  Troutt  u| 
commissions  dramatically  while  Ex' 
gi'owing  clout  won  it  lower  rates  t 
long-distance  wholesalers.  Helpinr 
propel  Excel  was  Troutt's  evangi 
zeal  in  signing  up  reps.  Tourini! 
counti-y  to  stage  glitzy  rallies,  he  jjI;  ^ 
the  part  of  a  celebrity,  signing  a: 
graphs  for  swarms  of  fans. 

In    1993,    Ti-outt    married  h 
Copeland,  then  a  29  year-old  sales  . 
for  an  apparel  company.  The  cdi 
make  a  powerful  marketing  team, 
often  speaks  at  "Excelebrations,"  a 
al  pep  I'allies  the  company  holds  in 
las,  and  she  entertains  Excel  rep 
the  couple's  mansion.  But  Ti-outt 
mains  the  star  with  his  near-cult  si 
among  the  400,000  reps  Excel  claiii 
have  signed  up — though  only  17(1 
have  been  with  the  company  for  i 
than  a  year.  Excel  executives  dis 
those  who  criticize  its  sales  tactics, 
eel  has  shown  that  there's  real  ci 
bility  in  network  marketing.  It's  ; 
gitimate  form  of  selling,"  says  V 
President  John  J.  McLaine. 

With  the  earlier  service  snafus  ti 
Troutt  has  big  plans.  A  merger  last 
with  Telco  Communications  Grou 
discount  long-distance  operation,  i 
Ti-outt  his  own  network  for  the 
time.  That  will  give  him  a  shot  atpl 
lucrative  business  mai'ket.  Will  that|| 
him  the  respect  he  feels  he  desei| 
Maybe.  But,  for  now,  Troutt  may 
to  hold  on  to  his  natural  fear  of 
future. 

By  We7idi/  Zelhier  in  Afl 


At  a  mere  9.9  lbs.,  the  Multisync®  LT80™  projector  is  the  ideal  choice  for  presenters 

i^ultiSvnC  iJJJLr 

„o  ,„H»c.o„../  ^(^g  weight— or  the  lack  of  it— isn't  all  that  makes  this  the  ultimate  ultra-  .ummmmmnzmm 

portable.  There's  the  rock-solid  assurance  that  comes  with  our  InstaCare-  service:  If  you  need  a  replacement  anywhere  in  the  U.S.  or  Canada, 
we'll  put  one  in  your  hands  within  24  hours.  Our  exclusive  AccuBlend™  technology  displays  a  superior  image  with  remarkably  true  resolution. 
Six  hundred  brilliant  ANSI  lumens  produce  crisp,  vivid  images-even  in  sun-drenched  rooms.  We've  included  a  full-function  remote  with  a 
built-in  laser  pointer.  Plus,  the  MultiSync  LT80  features  manual  focus  and  zoom  for  pinpoint  control.  Other  thoughtful  touches-like  an  integrated 


carrying  handle  and  a  case  roomy  enough  to  hold  a  notebook  computer-make  the  MultiSync  LT80  easy  to  take  with  you.  Even  on  those  long 
lights.  To  learn  more,  call  1-800-NEC-INFO.  Orvisitwww.nec.com.  Expect  more.  Experience  more 
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In  the 


Presentation 

Stone  Age,  critical  business  infor- 
mation was  often  conveyed  by  such  high-tech  visual  aids  as 
mimeo  copies,  flip-charts,  and  flannel  boards.  Then  came  opaque 
projectors,  slides  and  8mm  film  (and  the  habit  of  carrying  an 
extension  cord  and  an  extra  bulb).  There  was  a  lot  of  clanking  and 
whirring  in  those  days.  And  the  focus  was  on  "equipment." 

Today's  presentation  technology  is  so  electronically  sophisticated 
as  to  be  nearly  incomprehensible.  However,  it  is  actually  designed 
to  hark  back  those  simpler  times  and  provide  an  easy-to-use 
interface  and  offer  a  dramatic,  mind-grabbing  experience  for  the 
audience  vis-a-vis  the  material  being  presented.  Today  the  focus  is 
back  on  the  information;  the  medium  is  becoming  invisible. 

This  third  in  a  series  of  special  section  on  how  business  uses  the 
new  technology  deals  with  some  of  the  new  "transparent  "  pre- 
sentation products  that  can  help  you  communicate  faster,  more 
effectively  and  more  persuasively  to  large  groups  as  well  as  small. 


(HERE  CAN  YOU  CO  FOR 
RESENTATION  TOOLS.  TIPS. 
ECHNIOUES,  AND  MORE? 
I  s  Meeting  Network  Website. 

With  more  than  30  years  of 
;)erience  pro\iding  products  and 
I  j  •vices  for  the  meeting  room,  3AI 
n  a  unique  position  to  address  the 
nnnation  needs  of  those  seeking 
take  better  adv'antage  of  today's 
^histicated  electronic  presen- 
ion  technology'.  As  a  result,  the 
I  Advanced  Meeting  Solutions 
-up  has  initiated  a  new  Web  site 

atisfy  this  growing  need. 

Accessible  on  the  W'orld  Wide 
b  at  www.3AI.com/meetings,  the 
Meeting  Network  Web  site  is  a 
iplete  online  resource  for  busi- 
>  professionals.  It  offers  tips  on 


meeting  management,  information 
about  the  latest  meeting  tools  and 
technologies,  and  research  about 
new  meeting  practices.  The  Web 
site  also  serves  as  a  forum  where 
people  can  share  their  meeting 
experiences,  hear  from  industry 
experts  and  access  tools  to  help  plan 
and  prepare  for  better  meetings. 


Here's  a  quick  overvieiv  of  what 
you'll  find  at  the  site: 

3M  Meeting  Guides:  useful  tips 
and  information  on  how  to  conduct 
a  better  meeting  using  a  variety  of 
meeting  tools 

3M  Meeting  Advisor:  submit 
questions  for  the  3M  meeting  e.xpert 

Meet  the  Pros:  a  global,  online 
directory  of  meeting  professionals 
including  facilitators,  trainers, 
planners,  and  others 

Bookstore:  publications  and  research 
about  meetings  available  online 

Products:  information  on  traditional 

meeting  tools  as  well  as  the  new 
meeting  technologies 

News:  24-hour  access  to  the  latest 
information  about  activities  in  the 
meeting  industn-  and  new  product 
innovations 

A  rich  source  ot  information,  we 
recommend  regular  visits  to  this  site 
for  the  latest  in  meeting  and  presen- 
.  tation  know-how  and  products. 


LOOKING  FOR  A  WAY  TO 
MAKE  BOARDROOMS  AND 
PRESENTATION  CENTERS 
HEADACHE  FREE? 
Try  an  a/v  consultant. 

Consultants  usuallv  work  with  a 
number  of  manufacturers  and  inte- 
grators to  get  the  job  done.  And 
today,  one  ol  the  most  common 
elements  in  almost  even,-  presen- 
tation room  solution  is  a  control 
system.  Whatever  the  combination 
of  screens,  projectors,  VCR's, 
displays,  and  computers  —  these 
control  systems  are  designed  to 
integrate  everything  into  one 
touchpanel  or  remote  control. 

Deloitte  &  Touche  is  an 

example  of  today's  corporate 
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presentation  challenges  and  the 
solutions  provided  by  remote 
control  systems  such  as  those  man- 
ufactured by  Crestron  Electronics: 

D  &  T  is  one  of  the  "Big  Six" 
accounting  firms  with  offices 
worldwide.  When  D  &  T  relocated 
to  the  World  Financial  Center  in 
New  York  City,  they  worked  with 
an  a/v  consultant  to  develop  a 
corporate  boardroom  for  high-level 
executive  presentations  and  meet- 
ings. Easy  access  for  multiple  laptops 
was  a  major  concern,  as  was  the  fact 
that  everyone  in  the  room  needed  to 
hear  everyone  else.  D  &  T  asked  for 
a  dynamic  room  and  didn't  want 
unsighdy  wires  or  devices  showing. 
Complete  integration  of  audio  and 
video  equipment  was  a  definite  must 
for  this  room. 

For  the  audio  distribution, 
microphones  and  speakers  were 
designed  into  the  conference  table. 
Completely  invisible,  but  very 
functional.  Using  advanced  elec- 
ironics,  each  person  seated  at  the 

ardroom  table  hears  the  others 
is  )  rhey  were  sitting  in  the  next 
chaii    ^his  audio  equipment  is 


integrated  with  the  videoconfer- 
encing equipment,  allowing  clear 
communication  from  any  seat  in  the 
room  for  global  meetings. 

Now  for  those  Power  Point 
demos:  stopping  a  meeting  each  time 
someone  needs  to  make  a  laptop 
presentation  is  just  not  practical  at  D 
&  T.  Again,  the  consultant  came  up 
with  a  winning  idea:  The  boardroom 
table  is  wired  so  that  each  laptop 
connects  direcdy  to  the  projector  via 
the  appropriate  computer-video 
interfaces.  A  touchpanel  provides 
simple  control  of  the  entire  room, 
including  the  laptop  displays. 
Thanks  to  the  wired  table,  anyone 
can  make  an  electronic  presentation 
with  the  touch  of  a  button. 

High-tech  solutions  for  pre- 
sentation challenges  are  endless. 
Today's  state-of-the-art 
technology  can  make 
meetings  and  presenta- 
tions functional  and  easy 
to  put  on.  And  using  a/v 
consultants  like  CMS, 
located  in  N.Y.,  is  a  great 
way  to  ensure  that  the 
room  will  meet  your 
company's  needs  —  today 
and  for  years  to  come! 


A  "SOUND"  SOLUTION  FOR 
ATTENTION-CRABBING 
PRESENTATIONS 
An  integrated  system  from  EIS. 

Picture  visiting  St.  Peter 
Basilica,  touring  a  region  i 
Southwest  France,  or  flying  ove: 
the  San  Francisco  Bay  —  all  in  on 
day.  Or  imagine  an  environmen 
that  allows  users  to  manipulate  anc 
control  their  surroundings  with  thi 
touch  of  a  fingertip.  Today,  both  an 
possible  with  a  virtual  reality  systen 
apdy  called  the  Visionarium. 

Silicon  Graphics  (SGI)  i 
Mountain  View,  Calif.,  develope 
the  Visionarium.  It  is  used  to  sho 
customers,  educators,  scientist 
and  planners  how  they  can  creat 
innovative  solutions  and  solv 
intricate  problems. 

The  Visionarium  creates  a  vi 
tual  reality,  three-dimension 
environment  that  maximizes  sens 
ry  experience  by  using  the  mos 
advanced  computer  graphics,  sounc 
and  audiovisual  system  design. 

Similar  to  today's  architec 
tural  computer  programs,  th 
Visionarium  ventures  to  create 
real-rime,  fiiU-motion,  walk-througl 
or  fly-through  of  complex  urba 
environments,  for  example,  allov 
ing  the  architects  and  plannei 
to  view  specific  materials  wit 


The  I  'isionariunr.  a  I'htunl  Reality  System  Iry 
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About  50  years  cooler 
than  an  overhead  projector, 


The  world's  most  popular  data/video  projectors. 
Call  for  a  free  demo:  1-800-294-6400  or  www.infocus.com/avb 

Its  the  computer  age.  Why  not  present  from  one?  With  an  In  Focus'  pro|ector, 

you  put  your  ideas  up  on  a  wall  with  brilliant  color,  graphics,  and  motion  — 

letting  you  really  take  control  of  your  audience.  And  you'll  love  our  award-winnini 

products  like  the  new  In  Focus  LP420  personal  projector.  It's  just  6.8  pounds, 

incredibly  bnght,  and  at  least  50  years  cooler  than  an  overhead. 


InFocus 

Project  yourself. 
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particular  colors  and 
textures.  However,  the 
Visionarium  is  able  to 
provide  these  planners 
with  an  unrivaled  combi- 
nation of  computer  and 
graphic  capabilities. 

Silicon  Graphics  col- 
laborated with  Studios  Architecture 
and  EIS  (Electrical  Integrated 
Solutions)  to  design  and  build  the 
multimedia  systems  for  the 
Visionarium.  EIS  was  instrumental 
in  solving  complex  problems 
encountered  by  SGI.  For  example, 
they  needed  a  way  to  exhibit  the 
computer's  complex  graphic  capac- 
ity. The  computer,  known  as  the 
Onyx,  is  able  to  display  1280  x  1024 
graphic  resolution  with  full  motion 
on  three  different  simultaneous 
displays.  In  other  words,  one  could 
sit  at  a  radius  of  18  feet  away  from 
the  screen  that  almost  completely 
surrounds  the  subject,  thus  giving  a 
feeling  of  reality. 

The  main  problem  was  how 
to  enable  a  system  beyond  video 
capabilities  so  the  customers  would 
feel  like  they  are  there.  EIS  devel- 
oped an  audio  solution  and  surround 
sound  system.  EIS  customized  a 
THX  surround  sound  system  that 
includes  the  small  subwoofers 
attached  to  the  seats.  This  then 
transferred  low-frequency  sound 
into  vibrations  that  relate  to  the 
movement  of  the  image. 

EIS  was  instrumental  in  the 
design  of  the  Visionarium.  It 
created  a  unique  presentation 
environment  that  is  the  ideal 
model  tor  computer  simulation 
systems.  The  project  features  a  fully 
integrated  audio,  video/data,  and 
digital  control  environment  uti- 
lizing components  from  leading 
a'idio  visual  manufacturers. 


NEED  TO  PROJECT 
ON  A  BIG  SCREEN 
BEFORE  A  LIVE 
AUDIENCE? 
Here's  tbe  video 
prelector  that  turned 
OR  Compater  America. 

Radio  host  Craig  Grossman 
made  his  syndicated  weekly  radio 
talk  show,  Computer  America,  even 
more  interactive  three  years  ago  by 
including  an  AOL  simulcast. 

During  the  three-hour  Sunday 
broadcasts  from  Palm  Beach 
Atlantic  College  in  West  Palm 
Beach,  Fla.,  the  live  audience  sits  in 
a  well-lighted  auditorium  watching 
host  Grossman,  his  radio  guests,  and 
a  2  5 -foot  screen  which  displays  the 
AOL  chat  room.  As  co-host  Mark 
Lautenschlager  interacts  in  real- 
time with  chat  members  on  his  IBM 
ThinkPad  770  laptop,  the  typed 
words  are  projected  on  the  screen 
via  an  Epson  PowerLite  7000XB 
multimedia  projector  from  the  back 
of  the  auditorium. 

"Because  of  our  projector  system, 
everyone  can  see  what's  going  on, 
and  we  can  talk  about  issues  raised  in 
cyberspace  for  our  radio  audience," 
said  Grossman.  "While  we're 
on  the  air  talking  to  our 
guest  experts,  or  taking  j 
toll-free  phone  calls  and  ^ 
audience  questions, 
we  all  can  see  exactly 
what's  happening 
in  the  chat  room, 
which  has  added 
a  whole  new  dimen- 
sion to  the  radio 
show." 

The  brightness  of 
the  projector  is  critical 
because  Computer  America's 
live  audience  is  sitting  in  a  well- 


lighted  auditorium.  "No  matter 
how  bright  the  room  gets,  the 
words  or  images  projected  across 
the  auditorium  to  the  screen  must 
be  clear  enough  to  be  read  by  all  of 
us,  as  input  from  the  chat  room  can 
be  a  key  part  of  any  discussion," 
said  Grossman. 

CAN  CD-RW  HELP  MAXIMIZE 
YOUR  PRESENTATION 
OPPORTUNITIES? 
HP  tiUnks  It  caa. 

In  an  era  in  which  data  produc- 
tion is  increasing  faster  than  hard! 
drive  capacities,  developers  ofj 
technologies  such  as  re-writable| 
CDs  are  extending  users'  abilitiesi 
to  store,  manipulate,  and  share! 
ever-greater  amounts  of  data  with! 
the  ease  of  floppy  drives. 

Wayne  Brothers,  president  of 
Teledyne  Water  Pile,  was  lookingi 
for  a  better  solution  to  deliverl 
multimedia  slide  presentations  to  hisi 
sales  force  in  the  field. 

Since  the  presentations  con- 
tained graphics,  digitized  images,! 
and  sometimes  videos,  the  files  werel 
often  1Mb  or  larger.  In  the  past,l 
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ing  a  tough  audience? 


[.You'll  feel  comfortable 
iook  good  presenting 
a  Philips  LCD  projector. 


Everything  about  the  new  Philips  Brilliance  LCD  projectors  is  designed  to  boost 
your  confidence.  Unique  Limesco  technology  offers  future-proof  PC  compatibil- 
ity and  instant  recognition  of  connected  equipment.  Hassle-free  operation  lets 
you  concentrate  on  your  performance,  not  your  projector's.  You'll  impress  your 
audience  with  award-winning  picture  quality.  And  with  the  Philips  Ultra  High 
Performance  lamp  you'll  project  brighter  pictures  for  up  to  5  times  longer  than 
with  a  conventional  lamp.  Sounds  like  what  you  need  to  win  over  your  next  audience? 
Call  Philips  directly  I -800-S04-9978  or  visit  our  Web  site  at  http://wvvw.philipslcd.com 


By  delivering  premium- 
quality  videoamfereiKing 
at  a  price  that'll  make 
your  boss  smile. 


By  upgrading  to  the  next 
level  ill  videoconferencing  that 
will  work  with  your  standards- 
compliant  systems. 


By  giving  the  camera 
"ears,"  so  it  turns  and  look 
at  you  when  you  're  speakin 


01 


By  integrating  remote 
system  management  to  keep 
your  network  up  and  running 


By  picking  up  the  intelligent 
remote  control  to  instantly  "wake" 
the  system — without  pressing  a  button. 


By  sharing  preset7tation\ 
with  team  members  in  the 
videoc(mfcrence  and 
across  the  Internet. 


By  using  the  buih-in 
speakerphone  to  include 
tciun  members  without  video. 


Introducing  the  31VI'"  Videoconferencing  System  VCS3000.  It's  obviously  useful  and  absolutely  |^ 
simple.  For  more  information  about  3M  Advanced  Meeting 

Solutions,  call  1 -80()-952-4059  or  visit  www.3M.coni/meetings        Make  the  meeting 


3M  Innovation 


'ice  to 
per 
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I  hey  tried  sending  the  large  files 
I  hrough  the  phone  lines,  which 
ometimes  took  several  hours.  And, 
[■  there  was  ever  a  problem  during 
ransmission,  the  process  had  to  be 
tarted  all  over  again.  "It  wasn't  very 
fficient,"  said  Brothers. 

"Now,  we  can  quickly  save  the 
'  les  onto  a  CD,  and  send  them 
I  i^ernight  to  our  sales  force.  The 
:D-RW  allows  us  to  easily  share 
!  id  transport  impressive  and  very 
[  rge  visual  presentations;  we  just 
I'  (uldn't  do  that  before." 

Brothers  especially  likes  the 
;  ad-write-erase  capability  of  the 
'D-RW.  "We're  always  tweaking 
ose  presentations  right  up  to  the 
3t  minute.  With  the  CD-RW 
don,  we  can  change  or  update  the 
brmation  without  having  to  start 
tnpletely  over  again,"  he  said. 

Brothers  feels  that  the  best  fea- 
res  of  the  CD-RW  are  its 
xibility  and  portability.  "The 
portunity  to  really  refine  our  slide 
:sentation  before  committing  to 
and  having  it  stored  in  an  easily 
I  nsportable  format  really  sold  us 
the  Hewlett-Packard  Sure  Store 
)-Writer  Plus." 


TIRED  OF 
TRYING  TO 
DEMONSTRATE 
POINTS 
OVER  THE 
PHONE? 
Tiie  Interactive 
Factory  may  have 
your  answer. 


Pictures,  animations,  and  prod- 
I  demonstrations  can  aid  any 
I  -icntation  by  allowing  the 
a  ence  to  visualize  your  product 
a  by  permitting  you  to  show 
ti  1  how  that  product  works. 


The  problem?  In  today's  global 
business  environment,  it  can  be  dif- 
ficult and  extremely  expensive  to 
coordinate  face-to-face  meetings 
with  your  clients,  colleagues,  and 
employees.  You  might  have  to 
schedule  a  meeting  for  several 
weeks  down  the  line,  pay  for  an 
expensive  plane  ticket  and  then 
hope  that  all  the  right  people, 
especially  the  decision  makers,  are 
in  the  same  room  at  the  same  time 
to  hear  your  message. 

The  Interactive  Factory,  a 

Boston-based  technology  company, 
has  developed  a  solution  to  these 
presentation  problems.  Their 
answer  is  an  innovative  product 
called  Driver,  a  software  package 
that  leverages  technology  already 
existing  on  most  of  today's  desktops 
and  gives  you,  the  presenter, 
temporary  control  of  your  audi- 
ence's Web  browser.  With  Driver, 
you  can  provide  dynamic  visuals 
on  the  monitor  while  talking  with 
your  audience  over  the  phone. 

Using  the  Internet,  Driver 
creates  a  visual  presentation 
'channel'  between  you  and  your 
audience.  It  can  be  used  by  a  sales 
rep  with  prospects  or  customers,  by 
a  manager  with  trainees,  by  an 
educator  with  a  group  of  students, 
or  by  a  group  of  colleagues.  Driver 
can  be  used  to  reach  anyone  who 
would  benefit  from  the  presentation, 
provided  that  your  audience  has  a 
phone  and  an  Internet  connection. 

For  example,  when  calling  a 
prospect,  a  sales  rep  explains  that  he 
or  she  can  demonstrate  the  product 
over  the  phone.  The  prospect  opens 
up  their  Web  browser  and  types  in 
the  security  password  given  to  them 
over  the  phone.  A  window  appears 
on  their  computer  screen.  This  is 
the  sales  rep's  film/slide  projector. 


From  here,  the  sales  rep  can  take 
control  of  the  presentation  and 
show  the  customer  exactly  what 
they  should  see. 

Although  Driver  may  not  fit  in 
every  presentation  situation,  it  can 
j  be  ideal  in  many  appfications. 

FOR  AN  UP-CLOSE. 
PERSONAL  LOOK  AT  THE 
LATEST  IN  PRESENTATION 
TECHNOLOGY.  BE  SURE 
TO  VISIT... 

INFOCOMM 

tnternationai®  1998 

June  11-13  I  Dallas  Convention 
Center  |  Dallas,  TX 

INFOCOMM  International, 
managed  by  the  ICIA,  is  a  world- 
class  exposition  featuring  a  cross- 
{  section  of  the  latest  communica- 
j  tions  and  presentation  technology 
I  and  equipment. 

I  At  INFOCOMM,  see  first- 
hand how  to  communicate  your 
message  more  effectively  using  the 

I  hot  new  technologies.  From 

I  hardware  to  software  to  applica- 

j  tions,  it's  ALL  there! 

I  For  information  on  obtaining 
j  FRFE  passes  to  INFOCOMM, 
I  call  800-659-7469. 


WHAT'S  THE  BEST  WAY 
TO  PROJECT  PRODUCT 
DEMONSTRATIONS? 
And  make  on-the  road  demos 
easy,  too? 

Dun  &  Bradstreet's  Ron  i 

DeBlis  and  his  sales  colleagues  in  j 
the  companys  Supplier  Evaluation  ; 
and  Management  Services  orga- 
nization  wanted   an   easy  yet 
professional   solution   to  this 
challenge.  D  &  B  is  a  world  leader  in  i 
providing  global  business  infor-  \ 


Business   Week/April    20th,  1998 


special  Advertising  Section 


ination  solutions.  Their  new  soft- 
ware, named  "Supplier  Assessment 
Manager"  (S.\AI),  allows  purchasing 
professionals  to  manipulate  D  &  B 
information  integrated  with  their 
supplier  information  to  gain  insight 
into  their  own  supplier  bases. 

"Before,  we  primarily  used  a  PC 
viewer  on  top  of  an  overhead 
projector,"  DeBlis  said.  "The  clarit}- 
and  brightness  were  absolutely 
terrible.  .\nd  for  many  laptops,  it 
wasn't  even  compatible." 

Besides  that,  D&B  needed  to  rely 
on  customers  to  provide  the  right 
kind  of  overhead  projector  —  in 
good  working  order  and  in  the  right 
room  —  along  with  a  screen.  In 
short,  there  were  any  number  of 
potential  fracture  points,  even  before 
a  presentation  could  get  underway. 

To  avoid  these  problems  when 
demonstrating  the  new  software, 
D&B  has  purchased  11  Sharp 
NoteVision  multimedia  LCD 
(liquid  cr\'stal  display)  projectors. 

In  addition,  the  NoteVision 
projector  is  compatible  with  a  wide 
range  of  PC  and  Macintosh  com- 
puters. It  can  also  connect  to  a  video 
source,  such  as  a  \  CR,  eliminating 
the  need  for  a  TV'  monitor  during  a 
presentation.  "The  stereo  sound 
system  is  superior  to  the  compe- 
tition," according  to  George  Meglio, 
sales  manager  for  the  dealer  that 
sold  D  &  B  the  machines. 

D\namic  sales  presenters  like  to 
walk  as  they  talk  —  and  the  Note- 
Vision's  wireless,  remote  control 
makes  that  possible.  "It's  wonderful. 
You  get  to  walk  around  the  room 
and  really  be  interactive  with  the 
customers,  instead  of  sitting  behind 
he  notebook,"  DeBlis  s  nd.  A  built- 
nouse  and  laser  pointer  puts  the 
r  csenter  in  total  control  from 
.  :\  V  i,ere  in  the  room. 


And  what  if  a  few  extra  people 
show  up  unexpectedly  tor  the  demon- 
stration? That's  no  problem  from  an 
equipment  point  of  \iew,  because  the 
NoteVision's  zoom  lens  projects  an 
image  from  30  to  300  diagonal  inches. 
You  don't  even  need  a  screen  when  a 
white  wall  is  available.  "This  enables 
all  the  people  in  the  room  to  see  it 
and  to  understand  the  functionaliU'  of 
our  software,  so  it  reall\'  does  feciHtate 
the  sales  call,"  DeBlis  said. 

Besides  being  the  perfect  part- 
ner during  a  sales  presentation. 
Sharp's  NoteVision  projector  is  a 
hassle-free  companion  en  route  to 
the  event.  The  whole  package  fits 
under  an  airline  seat  or  in  an 
overhead  compartment. 
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IS  THERE  A  LARGE  FORMAT 
MONITOR  VIEWABLE  IN 
BRIGHT  LIGHT? 
Consider  Plasmavision  technology. 

Fujitsu  General  America  now 

offers  Plasmavision^M  42 EP,  a 
second-generation  big-screen,  flat- 
panel  plasma  display,  which  features 
a  new  high-contrast  screen  that 
delivers  a  major  improvement  in 
contrast  levels,  for  performance 
comparable  to  any  display  tech- 
nology currendy  available. 

In  fact,  one  leading  news  wire 
service  is  using  Fujitsu  Plasmavision 
monitors  to  gain  a  competitive  edge 
in  that  fast-paced  market.  The  flat- 
panel  displays  are  helpmg  create 
high-impact  presentations  in  a  space 
that  showcases  the  unique  qualities 
of  this  exciting  new  technology. 

The  sales  department  of  this 
business-news  wire  service  was 
investigating  ways  to  demonstrate  its 
software  to  potential  customers.  This 
required  a  presentation  device  that 
could  display  computer  input.  The 
I  challenge  was  to  find  a  technology 
iness   Week/April  20th, 


that  worked  in  small  rooms  tha 
often  receive  direct  sunlight. 

Plasma\ision  monitors  mountefj 
to  the  wall  minimize  the  amount 
precious  space  dedicated  to  thj 
presentation  device.  The  flat-screej 
displays  allow  wide  viewing  angle 
(up  to  160°),  so  everyone  in  thl 
room  was  certain  to  have  a  perfec 
view.  In  addition,  since  the  monitoi 
produce  their  own  light,  the  displa 
is  viewable  in  the  high  ambient  Ugl 
conditions  common  to  the  wir 
service's  offices. 


I'Idsma-cision  tech/wkg)'  by  Fnjit'ik 

Plasmavision  42s  are  no| 
installed  in  all  of  the  company 
locations  and  future  plans  includ 
using  the  displays  for  videc 
conferencing. 

With  a  depth  of  less  than 
inches,  the  display  is  slim  enough 
hang  on  a  wall,  making  it  useful 
business  presentations,  entertait 
ment  centers,  and  public  displ: 
applications  such  as  kiosks  ar|| 
promotional  signage. 
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THE  POWER  TO  ADD  IMPACT  TO  ANY  PRESENTATION. 

Coffee's  one  way  to  keep  your  audience  awake^  But  wouldn't  you  rather  deliver  a  presentation  wfiere  caffeine 
isn't  required^  Well  now  you  can  with  an  EPSON'  high-performance  pro|ector.  Using  state-of-the-art  technology, 
EPSON  gives  you  the  power  to  present  your  ideas  anywhere,  using  virtually  any  kind  of  computer 
-even  with  the  lights  on-for  images  that  are  as  strikingly  bright  on  the  screen  as  they  are  on  your  computer. 
Just  a  whole  lot  bigger!  All  this,  packed  into  a  unit  that's  as  easy  to  use  as  it  is  to  carry.  For  extra  confidence  on 
the  road,  we  offer  quick  technical  help  through  our  exclusive  PrivateLine."  And  if  that  help  means  getting  you  a 
replacement  projector,  our  Road  Service  Program  can  usually  deliver  one  within  24  hours. 

For  a  free  video  or  more  information  on  where  to  buy  or  rent,  call  1-800-442-1977  and  ask  for  operator  3111, 
or  visit  our  website  at  www.epson.com.  You'll  see  why  presenting  with  any  other  projector  would  be  just  like . . . 
well,  serving  decaf. 


PowerLite™  5000XB 


PowerLite™  7000XB 


PowerLite™  7300 


800x600  resolution. 
750  lumens;  14.5  lbs. 


1024x768  resolution. 
650  lumens;  14.7  lbs. 


1024  A  /b8  resolution, 
1200  lumens;  13.8  lbs. 


INCLUDING  YOUR^ 


Let's  face  it.  You  are  what  you  present.  So  enhance  your 
presentation  images  with  the  advanced  Toshiba  TLP-511  LCD 
data  projector.  The  only  projector  with  true  XGA  1024  x  768 
resolution  and  a  built-in  3-D  camera. 

This  all-in-one  projector  allows  you  complete  multi- 
media flexibility  and  ease  of  use.  A  new  700  ANSI  lumens 
optical  system  provides  sharp,  vivid  images  even  in  brightly 
lit  rooms.  Vary  your  presentation  message  by  projecting 
3-D  objects  or  hard  copy  documents  using  the  built-in 
camera.  Compatible  to  project  laptop  computer,  VCR  or  DVD 
presentations.  Because  what  you  project  reflects  on  you. 


RESOLUTION      3-D  CAMERA 


In  Touch  with  Tomorrcw 

TOSHIBA 

Experience  the  Toshiba  TLP-511  projector  for  yourself.  Call  dL>800-346-66T^f 

our  free  demonstration  CD-ROM  or  for  the  location  of  the  dealer  nearest  you.  www.toshlba.com/|-  :. 


700  ANSI  LUMENS       LAPTOP  COMPATIBLE       VCR  COMPATIBLE 


DVD  COMPATIBLE 


r:i.imer  Products,  Inc 


Toshiba  Corporation.  Visual  Products  Division,  1-1,  Shibaura  1-chome.  Minato-ku, Tokyo  105-01.  Japan  •Telephone:  81-3-3457-8429  •  Facsimile:  81-3-549' 
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COMIViENTARY 

By  Karen  Pennar 

SHOULD  UNCLE  SAM  POUR  MORE  BUCKS  INTO  SCHOOLS? 


Ready,  class?  Sharpen  your  No.  2 
pencils  and  answer  a  few  simple 
questions  about  the  state  of 
ublic  education  in  America. 

deducing  class  size  ivill: 

a.  Improve  children's  test  scores 

b.  Have  no  effect  on  performance 

c.  Both  of  the  above 

tudents'  test  scores: 

a.  Have  risen  over  the  past  20 
?ars 

b.  Rank  low  internationally 

c.  Both  of  the  above 

he  U.  S.  economy's  world-heating 
trformance: 

a.  Has  nothing  to  do  with  test 
ores 

b.  May  fade  as  overseas  students 
■.eel 

c.  Both  of  the  above 

If  you  answei'ed  "c"  to  all  three 
lestions,  congi'atulations!  You  have  a 
ndle  on  how  difficult  it  is  to  evalu- 
5  America's  educational  system. 
)zens  of  academic  papers  have  been 
itten  on  the  subject  of  class  size, 
d  studies  have  been  conducted  fi'om 
nnecticut  to  Tennessee.  Yet  little 
isensus  has  been  reached.  Experts 
agi'ee  about  whether  the  glass  is 
f  empty  or  half  full.  Wags  look  at 
K  America's  high-tech  and  informa- 
n  industries  have  led  a  productivity 
i  grovrth  revival  that  is  the  envy  of 
■  woi'ld  and  wonder:  If  we're  so 
nb,  how  come  we're  so  rich? 
jriven  this  degr-ee  of  claiity,  it  haixl- 
ieems  time  to  ramp  up  education 
inding.  Yet  President  Clinton  wants 
Education  Dept.,  always  a  small 
yer  in  the  funding  of  elementaiy 
secondary-school  education,  to 
nd  an  additional  $2.2  billion  in  fis- 
yeai"  1999  on  initiatives  such  as  re- 
ing  class  size  for  gi-ades  1  to  3  and 
moting  technology  in  the  class- 
tn.  Republicans  ai'e  thi-eatening  to 
k  away  at  the  request, 
"'here  are  good  reasons  to  ques- 
I  more  spending.  Over  the  past  30 
rs,  spending  pei'  student — the 
t  of  it  locally  financed — has  more 
1  doubled  in  real  terms,  to  a  na- 
wide  average  of  $6,500,  helping 
(ush  the  pupil-teachei-  ratio  down 
n  24  to  a  shade  over  17.  Mean- 


while, after  improving  in  the  1960s, 
national  assessments  of  reading, 
writing,  mathematics,  and  science 
plunged  in  the  '70s  and  early  '80s, 
only  to  recover  slightly  in  recent 
years.  And  on  recently  released  in- 
ternational tests,  U.  S.  12th-gi'aders 
fared  poorly  against  many  Northern 
European  and  East  Asian  students. 

So  the  payoff  from  that  spending 
appeal's  piddling,  and  pouiing 
yet  more  money  into  education 


those  students  now  outpertbiTning 
U.  S.  kids  could  give  their  nations' 
businesses  a  big  edge  in  the  global 
sweepstakes. 

Or  maybe  not.  Maybe  those  intan- 
gibles of  American  success,  such  as 
ci'eativity,  openness,  and  flexibility, 
will  make  the  difference.  But  why 
gamble?  Why  not  tiy  to  raise  scores? 

Improvements  have  to  happen,  of 
course,  at  the  local  level.  But  the 
feds  can  help  in  championing  change. 


It's  not  clear  that  big  spending  to  cut  class 
size  makes  any  difference.  But  the  feds  can 
fund  smart  research  that  will  point  the  way 


would  seem  like  folly.  Yet  it's  not  that 
simple.  There  ai"e  long  lags  between 
the  time  refonns  are  adopted  and  re- 
sults ai'e  detected.  And  it's  often  in 
the  workplace,  not  in  exam  rooms, 
that  the  payoff  becomes  cleai'.  Stu- 
dents who  hit  the  books  and  buoyed 
then-  math  scores  in  the  1960s  are  in 
their  40s,  managing  coi-porations. 
They  completed  more  schooling  and 
were  more  likely  to  go  on  to  college 
than  the  previous  generation,  and  now 
are  eaiTiing  a  higher  return  on  their 
efforts. 

That  trend  towaixl  more  yeai's  of 
schooling  is  catching  on.  In  Europe,  a 
university  education  is  no  longer  just 
for  the  elite,  and  students  ai'e  well- 
prepared  in  secondary  schools.  That's 
what  makes  the  international  test  re- 
sults troubling:  In  10  to  20  years. 


especially  by  sponsoring  well-de- 
signed experiments  to  leam  which 
refonns  truly  work.  Rather  than  fi- 
nance a  nationwide  reduction  in  class 
size  as  President  Clinton  has  pro- 
posed, the  Education  Dept.  should 
fund  more  and  better  tests  of  the  im- 
pact of  smaller  class  size.  Or,  as 
Princeton  University  economist  Alan 
B.  Ki-ueger  suggests,  other  "incre- 
mental refonns,"  such  as  a  longer 
school  year,  after-houi's  progi'ams, 
and  summer  programs  could  he  tried 
and  studied.  These  initiatives  needn't 
be  as  costly  as  the  cmTent  budget 
requests.  But  they  could  play  a  big 
part  in  leveraging  meaningful  reform 
at  the  gi-ass  roots. 

Seyiior  Writer  Pennar  covers  edu- 
cation and  economics. 
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EDITED  BY  AMY  PUNKIN  

CAVEAT  INVESTOR  AT 
THESE  SEMINARS 


When  Bell  Atlantic 
offered  Bud  Ai'o  an 
early  retirement 
deal,  the  Timonium  (Md.)  en- 
gineer decided  he  should 
bmsh  up  on  liis  financial-plan- 
ning knowhow.  So  he  eni'olled 
at  nearby  Towson  University 
in  a  seminar  on  managing 
personal  fi- 
nances. The 
instructor,  a 
local  planner,  impressed  him 
enough  that  Aro  signed  up 
for  the  optional  consultation 
offered  as  the  coui'se's  final 
session.  Now,  tliree  yeai's  lat- 
er, Aro  thinks  that  was  a 
mistake.  "What  I  didn't  know 
at  the  time  was  that  this 
guy  only  deals  with  [load] 
mutual  funds,  and  some  of 
them  ai"e  expensive,"  he  says. 
"I  could've  done  better  with 
no-load  funds,  but  he  doesn't 
talk  about  them." 

Each  year,  thousands  of 
other  "students"  fall  into  the 
same  trap.  The  problem  is 
the  course  Aro  took  was  de- 
signed not  by  any  professor 
paid  by  Towson  but  by  Suc- 
cessful Money  Management 
Seminars.  Since  1985,  The 
Tualatin  (Ore.)  company  has 
built  a  2,100-member  network 
of  brokers,  insurance  agents, 
and  other  financial-services 
providers  who  use  SMMS  ma- 
teiials  to  nm  .seminars,  often 
sponsored  by  companies  and 
noni)rofits — even  by  univer- 
sities as  prestigious  as  Notre 
L':inie.  Last  year,  2;;0,000 
fai  i!i(  s  ittended  the  sessions. 
SOI-  '  : 'j'LL.  By  themselves, 
thest  1  urses  don't  make  the 
broke*  t  ructor  any  money. 
The  tu  ,  .$59  or  so  for  a 
three-  Oi  ur-session  course, 
goes  to  s  'S  for  workbooks 
and  to  tht  'ollege  or  other 
sponsor  for  ?gisti'ation  and 
classroom  co,  s.  So  why  do 
thev  bother?  because  the 


INVESTING 


brokers  hope  to  convert  stu- 
dents or  "buying  units"  into 
paying  clients.  "For  every 
body  that  I  put  into  the  chaii; 
it's  worth  about  $1,500  to  me 
in  my  pocket,"  boasts  one  in- 
stiTJctor  on  an  SMMS  promo- 
tional tape  aimed  at  brokers. 
Brokers  and  other  profes- 
sionals, such 
as  tax  and 
estate  attor- 
neys, routinely  offer  lectures 
on  their  specialities  to  keep 
their  name  before  the  public 
and,  by  extension,  win  clients. 
But  there,  the  interests  are 
plain  and  the  nature  of  the 
soft  sell  readily  understood. 
By  contrast,  in  these  college- 
sponsored  seminars,  the  sales 
pitch  often  is  obscui'ed,  some- 
times with  the  college's 
encoiu'agement. 

When  I  phoned  Florida  In- 
stitute of  Technology  (fit)  re- 
cently to  inquire  about  its 
seminar,  the  first  thing  I 
heard  was:  "It's  not  a  selling- 
thing."  And  sometimes,  as  at 
Towson  and  fit,  the  brokers 
maO  brochiu'es  with  the  spon- 
sor's nonprofit  postal  permit, 
making  no  mention  of  the 
teacher's  identity.  So  it  may 
not  be  until  students  have 
paid  the  fee  and  attended  a 
session  that  they  leam  who 
the  instructor  is,  how  he 
makes  a  living,  and  how 
superficial  the  university's 
role  is.  SMMS  says  it  advises 
brokers  not  to  use  nonprofit 
mailing  pemiits. 

Soliciting  students  without 
disclosing  a  broker's  identity 
and  affiliation  would  violate 
National  Association  of  Secu- 
rities Dealers  rules  govern- 
ing how  brokers  may  com- 
municate with  the  public, 
spokeswoman  Nancy  Condon 
confirms.  But  the  NASD  has 
taken  no  action  against  smms 
or  its  network  members.  A 


seminar  "is  a  helpful 
sales  pitch,  but  it 
is  a  sales  pitch 
nonetheless,"  ob- 
serves Robert 
Kai'oly,  a  securi- 
ties arbitration 
expert  and  au- 
thor of  The  Em- 
powered Investor 
(Dearborn  Finan- 
cial Publishing; 
$19.95).  "Other- 
wise, no  one  has 
anything  to  gain, 
What  [the  broker- 
teacher]  is  getting  is 
yom-  confidence." 

Colleges,  the  bro- 
kers, SMMS,  and  its  par- 
ent, ReliaStar  Financial, 
a  $2.5  billion  Minneapolis- 
based  insurance  and  securi- 
ties conglomerate,  stress  the 
unbiased  nature  of  the  cur- 
riculum, which  doesn't  en- 
dorse any  product  or  firm. 
"The  cuiriculum  is  extremely 
generic,"  says  ReUaStai-  Pres- 
ident John  Flittie. 

But  to  the  financial  pros  it 
solicits  to  join  its  network, 
SMMS  stresses  sometliing  else. 
"Imagine  the  credibility  and 
prospecting  power  you  will 
achieve,"  one  brochure  sug- 
gests, "when  corporations, 
universities  and  community 
colleges,  organizations,  and 


churches  sponsor  your 
nars."  Sponsors,  Flittie 
BUSINESS  WEEK,  "are 
quite  endorsing  [the  brol 
but  they're  coming  av 
close  to  it." 

Nor  does  anyone  maklfeftivi 
bones  about  the  fact  th£  itlenn 
brokers  use  the  semina 
sell  themselves.  An 
video  describes  how  for 
"the  break  during 
session  is  an  impo 
time  . . .  you  begin  bui 


ADVICE 
WITH  NO 
SMKE  OIL 

If  you  want  to  learn  more 
about  investing  and  finan- 
cial planning,  there's  no  short- 
age of  free  seminars  on 
everything  from  stock-picking 


to  money  manageme 
women.  But  most  ar 
not  by  neutral  inves 
perts  but  by  broker: 
mutual-fund  compan 
would  like  you  as  a 
Most  course  sponf 
hide  who  they  are.  i  iff 
because  the  instruct 
broker  for  the  firm 
mean  the  informatio 
But  you'll  likely  be 
to  a  soft  sales  pitch, 
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The  sales  pitch  is  often 
obscured  in  finance 
courses  sponsored 
by  colleges 


oi't  with 
;  idual  prospects."  Also, 
i    the  first  session,  they 
:  out  "homework"  called  a 
iial  financial  data  form — 
industry's  most  popular 
I  'ffective  client  informa- 
riithering  tool,"  says  an 
lirochure.  The  fomn,  the 
I'xplains,  'Requests  con- 
i  lial  information,  which 
I  your  credibility,  the 

ects  fi-eely  shai-e  The 

nation  they  provide  will 


enable  you  to 
prepare  an  appropriate  and 
thorough  financial  plan  and 
to  justify  yoiu'  recommenda- 
tions It  also  preconditions 

them  to  take  action  later  at 
the  personal  plan  review  and 
consultation." 

Because  most  of  the  in- 
structors operate  at  least 
partly  on  commission,  any 
prospect  who  attends  the 
personal  consultation  is  likely 
to  hear  about  mutual  funds, 


annuities,  and 
uther  invest- 
ments that 
carry  sales 
charges.  Does 
the  cuiTiculum 
also  cover  the 
cheaper  vari- 
eties of  funds 
and  annuities 
called  no-loads? 
Yes,  says  SMMS 
co-founder  and 
President  Douglas 
Mortensen,  but  "we 
don't  dwell  on  it." 
Flittie  says  ReliaStar 
has  no  way  of  moni- 
toring the  recommenda- 
tions of  its  network  mem- 
bers, who  are  independent 
hcensees. 

DOING  A  SERVICE.  Colleges 
concede  they're  trading  away 
pait  of  theii'  cachet,  but  they 
say  the  seminars  are  highly 
popular-  and,  as  long  as  there's 
no  hai'd  sell,  legitimately  meet 
a  pubHc  hunger  for  help  in 
managing  finances.  "We  are 
essentially  doing  this  as  a  ser- 
vice to  the  community,"  says 
Ronald  Marshall,  dean  of  fit's 
School  of  Extended  Graduate 
Studies.  Asked  why  brochui'es 
don't  disclose  the  instioictor's 
identity  or  aims,  he  says,  "I 
don't  want  to  destroy  the 


credibility  of  the  profes- 
sor. ...  It  would  add  a  damp- 
ening effect." 

Jennifer  Kafka  Smith, 
Towson's  assistant  director  of 
corporate,  executive,  and  ex- 
tended education,  says  the 
progi'am  has  generated  few,  if 
any,  complaints  over  many 
years.  "I  don't  view  [the  bi'o- 
ker-teachers]  as  being  wallet 
chasers,"  she  says.  Notre 
Dame's  director  of  continuing 
education,  Peter  Lombardo, 
hopes  it  helps  that  brochm-es 
going  out  with  Notre  Dame's 
imprimatur  include  the  in- 
structor's name  and  affilia- 
tion, even  if  it  is  in  tiny  piint. 
"I  would  much  prefer  our 
own  faculty  do  these  things," 
he  says.  "We  just  tiy  to  offer 
it  as  an  informational  pro- 
gi'am and  do  the  best  we  can 
not  to  let  it  disintegi'ate." 

Looking  back.  Bud  Aro 
wishes  his  broker-teacher  had 
simply  left  alone  the  two  no- 
load  fimds  he  ah-eady  owned, 
instead  of  replacing  them 
with  funds  that  levied  sales 
charges.  "I  had  never  been 
exposed  to  this  world  where 
people  are  selling  their  ser- 
vices" in  the  classroom,  he 
says.  "I  haven't  lost  money 
necessarily,  but  I  could've 
done  better."  Robert  Barker 


)  to  these  seminars 
ding  the  agenda 
g  the  willpower  to 
iys  Robert  Veres, 
nside  Inforviation, 
w  (Ga.)  newsletter 
al  planners, 
rce  of  more  neutral 
he  National  Associ- 
vestors  Corp.  (248 
which  organizes 
1,200  sessions  a 
nominal  fee  of  less 


than  $25  per  person.  The  cur- 
riculum focuses  on  the  nuts 
and  bolts  of  stock-picking, 
and  the  goal  is  to  make  you  a 
do-it-yom"self  investor.  In- 
structors are  NAic-trained 
members  who  often  spend 
some  time  expounding  on  the 
merits  of  investment  clubs. 
Likewise,  the  American  Asso- 
ciation of  Individual  Investors 
(800  428-2244)  rans  day-long 
seminars  for  $150,  taught  by 


finance  professors  who  aren't 
fishing  for  chents.  The  ami 
assumes  paiticipants  have  an 
intermediate  knowledge  of 
the  mai'kets  and  will  eventu- 
ally use  a  stockbroker  or  fi- 
nancial planner. 

Before  taking  any  course — 
no  matter  who's  behind  it — 
ask  about  the  instructor's 
background,  investment  phi- 
losophy, and  expertise.  Make 
sure  the  instructor  has  a  rec- 


ognized professional  creden- 
tial, such  as  certified  financial 
planner  or  certified  pubhc 
accountant.  Don't  expect 
your  specific  needs  to  be 
addressed.  Courses  are 
taught  to  people  of  various 
ages,  incomes,  and  financial 
goals.  So  don't  waste  your 
time  in  a  class  if  what 
you  want  is  one-on-one 
attention  from  a  financial 
planner.      Adele  Malpass 


Personal  Business 


MY  TRIP 

THROUGH  PC  HELL 


I  may  be  computer- 
literate,  but  I  recog- 
nize my  limitations. 
So  when  it  came  time 

to  add  a  second  hard  drive 
to  my  Gateway  2000  Pen- 
tium, I  asked  a  friend  to  han- 
dle the  installation.  Never 
mind  that  my  new  Western 
Digital  diive  was  "easy  to  in- 
stall." That's  what  the  box 
said,  anyhow.  It  took  my  pal 
four  hours  of  flipping  switch- 
es and  connecting  cables  be- 
fore the  mission  was  accom- 
plished. Or  so  we  thought. 

My  new  hard  drive  was  a 
ticket  to  a  PC  hell  that  took 
me  weeks  to  escape.  The  ex- 
penence  showed  me  how  far 
the  industry  still  has  to  go 
to  deliver  complete  customer 
satisfaction.  Sure,  makers 
promise  technical  support. 
But  some  of  the 
people  who  were 
supposed  to  help  me  at 
Gateway,  for  instance,  dished 
out  wrong  or  conflicting  in- 
foiTnation.  And  the  help  they 
did  provide  was  peppered 
with  such  technoj argon  as 
"bus  mastering"  and 
"BIOS." 

INTERNET  AID.  At  times, 
folks  in  trouble  can  get 
help  via  the  Internet. 
Programs  such  as  Oil 
Change,  Norton  Live- 
UpdatePro,  and  Time- 
Up. com  notify  you  of 
software  updates  and 
bug  fixes  available  in  cy- 
bers]jace  and  can  down- 
load t!ie  files  onto  yom- 
system.  Utilities  pro- 
grams— including  First 
Aid  98  from  Cyber- 
Media,  Norton  Utilities 
from  Symantec,  and 
Nuts  &  Bolts  fi-om  Net- 
work Associates — can 
help  cui'b  system  crash- 
es. But  I  needed  a  live 
expert. 

The  first  thing  I  no- 


COMPUTERS 


ticed  after  adding  the 
drive   was   that  my 
modem  started  mis- 
behaving. I  could  use 
the  device  to  dia 
America  Online. 
But  my  computer 
thought  the  modem 
was  already  in  u 
when  I  tried  phon- 
ing Microsoft 
Network  or 
CompuServe.  I 
attempted  to 
resolve  the 
problem  by  vis- 
iting the  sup- 
port area  at  Mi- 
crosoft's Web  site 
(table).   But  the 
remedy  pre- 
scribed did  not 
work.  The  msn 
techies  I  reached 
by  phone  were  unable  to  re- 
solve the  issue,  either. 

That  led  me 
to  my  modem 
maker.  Zoom  Telephonies.  Af- 
ter dispatching  an  E-mail  via 
AOL,  I  got  a  quickie  response 
that  was  of  no  help.  When  I 
reached  a  Zoom  rep  by 
phone,  I  was  told  the  modem 


was  indeed  working  proper- 
ly; it  did,  after  all,  dial  AoL. 

My  frustration  mounting, 
I  got  back  on  the  hom  to  a 
Microsoft  Windows  95  spe- 
cialist. His  kind  of  pay-per- 
incident  support  costs  $35. 
After  a  couple  more  hours 
exhausting  various  possibili- 
ties, Microsoft  concluded  the 


Support  Systems 


SERVICE 


CYBERMEDIA'S  OIL  CHANGE 

www.cybermedia.com 
$39.95  for  one  year 

IBM  OWNER  PRIVILEGES 

www.pc.ibm.com/privileges 
$100  the  first  yi'.  (free  for 
Aptiva  owners),  then  $20/yr. 

INTEL  ANSWEREXPRESS 

www.answerexpress.com 
$49.95  for  CD-ROM,  3  mos. 
service;  then  $14.95  /mo. 

MICROSOFT 

wwvv.microsoft.com/support 
90  days  free  after  first  call, 
then  $15  to  $35  per  incident 


COMMENTS 

Online  troubleshooters  download  bug 
fixes  for  any  system  and  software;  Tunellp 
from  Quarterdeck  provides  similar  service 

Members  who  call  the  help  center  get 
priority  treatment  for  the  first  year,  also 
free  software  downloads  and  E-mail  to 
keep  system  running  smoothly 

Pentium  users  who  submit  questions  via 
the  Net  are  promised  a  callback  in  min- 
utes; service  also  provides  virus  protection, 
online  backup  for  files,  tips 

Lets  you  search  free  online  database  for 
problem  solutions  before  seeking 
live  help;  tech  support  prices  vary  by 
product  and  time  of  call 


problem  was  hardware-rel;- 
ed  and  beyond  its  rea  . 
At    least    I  w 
promised  a  refui . 
Since  the  hti 
drive  seemed  :i 
woi'k    okay,  I 
avoided  calli: 
Western  Dig! 
and  turned 
Gateway.  It  ofti 
toll-free  techni 
support  for 
long  as  you  o 
a  machine, 
punched      my  w 
through   a  touch-ti 
menu  only  to  have 
folksy  voice  advise 
that  all  representati' 
were  busy  and  I'd  h; 
to  try  later.  There  v 
no  way  to  leave  a  vci 
message.  Around  m 
night,  I  reached  a  r 
who  explained  that  wl 
I'd  installed  the  new  h; 
drive,  I  should  have  a 
upgraded  the  system  b 
(basic  input-output  syst( 
which  eases  the  transfer 
data  between  the  PC  i 
peripherals).  I  was  advii 
to  download  an  upgrade 
the  Gateway  Web  site. 
BUS  MASTERING?  All  seen 
to  go  smoothly,  save  for 
error  message  that  indica 
that  bus  mastering  was 
supported.  I  wasn't  siu-e  w 
that  meant,  so  it  was  bad 
Gateway,  where  another 
tokl  me  there  was  a 
I  could  download  t 
would    take  care 
tilings.  Big  mistake. 
CD-ROM  went  on 
blink,  and  when  I  ti 
to  reinstall  it,  my  s 
tem  crashed. 

Gateway's  befudc 
rep  couldn't  figure 
how  to  revive  the  t 
tem.  My  case,  he 
formed  me,  would  h 
to  be  "escalated"  t  a 
hardware  specialis 
was  told  to  expec 
call  back  two  nig 
later.  It  never  ca 
When  I  complained, 
other  rep  told  me  s 
a  pi'omise  couldn't  1 
been  made  and  the 
hour  period  in  whi( 
was  supposed  to  gi 
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return  call  wasn't  over.  He 
insisted  the  call  would  come 
the  following  evening.  Yeah, 
right.  When  I  reached  a  rep 
the  following  week,  he  in- 
structed me  to  flip  a  jumper 
switch  on  my  motherboard, 
which  let  me  boot  up.  But 
during  the  next  few  days, 
my  system  repeatedly 
crashed.  So  Gateway  recom- 
mended I  back  up  files  and 
reformat  my  drives. 

But  when  I  called  Gate- 
way to  walk  me  through  the 
reformatting  process,  a  rep 
claimed  the  cd-rom  that  came 
vdth  my  system  might  cause 


problems  if  I  tried  to  rein- 
stall everything.  He  said 
Gateway  might  have  to  ship 
me  a  new  cd-rom,  but  such  a 
decision  would  have  to  come 
from  a  hardware  specialist. 
Then  I  got  lucky.  Another 
rep  suggested  I  try  refor- 
matting the  hard  drive,  after 
all.  I  did,  and  everything  fi- 
nally ran  perfectly. 

When  I  told  my  tale  to  the 
head  of  Gateway's  tech-sup- 
port, he  apologized  and  ex- 
plained that  I'd  hit  the  com- 
pany during  its  busiest 
season — after  Christmas. 
Meanwhile,  Gateway  is  work- 


ing on  diagnostic  tools  to  be 
shipped  with  future  systems 
to  intercept  potential  conflicts 
before  they  cause  damage. 

What  should  you  do  if  you 
find  yourself  in  PC  hell?  If 
you  can  wait  out  a  problem, 
you  might  try  calling  help 
lines  during  off  hours  or 
on  weekends — Mondays  are 
busy.  Many  companies  pro- 
vide premium  support  for  a 
price.  For  $99,  Gateway  will 
give  you  an  extra  two  years 
of  onsite  service  (on  top  of 
the  year  that  comes  with  its 
systems)  plus  a  toll-free 
phone  number  that  gives  you 


quicker  access  to  a  tei 
rep.  New  Packard  Bell  i' 
come  with  software  to  dia 
nose  problems  and  preve 
users  from  accidently  delt 
ing    files.    Intel  Answe 
Express  provides  help  f- 
leading  software  titles.  B 
snafus  remain  an  imfoituii;) 
part  of  the  PC  experieiK 
Tom  Rhinelander,  an  anal> 
with   Forrester  Researt 
jokes  that  computers  shni 
carry  warning  labels.  "Tl 
device  is  complicated, 
has  a  tendency  to  crash 
explode."  I  found  out  ' 
hard  way.    Edward  C.  Hi 


GIVING  A  BOOST 
TO  AGING  BONES 


Mimes  stoop  when 
they  portray  an  elder- 
ly person.  But  age 

doesn't  cause  stoop- 
ing; fractured  vertebrae 
brought  about  by  osteoporo- 
sis does.  This  degenerative 
bone  disease  is  preventable 
and  treatable  if  caught  early. 
The  good  news:  A  recent  ad- 
vance in  screening  technology 


and  updated  dietary  guide- 
lines can  help  keep  more  old- 
er people  standing  tall. 

In  March,  the  Food  & 
Drug  Administration  ap- 
proved the  first  ultrasound 
device  that  measures  bone 
density — a  key  to  diagnosing 
osteoporosis.  Called  Sahara 
and  manufactui'ed  by  Hologic 
in  Waltham,  Mass.,  it's  con- 
siderably smaller  (about  the 
size  of  a  laser  printer)  and 


half  the  price  ($30,000)  of  oth- 
er measurement  devices.  And 
it  doesn't  use  X-rays. 

The  exam  recjuires  you  to 
slip  a  bare  foot  into  the  de- 
vice, allowing  sound  waves  to 
pass  painlessly  through  your 
heel.  The  macliine  prints  out 
results  witliin  a  minute,  at  a 
cost  of  around  $40,  vs. 
more  than  $100  for  other 
types  of  bone  scans,  which 
take  10  minutes  or  more. 
And  "Sahai'a  is  just  as  ac- 
curate"  at  determining 
who  is  at  risk,  says  Dr. 
Daniel  Schultz,  chief  med- 
ical officer  in  the  fda's  De- 
vice Evaluation  Div.  Health 
insurers  are  expected  to  pick 
up  the  tab  for  the  test. 

In  the  past,  only  large 
medical  centers  had  the  re- 
sources for  scanning  gear. 
But  a  Sahara  scanner  can  be 
installed  in  any 
physician's  office. 
(Call  800  330-0927  for  existing 
locations.)  Dr  Felicia  Cosman, 
an  osteoporosis  specialist  at 
Helen  Hayes  Hospital  in 
West  Haverstraw,  N.  Y., 
thinks  osteoporosis  screening 
"will  become  part  of  any 
standard  health  evaluation," 
along  with  height,  weight, 
and  blood  pressure. 

This  is  important  because 
most  people  start  to  lose 
bone  mass  after  age  30.  But 
some  deplete  bone  stores 
faster  than  others.  Women 
can  lose  up  to  20%  in  the 
several  years  following 
menopause,  when  estrogen 
levels  fall.  With  a  25%  loss, 
bones  become  brittle.  In  the 


HEALTH 


worst   cases,  sneezinj^ 
enough  to  break  a  rib. 

Fortunately,  "if  people  fii 
they  are  rapidly  losing  In  i 
mass,  they  can  take  stei)s 
arrest  the  process  bofi 
they  start  having  fracture 
says  Gail  Dalsky,  a  reseai  cl 
at  the  Osteoporosis  Centei- 
University  of  Connect  ii 
Health  Center  in  Farmii 
ton.  Ti'eatrnent  includes  li 
mone-replacement  therai 
drugs  that  slow  bone  io 
and  weight-bearing  exerci 
such  as  walking,  aerobics,  ; 
weight-lifting. 

It's  also  vital  to  get  enin 
calcium,  a  mineral  cracial  J 
sustaining  a  healthy  skelet  • 
Last  yeai;  the  National  Ac. 
emy  of  Sciences'  Institute 
Medicine  upped  its  recn 
mended  dose  after  an  exp 
panel  concluded  that  men  : 
women  nt 


1,000    to  1,; 
milligrams  of  calcium  | 
day — a  50%'  hike  over  It 
last  recommendation  in  198 
Doctors  advise  getting  (i 
ciuin  fi'om  foods  because  tlji  ^ 
supply  other  nutrients  tll^  / 
aid  in  absor{)tion.  But  chant  \l 
ai'e  you  don't  consume  enoi|  ' 
daily  products,  kale,  and  ot! 
calcium-rich  foods.  So  exp6| 
suggest  taking  calciuin  citri| 
which  has  a  liigher  absorpti 
rate  than  calcium  phosphi 
and  calcium  carbonate, 
maximize  efficiency,  take  '.\ 
to  500  mg  at  a  time.  "!| 
might  have  to  pop  a  few  f  I 
a  day,  but  it's  a  small  pried 
pay  to  keep  your  head  M 
high.  Kate  Mwr-j^ 
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Vharton 


Think  your  corporate 
strategy  is  ironclad? 


Think  again.  The  skills  and  knowledge  that  made  you  success- 
ful in  an  age  of  chivalry  may  only  slow  you  down  in  the  age  of 
hypercompetition.  The  armor  that  was  an  advantage  is  now  a 
burden.  In  this  dynamic  time,  true  security  comes  from  learning 
and  flexibility. 

Wharton  Executive  Education  will  suit  you  up  to  win.  Each  year, 
more  than  9,000  executives  come  to  Wharton  to  discover  sharp 
new  tools  to  aid  their  companies  and  their  careers.  While  we  can't 
take  you  to  the  Grail,  we  can  lead  you  to  some  of  the  latest  wisdom 
about  leadership,  management,  marketing  and  finance  so  you  can 
break  out  of  your  old  mindset.  With  a  mix  of  more  than  200  pro- 
grams, we'll  help  you  hone  your  skills  for  the  competitive  contests 
hat  lie  ahead. 

Come  to  Wharton.  Chivalry  may  be  dead,  but  you  don't  have 
:o  be. 

Critical  Thinking:  Real-World,  Real-Time  Decisions 

July  12-15,  1998  •  March  28-31,  1999 

Creating  Value  Through  Financial  Management 

July  19-24,  1998  •  January  31-February  5,  1999 

Leading  the  Effective  Sales  Force 

July  19-24,  1998 

Finance  and  Accounting  for  the  Non-Financial  Manager 

May  17-22,  1998  •  August  2-7,  1998  •  October  25-30,  1998 

Creating  the  Right  Supply  Chain  for  Your  Product 

September  20-25,  1998  •  February  28-March  5,  1999 

Wharton/Human  Resource  Business  School  Program: 
Aligning  Human  Resources  to  Business  Strategy 

August  30-September  4,  1998 


Executive  Education 


Aresty  Institute  of 
Executive  Education 

The  Wharton  School 
University  of  Pennsylvania 


Secure  your  future. 


For  our  complete  catalog  of  executive  programs,  please  contact  Wharton  at 
1.800.255.EXEC  ext.  2180  (in  the  U.S.  &  Canada),  1.215.898.1776  ext.  2180  (world- 
wide), 1.215.386.4304  dept.  2180  (fax),  or  execed@wharton.upenn.edu  (e-mail). 
Or  visit  our  web  site  at:  httD://www.whai1on.uDenn.f>riii/f>xRn(>il 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 
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BUSINESSWEEK  MARKETPUCE 
500  NORTH  MICHieAN  AVENUE,  SUITE  2010 
CHICAGO.  IL  60611 


Business  Services 


INCORPORATE 
BY  PHONE!  ^ 


For  as  little  as  S39  plus  state  fees 
we  will  form  your  Corporation  or  LLC 
m  any  state.  Last  year  our  compa- 
nies incorporated  over  100,000 
businesses.  We  specialize  in 
assisting  first-time  incorporators. 

In  as  little  as  5  minutes  over 
the  phone  we'll  take  your  order  and 
in  most  states  you  will  be  incorpo- 
rated in  just  24-48  hours.  No  forms 
to  fill  out,  we  do  all  the  work! 

Call  now  to  set  up  your  company 
or  get  our  free  guide  to  incorpo- 
rating today! 

800-877-4224 

302-998-0598  •  FAX  302  998-7078 
www.corporate.cnm  •  CompuServe:  GO  INC 
Email;  info@carporate.com 

CORPORATE  AGENTS,  INC. 

Since  1899 


We  incoiponrie  tvarybody: 


Corporate  Gifts  /  Promotions 


Inexpensive  Corporate  Giveaways 
tiiatREiUlY  work -don't  get 
tlM-ownaway! 


Custom  Designed  Leather  Bookmarks 

Clients  love  them  and  are  constantly 
reminded  ol  YQU  Visit  our  Web  Site 
www  leatherbookmarks  com 
OR 

Send  us  your  logo  We  will  suggest  a  layout 
and  send  you  a  typical  sample  tree  ol  cfiarge 
AMEROPEAN  CORPORATION 

7  Corporate  Dr  109C  North  Haven  CT  06473 
Tel  203  239-0448        Fax  203  234-8820 


Corporate  Gifts 


This  is 
AME 


YOU'RE  ALLOWED  TO 
SHOP  FOR  200  PEN  SETS 
AT  I  A.M.  IF  YOU  WANT  TO. 


PROMOMART 

http://www,promomart.com/bw 

Your  impnnted  business  gift  cyberstore 

Sifter  the  monthly  drawing 
for  $1,000  In  free  stuffl 


Visit  www.promomart.com/bw 


Business  Services 


SAVE  30%  to  50% 


3  TO  A  PAGE 

Bi  siNiss  Ciiic  Ks 

Laser/InkJet 

(computer  Checks 

<  .ill  tor  .1  I  Rl  l  lirodniR- 

1-800-239-4087 

Designer  Checks 

w  W  W  dcMuncrc  lic  cks  com 


100%  SATISFAQION  GUARANTEED 


OFFSHORE 

CORPORATIONS 


♦  Pnilt-tlinii.  I'ri\ai.>.  ij\-hrtf 

♦  Nominees,  Bank  ,\ccts.  Credit  Cards 

♦  Lie.  Offices:  Las \egas  -  Nassau 

♦  Hat  Rate  Fees.  Nevada  Corps.  $V5 


ORDER  BY  PHONE  FREE  INFO 

1-800-997-2550 


Stress  Relief  Products 


Protect  Your  Executives 
WITH  A  Shiatsu  Massage 


■Reg  S60  Ctiiropraclic 
lylassage  for  |ust 
S1  wtien  you  own' 
or  lease  ttiis  Ctiaii 

*Get  Full  Details  Today! 

Panasonic  Massage  Chairs  Direct 
k  Nationwide  800-353-991 7  i 


Corporate  Gifts 


Logo  Tattoos! 


I 


1000  Temporary  Tattoos  with  your  Logo, 
Just  S189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2 "  x  2 " 

Calico 

3000  Alamo  Drive.  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax;  707/446-8273 


RESEARCH  REPORTS 


■  20,000  ACADEMIC  TOPICS  AVAILABLE! 

I  Send  S2  for  itie  290  page  catalog. 

I  Custom-Mifen  :epons  also  avshibie 

.  RESEARCH  ASSISTANCE 

'  I1322laahoAve.#206BF 

I  L"C  Anqs^»3  CAO002S 

I  TOLL  FREE  HOTLINE:  800-351-0222 


lit1p://www.researc>i-assistance.coin 


INCORPORHTE 


■  FREE  Information 
•  All  U.S  States  ancf  Offsfiore 
^  •  Attorney  owned  and  operated 

1-800-672-9110 

www. corpcrealions.com 


TRRDEMHRK 


Francliising 


Franchise 

your  business! 

Call  lor  information  on  franchising  and 
"Franchise  Your  Business!  seminars 
scheduled  throughout  the  country. 

Francorp 

Spec'a/lsfs  In  FfanctMis  0«va/opnflnr  D*» 

1-800-FRANCHISE  (1-800-372-6244)  ^ 


Home  Furnisiiings 


Buy  Direct!  ^ 

from  North  Carolina,  furniture 
capital  of  the  world.  Shop  and 
save.  In  home  delivery.  Over  400 
manufacturers  to  choose  from. 

HoiMCWAY  Furniture  Company 
P.O.  Box  1548.  Mt.  Airy,  NC  27030 
.   (800)  334-9094  (336)  786-6151  . 


Education  /  Instructioi  ^ 


"It's  great  to  have  that  flexibili 
to  go  to  class  when  it's  most 
convenient.  I  also  really  enjoy  t  — 
class  because  I'm  learning  thin 
I  can  apply  to  my  vifork." 

Ron  L.  Williams  -  Applied  Materials.  Inc 


Award  Winning  Distance  Educati 

MBA  or  MS  Degre 

Call  303-333-42! 


501  S  Cherry  Si,. 
Office  350  Dept. 
Denver.  GO  80; 

1  BOO-441-474 
Fax  (303)  336-1 
Admissions©i«imi  ^  ' 

UNIVERSITY 

Accredited  by  the 
Distance 
Education  &  Training 
Council 


Corporate  Gifts  /  Premiu 


Call  or  Fax  Now  For ! 
Complete  Buyers  Gu  f^' 
On  Corporate  Wearab  — 

Ph.  800-231-344= 
Fax  215-969-343 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Ccltirpm       Draft  l  Master 
DeskJet        Draftpro  DesignJet 
Eleetr,,-itat:c  Platters         Ruggedu  riler 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham.  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-11 08 
800/638-4833  •  E-mail  sales@dasher  com 


Corporations 

We  BUY  Your  PC's 

Anv  Brand,  Airy  QiivKity 
Will  TRADE  (Of  New  Equipmert 
1       28*  SL  SW  *  Wynming.  MI  4MW 
I  616-249-3^12  '  EMAIL  jbryint@itfvkc3fan 


Computer  Equipment 


Secure  Only  The  Computen 
You  Want  To  Keep! 


Secure-It.  Inc  is  a  leader  in  computer  security, 
having  the  highest  quality  and  the  largest 
selection  of  products  to  suit  your  needs  Our 
computer  secunty  staff  is  ready  to  assist  you  in 
solving  your  problem  to  minimize  your  nsk 


They  can  suggest  an  existng  package,  or 
assemble  a  speoal  package  |ust  for  you. 
1^—  Secure  your: 

•  notebooks     •  IntamlBoatik     •  (DRm 

•  Oefklopi      •  Oisk  Onvoi        •  [tc 

•  Penphetah 


TC 


Fci 


For  a  FREE  consultation,  or  a  FREE  catalog...Call  Today! 
800-451-7592  Dept.  BW 


;8MaDleCm!  [oilbingnwodM  M  9W2S  USi  Phone  il3  i2i  !(l31  ftji  4I3-52M 
Dealer  inquirie*  irvrted  *  Moslertrnd  oaepled 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESSWEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


lucation  /  Instruction 


tA  BY  Distance  Learning 

Srilish  iiiiiversitv  offers  accredifetf  MBA;  no 
ji';,  01  Gt^AT  needed  Cfiosen  by  Economist 
ince  Unil  as  one  of  world's  best  l\^BA  programs 
-WAH  UNIVERSITY  I  (800)  MBA-0707 
.m.  iK  ,in  Distributor  I  Ask  lor  ext  20 
ih,  ktniiSt.  Suite  2,  El  Cernio,  CA  94530 
mediate  FaxBack  literature:  from  your 
ichine's  phone,  call  (510)  486-8900. 


iversity  Degrees 


ved  Self  Paced  Home  Study 
late  Bacfielors  Masters  Doctors 

iis  in.  Business  Admin  Public  Admin 
Care  Admin,  Human  Resources, 
!,  ini'l  Business.  Tech  Mgmt,  Law, 
,al.  Psychology,  Computer  Science 

http://www.scups.edu 
imall:  enroll@scups.edu 

1-800/477-2254(24  firs) 
ithern  California  University 

or  Professional  Stud'es 

17  St-BW,  Santa  Ana,  CA  92705 


VOUK  C()l  l  f(;E  DfXM  f  A I  HilMh 

;ditedbs,iuis,andmba 

£  Administralion,  Finance,  Accounling,  MIS,  Health 
imin ,  Eiivironmental  Science/Sludies/twIgmnl 
ogy.  Paralegal  Studies  &  Criminal  Justice 
id  by  maidr  companies 

;atalog 

767.CHAD  or 
chadwick.edu 


CHADWICK 


I  iMI  Vl  .KSI  I  ■ 


Business  Opportunities 


MAJOR  EXPANSION 


54  year  old  company  has  sikil 
areas  availahle  due  to  rclireiiienls 
and  company  expansion. 
listahlislied  territories  with  house 
accounts  and  leads  furnished  now 
open  throughout  the  U.S. 

•  hic;h  income  potkn  tial 

•  .small  invf.stmen t 


1-800-257-6780 
1-800-599-7891 


lUIADE  OVER  $1,000,000 
LAST  YEAR... 


■  in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-367-3881 


'^SSOK  Potential  Annually\ 

HOME-BASED  BUSINESS 

Getting  4  Pre-Qualified  Leads  Per  Day 
One-time  start-up  less  than  $fOK 
Rapid  ROI  -  $75K  possible  first  few 
months.  Break-through  product. 
Work  from  phone,  fax 
Complete  training  Not  MLM 

FREEDOM  ASSOCIATES 
V    1-800-432-0018X5257  y 


DON'T  MISS  THE  OPPORTUNITY 
TO  ADVERTISE  IN  THE 
USINESS  I^EE/C  MARKETPLACE  AND 
EACH  OVER  6  MILLION  RESPONSIVE 
READERS  WITH  THE  EDUCATION, 
-INANCIAL  ABILITY  AND  INTEREST 
TO  RESPOND  TO  YOUR  OFFER. 

The  next  Marketplace  section 
closes  on  March  24th  for 
the  May  4th  issue. 
,   For  rates  and  information  contact: 

I     Business  Week  Marketplace 
500  North  Michigan  Avenue 
Suite  2010 
I  Chicago,  IL  60611 

Phone  312-464-0500 
Fax  312/464-0512 


CONSULTANTS 


International  firm  expanding  in 
LS  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Engle,  VP  Development 
Department  WB804 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-^227,  Ext.  12 
FAX:  (610)  775-9686 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  loans  and 
Equipment  LeasesUom  Sl.OfX'lo 
$10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

k  The  Loan  Consullanls,  Inc.  . 


Menswear/ Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  guality  'ISO^styles 


HITCHCOCK  SHOES,  INC. 

Dept  55D  Hingham,  MA  02043 
1-800-992-wiDE  www,wideshoes,cofn 


Books /  Videos 


Are  You 
Absolutely 
Sure  You're 
Financially 

Secure, 
Lx)n2  Term? 

If  not,  why  not  find  out 

how  much  money 
It  will  take  to  provide 
what  you  want'.' 


DEER 

PlIEJlJSHINCi, 


To  learn  how,  call: 

1-800-234-3445, 

ext.  142 


Asia  Opportunities 


ACQUISITIONS  IN  ASIA 

Recent  economic  turmoil  in  Asia  created 
unprecedented  acquisition  opportunities. 
Now  IS  the  time  to  invest  in  Asia.  Hong 
Kong  based  experienced  investment  firm 
helps  you  search,  value,  and  structure 
acquisitions  in  Asia 

GoldOcean  Investments  Corp. 
Tel:  852-25456682  (HK) 
Fax:  852-25451009  (HK) 

E-mail:  phil@investorsdiary.com 


Boarding  /  Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

■  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards 

-  Promotes  leadership,  self-confidence,  and 

Manners 

FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Computer  in  every  dorm  room 

Full  athletic  program 

Band,  Fine  Arts,  and  Aviation 

Affordable  Tuition 
■  Located  on  Lake  Lanier  in  North  GA 
-  www.cadet.com 


A  Divismi  of  Th'McGraH'  HiU  Companies 


BizLmk 

Unless,  of  course,  you  actually 
enjoy  filling  out  forms. 

Want  advertiser  information  now,  without  having  to  fiLL 
out  one  of  those  pesky  reader  service  cards?  Connect  with 
BizLink,  Business  Week's  new  electronic  reader  service 
fuLfiLLment  system.  You'U  get  the  information  you  need  the'-'? 
way  you  want  it — by  fax,  phone,  mail,  or  e-mail.  It's  free, 
it's  fast  and  nothing  could  be  simpler.  Why  wait? 
Access  BizLink  now: 

www.businessweek.com/BizLink/ 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 

And  if  you  don't  have  an  Internet  connection, 
just  call  1-800-848-6708. 


April  20,  1998 


1  American  Power 
Conversion  (APC) 

2  Air  Liquide 

3  American  General 
Insurance 

4  ARAMARK 

5  Bi- TITLING  WATCHES 

6  Cabeltron  Systems, 
Inc. 


7  Datek  Online 

8  Flexi  International 
Software 

9  Government  of  Dubai 
-  Dept.  of  Tourism  & 
Commerce  Marketing 

10  Imation 

11  Liberi:y  Mutual 


12  Management 
Recruiters 
International 


17  Prudential  Securities 

18  Roberts  Express 


13  Mitsubishi  Electronics      19   SAP  America,  Inc. 
America 

20  SAS  Institute,  Inc. 

14  Network  Associates 

21  SDRC 

15  Oracle 

22  Shangri  -  La 

16  Praxair 

23  UUNet  Technologies 
Inc. 


Justness  Week  Index 


lODUCTION  INDEX 


Change  from  last  week:  0.3% 
Change  from  last  year:  4.5% 


PRODUCTION  INDEX 

Mar.  28=131.1 
1992=100 


Apr.  Aug  Dec  Mar. 

1997  1997  1997  1998 

The  index  is  a  4-week  moving  average 

production  index  was  up  m  the  week  ended  Mar.  28.  The  unaveraged  index 
also  up,  to  131.7  from  a  revised  Mar.  21  figure  of  130.9.  After  seasonal 
istment,  auto  and  truck  production  both  rose,  and  the  sharp  gam  in 
imobile  shipments  helped  to  push  U.S.  rail-freight  traffic  up  by  2.6%.  Steel 
lut  increased  with  the  rate  of  capacity  utilization  at  a  high  92.5%.  All  other 
ponents  were  down.  The  monthly  index  for  March  was  unchanged  at  131.1. 

roduction  inde:<  copyright  1998  by  The  r^cGraw-Htii  Companies 


ADING  INDICATORS 


ICK  PRICES  (4/3)  S&P  500 

LATEST 
WEEK 

1122.70 

WEEK 
AGO 

1095.44 

YEARLY 
%  CMC 

48.1 

IPORATE  BOND  YIELD.  Aaa  (4/3) 

6.57% 

6.69% 

-13.5 

lEY  SUPPLY,  M2  (3/23)  bill  ons 

$4,122.7  $4,122.8r 

6.6 

m  CLAIMS.  UNEMPLOYMENT  3/28)  ttious 

309 

314r 

-0.6 

ITGAGE  APPLICATIONS.  PURCHASE  (4/3) 

248.8 

222.2 

43.0 

ITGAGE  APPLICATIONS.  REFINANCE  (4/3) 

1,206.3 

1,297.1 

312.7 

•ces:  Standard  &  Poor's,  Moody's.  Federal  Reserve,  Labor  Dept  ,  Mortgag 
ers  Assn.  (Index;  March  16.  1990=100) 

e 

rERESTRATfiS 

ERAL  FUNDS  (4/7) 

LATEST 
WEEK 

5.40% 

WEEK 
AGO 

5.88% 

YEAR 
AGO 

5.34% 

MERCIAL  PAPER  (4/7)  3  montti 

5.45 

5.50 

5.69 

riFICATES  OF  DEPOSIT  (4/8)  3  month 

5.56 

5.60 

5.70 

D  MORTGAGE  (4/3)  30-year 

7.23 

7.17 

8.30 

JSTABLE  MORTGAGE  (4/3)  one  year 

5.79 

5.77 

6.04 

■  IE  (4/3) 

8.50 

8.50 

8.50 

;es:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (4/4)  thous.  of  net  tons 

LATEST 
WEEK 

2,218 

WEEK 
AGO 

2,246# 

YEARLY 
7o  CHG 

3-2 

AUTOS  (4/4)  units 

119,460 

127,185r# 

7.8 

TRUCKS  (4/4)  units 

151,907 

148,592r# 

32.2 

ELECTRIC  POWER  (4/4)  millions  of  kilowatt-hrs. 

58,695 

59,649# 

5.3 

CRUDE-OIL  REFINING  (4/4)  ttious.  of  bbl  /day 

14,641 

14,601# 

2.1 

COAL  (3/28)  thous.  of  net  tons 

22,103# 

21,902 

-0.5 

LUMBER  (3/28)  millions  of  ft. 

476. 0# 

481.6 

-2.1 

RAIL  FREIGHT  (3/28)  billions  of  ton-miles 

27. 6# 

27.0 

3.4 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute.  Energy  Dept,  WWPAi,  SFPA2,  Association  of 

American  Railroads 

PRICES 

GOLD  (4/8)  $/troy  oz. 

LATEST 
WEEK 

308.800 

WEEK 
AGO 

301.000 

YEARLY 
%  CHG 

-11,2 

STEEL  SCRAP  (4/7)  #1  heavy,  $/ton 

134.50 

135.50 

-1.5 

COPPER  (4/3)  iZ/lb. 

80.9 

82.4 

-29.7 

ALUMINUM  (4/3)  (z/ib. 

68.8 

59.5 

-12.4 

COTTON  (4/4)  strict  low  middling  1-1/16  in.,  e/lb 

65.17 

67.44 

-5.3 

OIL  (4/7)  $/bbl 

14.93 

15.33 

-21.6 

CRB  FOODSTUFFS  (4/7)  1967=100 

228.54 

229.17 

-6.2 

CRB  RAW  INDUSTRIALS  (4/7)  1967=100 

298.39 

300.51 

-10.6 

Sources:  London  Wednesiday  fina!  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (4/8) 

LATEST 
WEEK 

132.19 

WEEK  YEAR 
AGO  AGO 

133.75  126.74 

GERMAN  MARK  (4/8) 

1  82 

1.85 

1.72 

BRITISH  POUND  (4/8) 

1.67 

1.57 

1.62 

FRENCH  FRANC  (4/8) 

6.09 

6.21 

5.80 

ITALIAN  LIRA  (4/8) 

1794.5 

1826.8  1699.3 

CANADIAN  DOLLAR  (4/8) 

1.42 

1.42 

1.39 

MEXICAN  PESO  (4/8)' 

8.510 

8.505 

7.884 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/8) 

110.8 

111.5 

106.6 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  tor  British  pound  in  dollars    Trade-weighted  dollar  via  J  P.  Morgan 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
■nent.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


i  IL  SALES 

'.  'ay,  Apr.  14,  8:30  a.m. edt  t-  Retail 
I  likely  rose  just  0.2%  in  March,  accord- 
i  the  median  forecast  of  economists  sur- 

■  by  Standard  &  Poor's  mms,  one  of  The 
iw-Hill  Companies.  Sales  increased  by 

■  in  February.  Excluding  cars,  store 

:(  ts  were  probably  up  0.1%  on  top  of  a 
■'  advance  in  February. 

0  UMER  PRICE  INDEX 

u  ay,  Apr.  14,  8:30  a.m. edt  >■  Consumer 
(I  for  goods  and  services  likely  rose 

■  in  March.  Excluding  food  and  energy, 

3'  rices  likely  rose  0.2%.  In  February,  the 
't  PI  edged  up  0.1%,  while  higher  service 
ifted  the  core  index  by  0.3%. 


BUSINESS  INVENTORIES 

Wedr)esday,  Apr.  15,  8:30  a.m. edt  ¥■  Stock- 
piles held  at  factories,  wholesalers,  and 
retailers  probably  increased  0.3%  in  Febru- 
ary, after  no  change  in  January. 

HOUSING  STARTS 

Thursday,  Apr.  16,  8:30  a.m. edt>-  The  s&p 
MMS  survey  projects  that  housing  starts  likely 
fell  to  an  annual  rate  of  1.58  million  in 
March  after  rising  6%  in  February,  to  a  1.64 
million  pace. 

INTERNATIONAL  TRADE 

Friday,  Apr.  17,  8:30  a.m.EDT  ►  The  trade 
deficit  of  goods  and  services  was  probably 
little  changed  in  February  from  January's 


large  $12  billion.  Both  exports  and  imports 
probably  held  steady  in  February  after  each 
sector  fell  in  January.  The  dollar  value  of  all 
imports  was  probably  held  down  by  falling 
oil  prices. 

INDUSTRIAL  PRODUCTION 

Friday,  Apr.  17,  9:15  a.m.EDT^  Output  at 
factories,  mines,  and  utilities  was  probably 
flat  in  March,  says  the  s&p  mms  forecast.  If 
so,  that  will  be  the  second  month  of  no 
change  in  output.  The  decline  is  suggested 
by  the  drop  in  hours  worked  in  the  factory 
sector.  The  softness  in  production  suggests 
that  the  average  operating  rate  for  all  indus- 
try likely  slipped  to  82.5%  in  March,  from 
82.7%  in  February. 
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Editorials 
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CITIGROUP:  REALLY  RIG  MAY  NOT  RE  RETTER 


For  sheer  audacity,  the  Citicorp-Travelers  Group  Inc. 
merger  is  hard  to  beat.  In  one  mammoth  leap,  the  world 
of  finance  is  foi'ever  changed.  Punching  through  a  welter  of 
archaic  laws,  the  giant  $70  billion  Citigi'oup  is  a  bold  financial 
model  for  the  global,  digital  age  (page  37). 

The  goal,  of  course,  is  to  offer  everyone  around  the  world 
a  similar  package  of  banking,  investing,  and  insurance  prod- 
ucts they  dearly  need.  Aging  populations,  privatizing  pension 
progi'ams,  and  booming  stock  markets  are  opening  up  global 
opportunities.  The  spread  of  the  Net  and  digital  technology 
provides  the  means  of  distribution.  It  all  makes  sense.  Sort  of. 

The  trends  are  real,  but  a  colossal  bank  holding  company 
may  not  be  the  optimum  business  model  for  the  digital  era. 
The  Net  is  disaggi'egating  all  kinds  of  industries,  allowing  cus- 
tomers to  get  into  direct  contact  with  products.  Why  buy 


stock  insui'ance  from  Citigroup  when  an  enormous  variety 
these  products  are  available  from  the  Net?  Charles  Schwab 
Co.  is  already  a  kind  of  viitual  brokerage.  Some  30%  of  all  i 
taO  stock  trading  is  on  the  Net.  Small  or  virtual  may  be  as  ! 
able  financial  models  in  the  21st  century  as  big.  Maybe  mo] 

Then  there  is  the  problem  of  who  regulates  the  bel 
moths.  Banks  the  size  of  Citibank  are  "too  big  to  fail,"  and 
nearly  every  j^ast  business  cycle  the  Federal  Resei-ve  has  n 
to  bail  them  out.  Will  monetary  pohcy  now  be  used  to  bolsi 
bank  earnings  if  insurance  or  stock  problems  threaten  ti 
health  of  CitigToup?  We  hope  not.  We  also  hope  the  F] 
centralizes  the  supervision  of  these  giants  under  its  wing 

Oh,  yes.  Now  that  the  real  world  has  bypassed  CongrJ 
once  again,  we  expect  the  legislator  to  finally  update  the  li 
Glass-Steagall  Act.  Citigroup  has  just  made  it  meaninglei 


MICROSOFT:  WHAT  TO  DO-AND  NOT  TO  DO 


What,  if  anything,  should  Washington  do  about  Microsoft? 
There  is  no  more  important  economic  policy  decision 
facing  the  U.  S.  today.  Microsoft  Corp.  is  at  the  heart  of  the 
high-tech  New  Economy.  It  is  a  driving  force  behind  Ameri- 
ca's amazing  pr-osperity.  Yet  that  very  centrality  and  power 
raise  important  questions  that  cannot  be  avoided.  Anything 
the  Justice  Dept.  suggests  is  risky.  Amid  rapid  technological 
change,  the  law  of  unintended  consequences  is  at  full  force. 
Smothering  the  nation's  high-tech  powerhouse  with  heavy- 
handed  regulation  is  the  worst  possible  outcome.  But  doing 
nothing  may  also  be  unacceptable.  In  the  end,  any  policy 
decision  must  be  measured  by  one  economic  standarxl — does 
it  enhance  competition  and  hence  choice  for  consumers? 

Microsoft's  pervasive  and  growing  presence  is  undeniable.  Its 
Windows  oper-ating  system  dominates  PCs  with  90%  of  the 
mar-ket.  Its  NT  softwar-e  ran  40%  of  network  server's  sold  last 
year;  Its  browser  is  heading  towar'd  a  50%  share  of  the  mar-ket. 
Its  corporate  Office  software  package  has  95%-  of  the  market. 

Certainly,  there  ar'e  economic  benefits  that  accrue  from 
that  dominance.  The  Windows  oper-ating  system  standard 
makes  possible  a  unified  market  for  computers  and  applica- 
tions software.  Everything  can  be  plugged  in,  integr-ated, 
and  made  to  work.  Microsoft  is  entitled  to  the  benefits  of  that 
standar-d.  But,  unchecked,  a  monopoly  can  do  serious  har-m. 

Take  pricing.  In  an  industry  char-acteiized  by  falling  prices, 
Microsoft  is  able  to  r'aise  prices  or  avoid  cutting  them.  Com- 
puter maker's  see  that  as  monopoly  power  With  computer 
jir-ices  falling  below  $1,000,  computer  maker's  ar'e  driving 
dowTi  })rices  charged  by  chipmaker's  and  hard-drive  producer's. 
Only  Microsoft  has  the  market  power  to  hold  its  price  line. 

Monopoly  power  also  threatens  competition.  Before  yield- 
ing to  Justice  pressur'e,  Microsoft  had  exclusive  contracts 
wi'  h  PC  maker's  to  ship  its  br'owser,  but  not  Netscape's,  as  a 


condition  of  licensing  the  Windows  operating  system.  It  I 
contr'acts  with  40  Internet  service  providers  requiring  thert^ 
promote  its  browser  Under  government  pressure.  Micros 
backed  off.  Yet,  with  the  new  Windows  98,  Microsoft  again 
vors  its  own  Web  sites  and  those  of  its  partners. 

Lever-aging  monopoly  control  of  computer  operating  s 
tems  into  monopoly  contr'ol  over  the  Net  is  simply  not 
ceptable.  Wliat  should  be  done?  business  week  has  examii 
the  options  in  depth  (page  112).  It  is  very  tempting  to  sim 
do  nothing.  Technology,  after  all,  is  changing  at  a  tr'emend' 
pace,  opening  up  opportunities  for  new  players.  But  manj 
these  players  complain  of  not  being  able  to  compete  free 

Then  ther'e  is  the  extr-eme  option  of  breaking  Microsofl 
two.  A  softwar-e  applications  company  would  compete  with 
thousands  of  companies  writing  progr-ams  wliile  the  operat 
system  would  become  like  a  common  car-rier-.  This  would 
the  leverage  Microsoft  gets  out  of  its  monopoly  but  a 
price  of  possibly  destroying  an  engine  of  economic  growt 

We  favor  a  middle  r-oad.  Call  it  regulation-lite.  If  Micros 
leverages  its  monopoly  to  squelch  competition,  its  cond 
should  be  checked  quickly.  For  example,  Justice  should  al 
Win98  to  have  an  mtegrated  browser,  as  Microsoft  wants, 
insist  on  a  ver'sion  with  a  disabled  br'owser  so  consumers 
choose  rival  browsers  if  they  wish — as  is  now  the  case  v 
Win95.  The  government  should  clamp  down  on  exclus 
contr'acts  that  r'estrict  competition.  And  PC  makers  should 
allowed  control  over-  the  initial  desktop  screen  that  pops  up 
their  machines.  Consumers  would  get  better  choices.  I 
those  choices  should  not  be  channeled. 

How  best  to  promote  competition  and  innovation  is  a  qt 
tion  with  no  simple  answer.  In  the  end,  the  mar-kets 
determine  the  fate  of  Micr'osoft.  But  corpor-ate  behavior  t 
limits  competition  and  choice  must  be  checked. 
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WE  FOUND  $250,000  IN 

savings  and  had  an  11%  drop  in  operating  costs  just  by  letting  ARAMARK  do 

THE  LAUNDRY. 


"Our  partnership  began  with  ARAMARK  pr()\  iding  ii.s  w  itii  maintenance  unitornis,  mats,  and  towels."  Sa\s  Roger 
Keck  ol  I'ilyrmVs  Pride.  "So  when  Scotty  Martm  and  his  team  from  ARAMARK  came  to  me  about  expaiulmg  to  a 
smock  rental  program,  1  was  interested  to  hear  what  he  had  to  saw  W'eA'e  got  30,(1(10  smocks  that  need  to  be  washed 
every  week,  and  the  wa\'  our  old  washing  machines  always  broke  down,  I  ne\er  knew  il  we'd  make  it.  .And  as  xou 
can  imagine,  the  maintenance  realK'  got  expensi\'e."  At  ARAMARK  we're  alwa\'s  looking  lor  new  and  inno\ati\'e 
ways  to  make  our  partners'  iob  easier.  And  at  Pilgrim's  Pride  we  knew  a  smock  rental  program  would  not  onh'  saxe 
time,  but  also  moiuw.  We  pick  up  and  deli\er  e\er\'  da\'.  We  exen  dexeloped  a  s\stem  that  lets  workers  select  their 
size  and  color  smocks  a  lot  taster.  Roger  adds.  In  the  lirst  \'ear  we  saxed  '>23(),000  and  had  an  1  l"i)  cut  iii 
operating  cost.  Things  are  going  so  well  we're  bringing  /VRAMARK  in  at  three  of  our  other  locations." 

To  Ictini  more  ahoiil  Mtiiiiii^cil  Services  lliroin^h  I'nliiuiied  I'artiicrship  eall  I 'S00-.\1\,\M,\1\K  or  visit  us  iit  www.iiramark.coiii 

JlT^l^AMARK 

MiiiKigcil  Sell  u ci,  Miiiiiigal  licller. 


Rodeo  arena  in  remote  Lajitas,  Texas. 
So  remote  in  fact, 
Lajitas  proudly  claims 
its  not  close  to  anything. 


The  Chevrolet  Siihiirlhin. 
Pretty  easy  to  locate 
anywhere  in  Texas. 
But  still  not  close  to  anything. 
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After  100  years,  California's  Kern  River 
oil  field  needed  a  little  help.  Even 
though  there  was  plenty  of  oil,  there  was 
no  way  to  get  all  that  oil  out. 
Then  some  of  the  bright  young  minds  at 
Texaco  came  up  with  a  new  way  to  use 
a  process  called  multi-zone  steam 
flooding,  and  turned  an  old  field  into  a 
veritable  fountain  of  youth. 

You  see,  the  oil  was  hidden  in  layers  ot 
rock  and  sand.  They  forced  steam  into 
those  layers  and  heated  the  oil,  so  it 
could  separate  from  the  earth  and  be 
pumped  to  the  surface. 

Suddenly,  a  source  that  was  nearing  the 
age  of  retirement  is  producing  millions  ot 
new  barrels  of  oil.  And  counting. 
By  rejuvenating  oil  fields  at  Kern  River  and 
elsewhere,  we  can  now  get  astounding 
amounts  of  additional  energy.  All  the 
tummy  tucks  and  liposuction  in  the 
world  couldn't  work  that  kind  of  miracle. 

It's  all  part  of  our  relentless  search  tor 
the  energy  to  keep  the  world  running. 
To  learn  more,  pay  us  a  visit  at 
www.texaco.com. 
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STREET  NEWS 

HOW  NOT  TO  EASE 
A  MARKET  CRASH 

UH-OH.  THKRE  COULD  BE  A 

problem  brewing  in  the  new 
circuit-breaker  rules  set  for 
the  financial  markets.  Regs 
just  adopted  by  the  New 
York  Stock  Exchange  tem- 
porarily halt  trading  if  prices 
fall  10%,  and  again  at  20%,  a 
drop  of  about  1,800  j^oints  in 
the  current  Dow  Jones  aver- 
age. The  old  rule  stopped 
trading  with  a  drop  of  as  lit- 
tle as  350  points. 

The  problem  is  over  at  the 
Chicago  Mei'cantOe  Exchange, 
where  futures  contracts  on 
the  Standard  &  Poor's  500- 
stock  index  let  traders  hedge 
to  cushion  big  swings  in  the 
stock  market.   Under  the 


THE  MERC:  Different  regs 

Merc's  new  mles,  the  price  of 
the  futures  contract  can't  di'op 
more  than  20%  for  the  whole 
day.  So  in  a  situation  such  as 
the  23%  decline  in  the  crash 
of  October,  1987,  stocks  could 
be  traded,  but  not  futures 
contracts. 

That,  say  traders,  could 
make  a  bad  situation  worse. 
David  Peterson,  an  institu- 
tional floor  broker  at  the 
Merc  for  Sakura  Dellsher, 
says  that  "clients  could  have  a 
very  serious  problem  with 
this."  But  he  expects  that  the 
vSecurities  &  Exchange  Com- 
mission and  the  Commodity 
Futm-es  Trading  Comnnission, 
which  oversees  the  Chicago 
Merc,  will  see  to  it  that  the 
exchanges  hash  out  their-  dif- 
ferences.  Andrew  Osterland 


CHINA  SYNDROME 

APPLE  DENIES 
AN  AD'S  PASSPORT 


WILL      1.2  BILLION 

Chinese  and  other 
Asians  I'ecognize  Ame- 
lia Ear  hart  more  read- 
ily than  the  Dalai 
Lama?  Well,  Apple 
Computer  recently 
chose  the  American  pi- 
lot instead  of  Tibet's 
Buddhist  leader  to  por- 
tray in  its  "Think  Dif- 
ferent" ads  for  the 
Asia-Pacific  region. 
vSince  Cliina  forced  the 
Dalai  Lama  into  exile  in  1959 
after  it  invader]  Tibet,  critics 
say  Apple  is  playing  politics. 

Apple  says  not.  "This  cam- 
jvi!.  '!!  isn't  about  politics  or 
(ifcuting  controve''sy.  It's 
s')out  cc;iebrating  people  who 


have  done  great  things.  Not 
everyone  in  China  may  feel 
that  way  about  the  Dalai 
Lama,"  says  a  spokeswoman. 
So  the  faces  of  Gandhi,  Pi- 
casso, Einstein,  Alfred 
Hitchcock,  and  Muham- 
mad Ali  will  be  used 
instead — along  with 
Earhart.  The  Dalai 
Lama  is  being  used  in 
the  U.S. 

Dawa  Tsering,  the 
Dalai  Lama's  represen- 
tative for  the  Americ- 
as, noted  that  across 
Asia  "there  are  lots  of 
Buddhists,  and  they 
know  His  Holiness 
very  well."  As  to  Apple's  mo- 
tivations, he  said,  "I  think 
maybe  from  the  Chinese  side 
they  are  having  some  pres 
sure."  He  added  that  he 
had  no  idea  who  Amelia 
Earhart  was.     Joan  Oleck 


TALK  SHOW  ttlt's  a  huge  distraction,  there's  no  two  way 
about  it. '5 

— New  York  pitcher  Dave  Cone,  after  the  collapse  of  a  section  of 
Yankee  Stadium 


RETAIL  TALES 


ARE  DEBIT  CARDS  ROBBING  STORES  BLIND 


THE   POTENTIAL  COST  OF  A 

flap  over  credit-  and  debit- 
carxl  pr-ocessing  fees  just  hit  a 
cool  $1.9  biUion.  Several  big 
r-etailers  fighting  Visa  usa, 
Master-Card  International, 
and  the  cards'  4,400  issuing 
banks,  have  asked  a  federal 
coiut  in  Br-ooklyn  to  make  an 
ongoing  antitrust  case  against 
the  car-d  issuer-s  a 
class  action.  The 
mer-chants  also  say 
they  are  being 
overcharged  by 
the  card  issuers, 
so  they're  asking 
for-  big  money. 

The  stor-es  ini- 
tially contended 
that  Visa  and 
MasterCar-d  force 
them  to  accept 
debit  cards  along  with  credit 
cards — an  alleged  violation  of 
antitr-ust  laws.  Now,  the  re- 
tailer-s  add  that  the  car-d  is- 
suers pr-ice  debit-card  trans- 


COSTLY  to  retailers 


actions  unconscionably  hig 
up  to  $1.38  to  proces 
transaction  that  could 
done  for  as  httle  as  70. 

Since  the  suit  began  al 
two  year-s  ago.  Circuit  ( 
and  The  Limited,  among 
ers,  have  joined  orig 
plaintiffs  Sears  Roebuck 
Wal-Mar-t.  Damages  sou 
for  the  past  1 
years  would  t 
at  least  $1.9 
lion,  says  attor 
Lloyd  Constant 
Or-iginally,  no 
lar  damages  w| 
specified.  P 
Alien,  who  reji 
sents  Visa,  sayd 
14  milhon  nr 
chants  sign  ups 
all  its  products  p 

debit  cards  as  payment. 
coiut  may  r-ule  on  the  chii 
action  status  as  early  as  tS 
summer.         Dennis  Bid 


can  still  decline  to 


MAD  AVE 

SOUTH  PARK'S  CANNY 
BAIT-AND-SWITCH 

ON  APR.  1,  COMEDY  CENTRAL 
toyed  with  viewers  of  its 
raunchy  hit  cartoon  show, 
South.  Park.  That  night,  it 
had  pr-omised  a  long-awaited 
r-evelation:  the  paternity  of 
Car-tman,  a  spoiled  little  fat 
kid  addicted  to  Cheesy  Poofs. 
"Apr-il  Fool!"  said  Comedy 
Central,  which  postponed  the 
disclosure,  angering  thou- 
sands of  the  show's  fans. 
Viewers  be  damned:  Ad- 


vertisers are  thrilled  beca'f 
the  delay  means  that  thel 
be  getting  a  bigger  bang  ) 
their  buck.  Lar-ry  Divr. 
Comedy  Central's  vice-pn 
dent  of  ad  sales,  says  adv 
tisers  who  a  year  ago  bou;j 
30-second  slots,  expecting 
0.9%'  shar-e  of  the  netwoi 
43  million  subscr-ibers  co 
now  enjoy  as  much  as  a  j 
shar-e  on  Apr  22,  when  CSt 
man's  father  is  unmasked 
South  Park  is  the  hight 
rated  nonsports  show  I 
cable  TV,  with  ads  selling! 
an  average  of  $40,000  forj 
seconds.  Last-minute  buyii 
pay  up  to  $80,000.  Anyw] 
did  Comedy  Central  plan! 
this  way?  "It  was  a  fortunj 
circumstance,"  Divney  sa 
looking  to  futur-e  ad  revenii 
So  is  Car-tman's  dad  Jes 
one  of  the  '91  Denver  Br( 
cos,  or  who?  Check  ( 
"Cartman's  Mom  Is  Stil 
Dirty  Slut"  to  find  out.  1 
plot  sickens.      Joan  OU 
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The  Cross  iPen  Pro  will  virtually  replace  your  mouse. 
Point,  click,  sign,  draw  and  write  on  your  PC  with  a  digital 
pen.  Mark  up  and  personalize  e-mails,  spreadsheets, 
Word  documents  and  more.  You  can  even  convert  your 
handwriting  to  typed  text.  Get  the  point?  Get  the  iPen  Pro. 
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Up  Front 


CORPORATE  CULTURE 


SEE  DICK  RUN.  SEE  JANE  ANALYZE  DATA 


ALTHOUGH   COGNEX,  WHICH 

makes  machine-vision  inspec- 
tion systems,  is  a  17-yeai--old 
company,  sometimes  it  acts 
like  a  little  kid  out  to  get 
attention. 

On  June  2,  the 
company,  which 
has  annual  sales  of 
$155  million,  will 
host  50  financial 
analysts  for  an  an- 
nual update.  Noth- 
ing unusual  about 
that,  except  that  the 
meeting  will  be 
modeled  after  a  day 
at  an  elementary 
school.  A  yellow 
school  bus  will  TEXT:  Got 
shuttle  attendees 
from  a  swank  Boston  hotel 
to  a  confab  complete  with 
blackboaixls,  limch  boxes,  and 
a  pop  quiz.  CEO  Robert  Shill- 
man  will  dress  as  a  school 
principal.  But  the  analysts 


won't  have  to  ask  permission 
to  use  the  bathroom.  "We'll 
try  to  make  them  as  com- 
fortable as  possible,"  says  a 
company  spokesman. 

What's  the  angle?  Sliillman 
just  likes  to  have 
fun.  Last  year,  he 
handed  out  bonuses 
from  the  back  of  a 
Brinks  truck.  An- 
alysts will  focus 
on  the  numbers, 
which  could  suf- 
fer this  year 
because  of  prob- 
lems among 
computer-chip- 
making  customers. 
Still,  the  wacky  ap- 
proach makes  an 
impression.  "They  did  Star 
Trek,"  at  last  year's  meeting, 
says  Fred  Wolf,  an  analyst 
at  Adams,  Harkness  &  Hill. 
"It  will  be  a  tough  act  to 
follow."  Paul  Judge 
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SLUGFEST 

TAKE  A  SEAT, 
GUYS.  NO,  WAIT... 

PAT  RILEY  AND  HIS  PLAYOFF- 
bound  Miami  Heat  basket- 
ball team  are  taking  a  little 
heat  of  their  own.  The  team 
has  been  accused  of  snatch- 
ing 38  basketball-player-size 
leather  seats  from  a  plane  it 
chartered  from  Pan  Ameri- 
can World  Airways.  Pan  Am 
says  that  after  it  filed  for 
(-'hapter  11  bankruptcy  this 
year,  the  Heat  moved  in  and 
look  the  seats.  Creditors 


estimate  the  seats  are  worth 
.$10,000  each. 

What's  worse,  Pan  Am 
says  the  Heat  took  carpet- 
ing, cabin  dividers,  and  video 
equipment,  too.  Heat  attor- 
ney Nick  Chi-istin  says  it  was 
all  gear  the  Heat  owns  un- 
der its  charter  agi'eement. 

But  creditors  think  they 
have  a  claim  to  the  seats. 
They're  calling  foul.  The  re- 
moval, says  Paul  Singerman, 
a  creditoi-s  attome.y  violates  a 
court  order  not  to  remove 
property  from  a  debtor  in 
Chapter  11  without  comt  per- 
mission. The  seatnapping  was 
also  canned  out  without  the 
Federal  Aviation  Administra- 
tion approval  needed  for  air- 
craft alterations,  he  says.  The 
Heat  would  not  comment. 

So  has  a  law  been  violat- 
ed? That's  up  to  the  bank- 
niptcy  court.  The  team  won't 
say  which  airline  it's  flying 
these  days.  Meanwhile,  its 
seats,  sitting  in  a  Miami 
warehouse,  are  missing  the 
playoffs.         Dennis  Blank 
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PRODUCT  PEEK 

SMILE,  YOU'RE  ON 
CANDID  GAME  BOY 

MOVE  OVER  SONY,  CANON,  AND 

Olympus.  Companies  such  as 
these  are  trying  to  domi- 
nate Japan's  budding  digital 
camera  market  with  ever- 
so-sophisticated  models, 
but  game  giant  Nin- 
tendo has  stolen  the 
show  with  its  low- 
tech  Game  Boy 
Camera.  In  the  first 
five  weeks  of  the 
camera's  sales 
(Feb.  21  through 
Mar.  31),  Ninten- 
do says  it  has  sold 
more  than 
700,000  units  of 
the  $50  lens  and  cam- 
era cartridge,  which  attaches 
to  its  handheld  Game  Boy 
machine.  Last  year,  only  1 
million  digital  cameras  were 


sold  in  all  of  Japan,  which 
half  the  world  market. 

Fans  can  store  up  to 
black-and-white  pictures 
the  microcamera  and  vii 
them  on  the  Game  B 
screen  or  piint  them  out  on 
$60  printer  manufactui'ed  ■ 
Nintendo  by  Seiko  E 
son  Corp.  The  quai- 
ls grainy,  but  t 
Game  Boy  crov 
mostly  ages  8  i 


A  SNAP:  Nintem 


18,  doesn't  seem 
mind.  As  with  mo 
sophisticated  digit 
ry  'y  systems,  they  C; 
stretch  and  split  ii 
ages  or  decorate  tht 
with  special  stam 
and  "paints."  Nintenc 
which  assembles  the  earner 
at  its  Kyoto  plant,  is  ram 
ing  up  for  a  June  1  U 
launch.  Irene  M.  Ku7 


THE  BIG  PICTURE 


WHY  THEY  CALL  IT  THE  HIGH  LIFE 

Buyers  of  luxuiy  goods  and  seivices  aren't  too  cost-consciousi 
yet  while  luxuiy  prices  continue  to  outpace  general  inflation! 
the  pace  has  slowed.  A  round  trip  on  the  Concorde  has 
risen  18%,  but  at  least  Porsches  and  caviar  still  cost  the 
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y  .?0 I  KOTES  Credit-card  users  who  canceled  cards,  1997,  36%.  Reasons:  too  many  cards,  1 3%;  no  longer  buying  on  credit,  7% 
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TiBCO  software  connects  all  your  applications,  databases  and  networks.  You  become 
a  global,  real-time,  event-driven  enterprise.  (Over  500  of  the  world's  leading 
corporations  are.)  You  know  instantly  the  relevant  events  that  drive  your  business. 
Your  business  processes  are  integrated  for  smarter,  faster  decisions.  You  reduce 
cycle  times.  You  deliver  customer  service  at  the  highest  level.  You  win. 


See  that  four- leaf  clover It's  yotii\s. 


IKTIBCO 


www.tibco.com 
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Y.    If    not,    it's    probably    not    her    looks    giving  you 
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RISKS-AND  REWARDS- 
OF  VERTICAL  INTEGRATION 

My  beliefs  on  the  dangers  of  vertical 
LiitegTation  wei'e  taken  out  of  context  in 
"How  Lockheed's  early-warning  system 
crashed"  (News:  Analysis  &  Commen- 
taiy,  Apr.  6),  your  view  of  how  the  pro- 
posed merger  of  Locklieed  Martin  Coi-p. 
and  Nortlu'op  Gnimman  Coip.  ran  afoul 
of  government  regulators. 

I  do  indeed  believe  that  vertical  in- 
tegration is  dangerous  if  contractors 
freeze  out  competitors  by  denying  them 
access  to  components  or  shut  out  as 
sellers  those  traditional  second-  and 
third-tier  component  supplier's  who  nor- 
mally sell  to  prime  contractors. 

However,  yom-  stoiy  failed  to  include 
the  second  part  of  my  argument:  that 
many  companies,  including  the  one  I  have 
served,  Locklieed  Martin,  have  a  better 
solution  by  acting  as  merx-hant  buyer's 
and  supplier's,  i.e.,  buying  and  selling  to 
all  on  an  equal  basis.  The  benefit  of  this 
appi'oach  is  clear':  Systems  ultimately  sold 
to  the  customer'  are  made  up  of  the  best 
components  available.  It's  what  om-  cus- 
tomer's deserve,  and  it's  what  our'  em- 
ployees and  shar'eholder's  expect  of  us. 

Simply  put,  1  do  agi'ee  that  the  exis- 
tence of  banks  can  lead  to  bank  rob- 
ber'ies.  I  do  not  agr'ee,  however,  that 
banks  should  therefore  be  outlawed. 

Nor'man  R.  AugTistine 
Chairman 
Lockheed  Mar'tin  Cor'p. 

Bethesda,  Md. 

MARKETS  CAN'T  PROTECT  US 
FROM  MONOPOLY  ABUSES  

All,  the  tautologies  economists  weave. 
Gar'y  S.  Becker''s  ar'gument  that  the 
niai'ket,  not  trustbuster's,  should  be  the 
judge  of  Microsoft  Corp.'s  mar'keting 
practices  assumes  away  the  question 
("Let  the  marketplace  judge  Micr'osoft," 
Economic  View]Joint,  Apr.  6).  The  ques- 
tion is  whether'  Micr'osoft's  mar'ket  pow- 
er is  being  used  to  displace  competi- 
tion. Antitr'ust  laws  are  a  principal 
element  in  defining  the  scope  of  Micro- 
soft's property  r'ights  in  its  software 
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and  the  limitations  on  its  rights  to  t 
pose  contract  limitations  on  others. 

Wher-e  a  mar'ket  participant  uses  gl 
eminent-defined  and  -enforced  contr 
and  property  r'ights  to  exclude  oth 
fi'om  exer'cising  their-  contract  and  pr  ivhyt 
erty  r'ights  in  ways  that  deny  society  ,5  expi 
novative,  pr'oductive,  and  allocative  e  j  foui 
ciencies — and  in  ways  inconsistent  w  j 
deeper'  political  and  social  values  of 
society — antitrust  policy  is  r-elied  up  u  ari, 
Letting  the  mar'ket  sort  out  the  effe 
of  Micr'osoft's  pr'actices  when  the  qu 
tion  is  whether  the  mar'ket  is  being  ( ?j 
abled  ft'om  doing  so  is  at  best  a  s 
tautology.  If  most  of  your  contr-ibut  ut 
to  Economic  View]3oint  held  sway,  1 
ernment  would  not  interfere  with 
mar'ket  to  define,  protect,  and  enfo 
pr'operty  and  contract  rights  at  all. 

John  J.  Flj 
Univer'sity  of  LItah  College  of  L 
Salt  Lake 
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HAS  TRASHED  DISNEYLAND 
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Improved  earnings  at  Walt  Disr  jj|j,,i, 
Co.'s  theme-par-k  division  are  the  res 
of  an  impr'oved  economy  and  an  incre; 
in  tomism  ("Theme-par'k  shootout,"  1 
Corpor'ation,  Apr.  6).  They  don't  refli 
soimd  management  of  its  par'ks.  Its  fl; 
ship,  Disneyland,  has  become  a  diitj 
poorly  maintained  retail  location 
cheap  mer'chandise.  Gone  is  the  i 
biance  that  Walt  Disney  and  his  art 
rector's  wor'ked  so  hard  to  achieve. 

Anheuser-Busch,  Six  Flags  Thei 
Par'ks,  and  other-  operators  must  be 
lighted  that  Disney's  shortsighted  m: 
agement  has  leveled  the  playing  fii 
by  dr-opping  down  to  everyone  els 
standar-ds.  In  doing  so,  Disneyland  1 
lost  valirable  and  loyal  r-epeat  custom* 
that  it  will  never  be  able  to  woo  bac 
Bob  BurtTi 
Los  Ange 

THE  GOLDEN  STATE  WON'T 
MESS  WITH  ITS  NET  EGGS 
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lan  eyes  the  Net,"  Government, 
6).  Nor  will  it  stand  idly  by  and 
I  someone  else  threaten  it. 
at's  why  Governor  Pete  Wilson 
p  a  fight  within  the  National  Gov- 
s  Assn.  in  favor  of  Representa- 
]hristopher  Cox's  (R-Calif.)  Inter- 
jx-moratorium  legislation.  And 
why  California's  Board  of  Equal- 
n  explicitly  rejected  the  notion 
a  company's  presence  on  a  Net 
r  [in  California]  subjects  it  to 
tax — contrary  to  what  was  stated 
xr  article. 

gressive  tax  schemes  are  a  threat 
1st  to  providers  of  Net  hardware, 
are,  and  services.  They  also  can 
businesses  that  compete  better 
ut  costs  by  using  this  technology, 
:11  as  individuals  who  use  the  Net 
)p,  communicate,  and  learn. 

Ira  H.  Goldman 
ictronic  Commerce  Advisoiy  Council 
Sacramento 

>PLE  A  DAY 

S  THE  MICROBES  AWAY? 

iteria  and  virases  reproduce  faster 
Ne  ever  will  and,  as  a  consequence, 
mil  always  be  an  evolutionai-y  step 
I  of  a  pharmaceutical  strategy 
•  against  the  microbes,"  Cover  Sto- 
pr.  6).  Antibiotics,  vaccines,  and 

diTigs  certainly  have  a  place  in 
ng  infections,  but  we  must  re- 
ler  that  no  cbxig  can  make  up  for  a 

immune  system. 

yar,  pesticides,  and  a  host  of  other 
lets  we  ingest — including  some 
iotics — actually  reduce  our  ability 
ht  infections.  So  do  nutritional  de- 
cies,  which  are  more  common  in 
J.  S.  than  a  lot  of  officials  would 
0  admit.  To  shore  up  our  innate 
ses,  we  must  also  value  scientifi- 
sound,  low-tech,  low-cost  weapons: 
J  wholesome  foods  and  taking  ex- 
itamin  E  and  C  to  enhance  our 
■nity. 

Jack  Challem 
Editor  and  Publisher 
The  Nutrition  Reporter 
Beaverton,  Ore. 

IK  THE  GABLE  COMPANIES' 
(E  HOLD  

lay,  having  cable  companies  own 
nanage  the  wire  into  my  house  as 
as  being  the  conduit  for  all  pro- 
ining  is  like  having  a  tmcking  com- 

own  all  the  roads  to  individual 
s  ("Clipping  cable's  power,"  News: 
,'sis  &  Commentaiy,  Apr.  6). 
ey  are,  consequently,  filled  with  a 

of  monopolistic  power  regardless 
gulatory  oversight  and  choose  to 
e  and  deliver  whatever  they  wish. 


I  would  urge  Congress  to  separate 
the  "ownership"  of  the  cables  and  the 
"retailing"  of  the  programming.  If  com- 
panies were  allowed  to  bid  for  the  ser- 
vicing of  the  }5hysical  infi'astnictiu*e  sep- 
ai'ately,  consumers  would  get  the  benefit 
of  dozens,  if  not  hundreds,  of  "pro- 
gi'amming  retailers." 

The  company  responsible  for  servic- 
ing the  infrastructure  would  have  no 
preference  for  any  one  retailer.  Their 
services  would  be  paid  for  by  the  fixed 
charges  for  the  line  that  regulators 


would  allow  them  to  charge  (much  like 
the  line  charge  on  my  phone  line).  This 
aiTangement  would  also  make  it  possible 
for  progi"am  creators  to  offer  a  la  carte 
channels  directly  to  consumers,  fuither 
reducing  their  costs  by  taking  out  the 
middleman. 

Everyone  would  gain:  consumers,  be- 
cause they  would  have  a  choice  of  re- 
tailer; retailers,  because  they  would 
have  a  selling  opportunity;  creators,  be- 
cause they  would  be  able  to  offer  ser- 
vice directly  to  the  consumer;  and  gov- 


"Now  do  you  understand  the  effect  of  wholesaler 
nonsupport?  And  why  we  should  leave  the  Evolving 
Phone  Company  for  that  Williams  network?" 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Pull  up  a  chair  and  visit  www.willtales.com  or  call  1-800-WlLLIAMS.  tor  superior  telecom  solutions. 


©1998  The  Williams  Companies,  Inc 
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streaking  is  back. 


This  time  around,  streaking  is  perfectly  legal.  Just  ^ 


as  you  observe  the  speed  limit -which  won't  be  eas! 


the  E430's  all-new,  twin-spark V-8  that  can  go  from,0  • 


6.4  seconds,  with  the  oomph  of  275  horses.  (That's- 27|; 


pz  of1-Jorili:»WicaJric,,  tylorltvaie,  NJ.,  MerrW  ot*^ 


i  than  the  mother  of  streaking,  Lady  Godiva.)  With  a  It  all  adds  up  to  make  driving  the  E430  the  most  fun 

/;.  ■  •  . 

-adaptive,  electronic  5-speed  automatic  transmission,  you  could  possibly  have -with  your  clothes  on.  For  more 

^rcedes  E430  gives  you  the  exhilarating  performance  information,  explore  our  Web  site  at  www.MBUSA.corii  or 

never  expect  from  a  comfortable,  full-size  sedan.  call  1-800-FOR-MERCEDES.  The  E430,  starting  at  $50,600* 


Readers  Report 


ecnment,  because  it  would  have  less  to 
regulate. 

Ai'shad  Noor 
Cupertino,  Calif. 

The  most  obvious  reason  for  the  piice 
rises:  Cable  companies  fear  reregula- 
tion  and  are  jacking  prices  as  far  as 
they  can  to  have  a  higher  base  from 
which  to  be  regulated.  It's  a  defensive 
strategy — for  which  all  consumers  will 
suffer.  This  is  corpoi'ate  spin  reminis- 
cent of  tobacco  presidents  on  cancer 
risk — not  the  best  model  with  which  to 
win  the  hearts  and  minds  of  either  con- 
sumers or  the  government. 

David  Wineberg 
Internet  Ti'adeline  Inc. 

New  Yoi'k 

FOUL  RESULT  OF  THE 
WASTE  MANAGEMENT  MERGER 

Regai-ding  yoiu'  question,  "Can  Waste 
Management  climb  out  of  the  muck?" 
(News:  Analysis  &  Commentary,  Mar. 
23),  Ecology  Group  works  with  trash-re- 
moval vendors.  To  create  profits  quickly, 
the  "new"  Waste  Management  Inc.  will 
increase  prices  across  the  board  to  all  of 
its  cuiTent  chents.  It  will  acquu-e  small- 
er hauling  comj)anies  or  force  them  out 
of  the  market — or  both.  If  the  latter 
occurs,  competitiveness  in  this  market 
will  be  dramatically  reduced,  and  busi- 
nesses will  find  more  of  their  money 
going  into  the  trash. 

Before  this  merger,  the  businesses 
we  have  worked  with  typically  saw  an- 
nual price  increases  of  at  least  15%. 
With  less  available  competition,  and  with 
John  E.  Dnuy's  aggressive  profitability 
goals,  these  increases  will  become  more 
commonplace.  The  people  who  will  be 
hurt  are  managers  for  retail  chains, 
quick-seivice  food  pui"veyors,  casual  din- 
ing chains,  drugstore  and  grocery 
chains,  etc.,  which  are  often  responsi- 
ble for  controlling  expenses  at  their 
sites.  It  can  mean  the  difference  be- 
tween a  bonus  or  no  bonus  for  them. 

Renee  K.  Nicholson 
Ecology  Group 
Columbus,  Ohio 

PRIVATIZING  SOCIAL  SECURITY: 
WHAT  ABOUT  THE  MENTALLY  ILL? 


Doubts  about  the  privatization  of  So- 
cial Security  go  beyond  yields  on  stocks 
aril  I  !;i  -oine  for  the  physically  disabled 
and  ,i  I  ndents  of  deceased  workers 
("How  .  •  :  to  fix  Social  Security,"  Eco- 
nomic T:  r.ds,  Mar.  2:3).  A  more  com- 
pelling i-ason  to  reject  privatization 
propos     is  that  they  decimate  the  dis- 


ability-income and  survivor-insurance 
payments  that  provide  a  floor  of  pro- 
tection for  those  most  in  need — those 
with  mental  retardation  and  other  dis- 
abilities. We  must  not  let  that  happen. 

Quincy  Abbot 
Arlington,  Tex. 

BUSINESSES  SHOULDN'T  BE  SO 
QUICK  TO  EMBRACE  ARBITRATION 

Many  employers  seem  entranced  by 
the  idea  of  saving  costs  through  man- 
dating arbitration  in  employment  con- 
tracts, as  youi'  stoiy  points  out  ("Foi'ced 
into  arbitration?  Not  anymore,"  Legal 
Affairs,  Mar.  16).  They  should  consider, 
however,  that  ai'bitration  clauses  make  it 
easier,  cheaper,  and  faster  for  employees 
to  file  claims  against  them,  too. 

Employers  should  be  waiy  of  agree- 
ing so  easily  to  arbitration  for  disputes 
arising  out  of  the  employment  relation- 
ship. It  can  be  a  double-edged  sword, 
particularly  for  smaller  businesses. 

J.  D.  Thorne 
Crivello  Carlson 
Mentkowski  &  Steeves 
Milwaukee 

HAVE  NO  FEAR:  THE  GODZILLA 
CAMPAIGN  IS  A  MONSTER  

Stop  gnashing  your  teeth  ("He's  big. 
He's  upset.  He's  invisible,"  Marketing, 
Apr  6).  So  what  if  the  marketing  cam- 
paign of  the  filmmakers  and  Sony  Coip. 
isn't  traditional?  Foimula  mai'keting  isn't 
necessary  when  you  have  a  property 
with  40-plus  years  of  equity  and  the 
highest  consumer-awareness  level  pos- 
sible. Tlie  teaser  campaign  is  working.  It 
was  controversial  enough  for  BUSINESS 
WEEK  to  wiite  about  it.  With  two  more 
films  waiting  in  the  wings,  this  hcensee 
tliinks  the  long-tenn  mai'keting  approach 
is  a  well-conceived  monster. 

Leo  Hauser 

Co-CEO 

Ti-endmasters  Inc. 

St.  Louis 

WHY  MATURE  COMPANIES 
RARELY  MAKE  BREAKTHROUGHS 

"The  new  trailblazers,"  (Special  Re- 
port, Apr  6)  chastises  the  leaders  of  es- 
tablished phone  companies  and  applauds 
new-technology  mavens.  But  you  miss  a 
ftmdamental  point:  Rapid,  dramatic  tech- 
nology advances  and  theh'  associated  cost 
reductions  fly  in  the  face  of  the  "entitle- 
ment" mentality  of  investors  and  ana- 
lysts who  influence  decisions  by  corporate 
leaders. 

Imagine  what  would  happen  if  the 


lotO 


IS 


CEOS  of  AT&T  or  Ameritech  Corp.  aci 
on  the  reality  that  new  converged-vo  *'  ^^^^ 
data  technology  is  better  and  cheaj  *'°!.; 
than  the  installed  plant.  Billions  in 
sets  would  be  waitten  down,  and  prii 
for  existing  services  would  be  cut 
50%  or  more.  As  current  prices,  m 
gins,  and  earnings  fell  apart,  invest 
would  be  sorely  disappointed. 

Clearly,  the  ability  to  move  from  c 
generation  of  technology  to  the  next 
vors  new  providers.  They  need  not  ei 
much,  if  anything,  while  they  build 
the  new  infrasti-uctiu'e  and  build  up  n 
business  by  cutting  existing  prices 

Such  transitions  present  one  of  t 
gi'eat  leadership  issues  of  our  time.  I 
less  a  business  dominates  a  horizon 
layer  of  high  tech  (as  Intel  and  Micros 


do),  it's  tougii  for  a  market  leader'  in  cff  P^- 
genei'ation  to  succeed  in  the  next 

Dennis  J.  CrsJtoE 
Prospect,  p" 


FINDING  US  ONLINE 
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The  full  text  of  Business  Week,  the  Business  Weekftaiiiev 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
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and  mention  Business  Week, 

MaVen 


isscr>'e 


Shopping  for  computer  equipment'  Visit  Maven 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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Internet:  bwreader@mgh.com 

America  Online'  readersbw 
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ittle  for  Control  of  America's  Leading  Corporations 

ce  Wasserstein 
820pp  •  $30 


ASSERSTEIN'S 
&A  101 


(he    rehabilitation    of  Bruce 
Wasserstein  has  not  been  quick 
or  easy.  The  mergers-and-acqui- 
s  maven  hit  his  nadir  in  1989, 
he  landed  on  the  cover  of  Forbes 
the  headline  "Bid-'em-up  Brace." 
he  perception  of  Wasserstein  as 
eraggi'essive  investment  banker 
von  hostile  bidding  wars  by  get- 
lients  to  overpay  faded  with  time, 
le  has  kept  a  low  profile  during 
of  this  decade. 

February  of  1997,  however,  he 
ed  the  spotlight  again  vv^hen  he 
i  as  adviser  to  Dean  Witter  Dis- 
&  Co.  in  its  merger  with  Mor- 
itanley  &  Co.  In  early  1998,  his 
Wasserstein,  Perella  &  Co.,  cele- 
i  its  10th  anniversary  with  full- 
lewspaper  ads.  Some  500  employ- 
rong,  the  finn  has  made  a  name  as 
y  M&A  adviser  that  has  prospered 
merger  boom  of  the  1990s, 
sserstein  may  have  written  Big 
The  Battle  for  Control  of  Anieri- 
eading  Corporations  to  help  com- 
lis  public  redemption.  The  50-year- 
3w  Yorker  says  he  wi'ote  the  book 
se  "it  was  in  me."  The  book  may 
been  in  him,  but  his  inner  editor 
m  vacation.  The  820-page  tome, 
underlying  thesis  is  that  mergers 
)od  for  the  economy,  is  difficult  go- 
here's  welcome  relief  in  the  fonn  of 

chapter-opening  quotes  and 
rofiles  on  such  subjects  as  Viacom 
Sumner  M.  Redstone  and  buyout 
Henry  R.  Kravis.  And  the  last 
is  a  thorough  primer  on  the  nuts 
jlts  of  tender  offers  and  bear  hugs, 
are  attempts  to  pressvtre  compa- 
ito  deals.  But  much  of  the  book  is 
inspii'ed  rehash  of  recent  deal  his- 
including  chapters  on  specific  in- 
es  from  energy  to  health  care. 

Deal  is  certainly  not  "highly 
)le  and  more  compelling  than  Bar- 
is  at  the  Gate"  as  its  book-jacket 


copy  says.  Wasserstein's  sister,  play- 
wright Wendy,  is  the  writer  in  the  fam- 
ily. Bruce's  prose  is  workmanlike  and 
emotionless,  betraying  his  fii-st  career 
as  a  lawyer-.  Noi"  does  he  dish  any  dirt 
on  his  famous  clients  and  fellow  bankers. 
Wasserstein  ignor-es  the  first  rule  of 
writing,  which  is  show,  don't  tell.  And 
for  gosh  sake,  name  names!  For  exam- 
ple, in  describing  negotiations,  he  says, 
"there  is  the  occasional  pathological  bul- 
ly. Some  people  just  can't  help  them- 
selves and  r'ant  and  r-ave  with  r-ed-faced 
demonstrations  of  temper." 
Hmmm.  Or  how  about  this 
wonderfully  cry])tic  sentence: 
"Being  the  subject  of  press 
scratiny  is  a  rather  remark- 
able experience,  even  for 
someone  sympathetic  to 
journalists."  Indeed,  the  only 
emotion  to  surface  in  the 
book  is  the  author's  fear  of 
reporters. 

Why  is  Wasser'stein  so  im- 
willing  to  shar-e  his  undoubt- 
edly rich  cache  of  experi- 
ences? Because  he  is  a  working 
investment  banker  who  very  much 
wants  to  eat  lunch  in  this  town  again. 
He  has  a  business  to  ram  and  can't  af- 
ford to  alienate  his  clients.  The  talented 
jomTiahsts  who  wr-ote  Barbarians  at  the 
Gate  had  far  less  to  lose. 

One  of  Wasserstein's  main  motives 
appears  to  be  defending  his  pr-ofession 
and  himself.  In  r'esponse  to  char-ges  that 
deals  were  overpriced  in  the  1980s,  he 
points  out  that,  in  hindsight,  the  critics 
were  vn-ong.  He  r-ebuts  the  criticisms  of 
mergers,  with  his  best  coimterar-gument 
being  that  they  allow  companies,  and 
thus  the  economy,  to  compete  and  pr'os- 
per.  His  analysis  of  the  mer-ger-  boom  is 
thin:  Wasserstein  chalks  it  up  to  fac- 
tor's fi'om  regulatory  reform  to  techno- 
logical change — nothing  we  haven't 
hear'd  before. 


BRICE 
WASSERSTEIN 


ne  llattle  for  Conlnil  of 
Ameriai's  iradiug  Corfimlkm 


DEAL 


Yet  Big  Deal  shines  in  its  final  third, 
the  section  called  "Doing  the  Deal." 
Here,  Wasserstein's  keen  instincts, 
knowledge  of  legal  and  accounting  is- 
sues, and  gamesmanship  abilities  are 
apparent.  Ir-onically,  one  of  Bid-'em-up 
Br'uce's  best  chapters  is  "The  Price," 
which  discusses  in  detail  how  to  value  a 
company. 

Ajiother  good  chapter  gives  advice  on 
negotiating  tactics.  "One  ideal  way  in 
which  to  control  pace  is  to  be  the  host 
for'  the  meeting,"  we  are  told.  Wasser- 
stein also  advises  that  "all  anger  need 

not  be  r-epr*essed  A  show  of  anger 

may  well  be  justified  by  the  situation, 
particularly  if  you  feel  the  other  side 
has  begun  to  try  to  take  advantage  of 
your  flexibility."  Or  how  about  this: 
"Sometimes  there  is  great  advantage  to 
confirsion."  Big  Deal  also  detaOs  the  me- 
chanics of  dealmaking,  fr'om  defense  tac- 
tics to  raising  cash.  "The  most  common 
mistake  seller's  make  in  negotiated  tr-ans- 
actions  is  gr-anting  a  pr-ospective  buyer 
the  exclusive  right  to  negoti- 
ate a  pur'chase  for  a  period 
of  time."  For  certain  r-ead- 
er-s,  tliis  advice  could  be  well 
worth  the  book's  $30  price. 

Wasserstein  performs  a 
service  by  stripping  away 
some  of  the  mystique  sur*- 
r-ounding  what  highly  paid 
investment  banker's  actually 
do,  such  as  run  auctions. 
However-,  he  is  largely  un- 
critical of  his  pr-ofession.  The 
only  time  he  acknowledges 
potential  conflicts  of  interest  is  in  a  dis- 
cussion of  "fah-ness  opinions" — when  a 
boar'd  of  dir-ectors  hir'es  an  investment 
bank  to  give  its  opinion  on  whether 
shar-eholders  are  getting  a  fair  price. 
Wasserstein  points  out  that  investment 
banks  receive  a  success  fee  if  the  deal 
they  are  advising  on  goes  thr-ough  and 
get  a  much  lower  fee  if  the  deal  col- 
lapses. It  would  be  nice  if  he  had  point- 
ed out  other  such  conflicts. 

Wasserstein  has  written  a  solid  text- 
book that  will  be  a  very  useful  r-eference 
for  director's,  managers,  aspiring  in- 
vestment bankers,  and  journalists.  It  is 
hardly  a  page-tur-ner-.  But  it  may  im- 
press a  few  chents  and  even  get  people 
to  replace  his  hated  nickname,  Bid-'em- 
up  Br-uce,  with  another:  Big  Deal  Br-uce. 

BY  LEAH  NATHANS  SPIRO 
Spiro  covers  investment  bmiking. 


DON'T  EXPECT  JUICY  GOSSIP-JUST  A 
SOLID  TEXTBOOK  ON  DEALMAKING 


THAT  MAKES  BUS: 


staying  competitive  shouldn't  mean      traditional  routers,  at  a  tenth  the  c 
building  a  whole  new  network.   You      with  all  the  security  you  depend  oiii 


don't  have  time  for  downtime  or  the 
millions  in  lost  Revenue  that  comes 
with  network  redesign.  That  kind  of 
business  interruption  just  doesn't 
make  sense.  Cabletron  has  smart 
solutions  that  give  you  the  extra 
bandwidth  you  need  right  now, 
with  the  network  you  already 
have.  Solutions  that  deliver  powerful 
leading-edge  business  applications. 
We  think  that  makes  a  lot  of  sense. 
Take  our  versatile  SmartSwitch  Router, 


It  actually  drives  applications  through 

SmartSwilch  Router       ''"t"  °/ 

your  network 
one  hundred  times  faster  than 


That's  incredibly  smart.  Then  there's 
SPECTRUM®  Enterprise  Manageme"' 

SPECTRUM*  Enterprise  ^"f'-^-"^- 
Management  Software 

understand 
your  network,  it  understands  your 
applications,  so  you  get  the  most  out 
of  them.  Now  that's  sensible.  And  all 
of  our  smart  solutions  are  backed  by 
our  world-class,  worldwide  service 
and  support  team.  So  contact  your 
authorized  reseller  or  call  Cabletron 
at  1-800-438-3351.  We'll  show  you 
how  to  get  more  bandwidth  than  you 
ever  thought  possible.  And  that  makes 
good  sense .  Good  business  sense. 


caBLeiRon 

 SYsrems 


www.  Cabletron .  com 
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BY  STEPHEN  H.  WILPSTROM  

A  CLIPBOARD 
WITH  A  MEMORY 


The  CrossPad  stores 
pages  of  handwi'itten 
notes-and  allows 
keyword  searches 

For  far  too  long,  com- 
puters have  forced  hu- 
man beings  to  do 
things  their  way.  Humans 
have  been  communicating 
through  speech  since  the  ori- 
gin of  the  species  and  by 
handwi-iting  for  thousands  of 
years.  Typing  and  mouse 
chcks,  efficient  though  they 
may  be,  are  unnatural 
new-comers. 

The  $399  CrossPad  from 
penmaker  A.  T.  Cross  is  a 
sign  that  computers  may 
be  starting  to  do  things 
our  way.  It's  a  sort  of 
electronic  clipboard; 
slip  in  a  pad,  pick  up 
the  special  pen  sup- 
phed  with  the  device, 
and  you  can  store  up  to  50 
handwritten  pages  in  the 
CrossPad's  memory.  Connect 
the  clipboard  to  the  serial 
port  on  a  Windows  95  PC,  and 
a  facsimile  of  the  handwiitten 
pages  is  zapped  into  the  P(". 

You  could  accomplish  the 
same  thing  just  by  running 
your  written  pages  through 
a  scanner.  But  the  CrossPad, 
developed  in  conjimction  with 
IBM's  Thomas  J.  Watson  Re- 
search Center  in  Yorktown 
Heights,  N.  Y.,  is  more  con- 
venient and  comes  with  some 
very  clever  IBM  software. 
INDEXED  COPIES.  If  you  tap  a 
button  on  the  CrossPad  and 
then  circle  a  word  or  phrase 
on  youi-  sheet  of  paper,  it  will 
be  converted  to  text  and  I'ec- 
ogTiized  as  a  keyword  when 
you  copy  the  wiiting  to  your 
i'C.  After  coirecting  the  soft- 
vs'are's  translation  of  your 


handwriting,  if  necessary,  you 
can  search  your  saved  notes 
for  the  reference.  You  can 
also  add  keywords  to  pages 
once  they  have  been  loaded 
into  the  computer.  This 
makes  it  simple  to  store  in- 
dexed, search- 
able copies  of 
handwritten 
documents  on 
your  computer. 
The  IBM  re- 


THE  CROSSPAD 
DIGITAL  PERSONAL 
NOTEPAD 


in  training  the  device  to  read 
my  scrawl,  it  did  a  fai"  fi'om 
perfect,  but  stUl  creditable,  job 
if  I  wrote  cai-efiilly.  I  certainly 
could  fix  the  eiToi"?  a  lot  faster 
than  I  could  type  in  all  the 
text,  a  reasonable  measui'e  of 
success. 

Still,  I  think  of  the  Cross- 
Pad  mainly  as  a  veiy  inter- 
esting first  effort.  The  clip- 
board is  bulky  and  heavy, 
although  researchers  hope  to 
design  a  version  that  is  no 
thicker,  and  not  much  heavier, 
than  a  conventional  clipboaixl. 
You  have  to  click  a  button 
when  you  move  to  a  new 
sheet  of  paper, 
or  yom-  wiiting 
gets  all  jumbled. 
That's  an  incon- 
venience until 
you  get  used  to 
it.  And  when 
you  choose  to 
I'ecognize  hand- 


search  team, 
headed  by 
Krishna  S . 
Nathan,  is  mak- 
ing only  minimal 
claims  for  the 
CrossPad's  abili- 
ty to  recognize 
handwriting. 
They  want  to 
avoid  the 
ridicule  heaped 
on  Apple  Com- 
puter's now-de- 
funct Newton 
when  it  failed  to 
come  close  to  its 
eariy  promise  of  handwTiting 
recognition.  But  the  develop- 
ers may  be  selling  theii*  work 
short.  The  CrossPad  can  con- 
vert any  selected  block  of 
writing  to  computer  text.  Af- 
ter investing  4i5  minutes  or  so 


A.T.  Cross  Co 

800  282-7677 
401  333-1200 
www.cross-pcg.com 

9%  X  14  X  %  in. 


Four  AAA  batteries 


STORAGE  CAPACITY 


approx.  50  pages 


writing,  the  re- 
sults show  up 
only  in  ibm's  Ink 
Manager  pro- 
gi'am;  to  get  the 
text  into  a  word 
processor  or 
other  applica- 
tion, you  have 
to  cut  and 
paste. 

Oddly,  given 
Cross's  exper- 
tise, the  pen  could  stand 
some  work.  The  CrossPad 
uses  radio  signals  from  the 
pen  to  record  data — that's 
liow  you  can  write  through  a 
whole  pad  of  paper — so  the 
pen  contains  a  transmitter 


powered  by  an  aaaa  bati 
That  doesn't  leave 
room  for  ink,  so  Cross  usi 
mini  ballpoint  refill  good 
roughly  50  sheets.  Sets  of 
refills  are  stored  neatly 
side  the  pad.  But  I'm  n( 
fan  of  ballpoints  and  wc] 
like  a  rollerball  or  cerar 
tip  alternative.  Many  bujj 
might  prefer  somet 
lighter  than  the  1.5-o 
model.  And  don't  lose 
pen.  The  first  replace 
costs  $59  and  subseq 
ones  $89. 

Improvements — and  lo 
prices — will  come  in  time 
the  meantime,  the  Cross 
is  an  important  sign  of  thi 
to  come,  as  computer  sci 
tists  make  rapid  progress 
what  they  caU  "alternative 
terfaces"  such  as  speech  ; 
handwaiting. 

At  high-tech  meetings, 
not  unusual  to  see  every 
around  a  conference  ta 
tapping  away  on  his  or 
own  laptop  computer.  Bui 
most  settings,  si 
behavior  is  thou: 
of  as  somewhere 
tween   weird  ; 
rude.    In  Eui< 
and  Asia,  it's  gei: 
ally  regarded 
completely  ui 
ceptable.  And 
use  of  laptops 
flatly  prohibited 
some  places,  such 
courtrooms. 
Furthermore,  compii 
keyboards  aren't  gi*eat 
note-taking.  It's  difficult  or 
possible  to  type  diagi-ams,  I 
charts,  gi'aphs,  or  equati^ 
into  a  computer.  Software  ; 
will  make  it  possible  to  i 
the  CrossPad  to  fill  in  priin 
foiTns,  an  approach  that  mi 
health-cai-e  workers  and  <) 
ers  who  spend  much  of  tlii' 
worldng  lives  filling  in  for  si 
may  find  simpler  and  mo 
natiu'al  than  a  laptop  or  hai- 
held  computer. 

Keyboards  and  mice  Wd 
disappear  anytime  soon,  ail:, 
maybe  never.  But  it's  good ) 
see  that  computers  are  sta- 
ing  to  accommodate  humi 
forms  of  communication. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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rom  engineers  to  accountants,  analysts  to  graphic  designers,  our  experts  are  the 
best  in  their  fields.  That  is,  if  you  want  to  get  extremely  technical. 
For  information,  call  1-888-GO-KELLY,  or  visit  us  at  www.kellyservices.com 
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Look  what  we  do  now.^ 


Whether  printed,  Faxed,  copied  or  scanned,  even  these 
abuses  oF  the  English  language  deserve  to  Look  their  best. 


ik 


To:  All  Personnel 
From;  Bob 

This  IS  an  F^l  per  requesi  of  the  ChO  (i.e.  me) 
re  touting  of  all  memos.  To  recap  all  memos 
must  be  OK'd  by  ihjs  office 

This  policy  IS  to  be  implemented  ASAP  Please 
call  me  w/any  qucsDons,  -) 


To  All  Personnel 
f-rom  Bob 

This  IS  Jn  m  per  reijucst  uf  the  CEU  (le  mc) 
re  routing;  uf  all  memos  To  recap  jU  memos 
must  be  OK'd  by  this  office 

This  poliev  IS  i.>  be  implemented  ASAP  Please 
call  me  w/any  quesoons  -) 


To  M\  Personnel 
From:  Bob 

This  IS  an  F'VI  per  request  of  the  CEO  (i  e  mc) 
re  routing  of  all  mcmoi  To  recap  all  memos 
must  be  .OK'd  by  this  office 

This  pol]C7  is  to  be  implemcnied  ASAP  Please 
call  me  w/any  quesuons.  -) 


m 


Laser  print 


Laser  Fax 


Laser  copy 


le  sharpness,  clarity  and  precision  of  HP  LaserJet  technology  is  now  available  in  an  all-in-one  unit. 

he  HP  LaserJet  3100  gives  you  professional,  600  dpi  blacl<;  and  white  documents  at  impressive  ^HCnV  HEWLETT 

I'lser  speed.  It  even  performs  multiple  tasks  simultaneously.  All  with  the  dependability  you'd  ^^il^B  PACKARD 

^<pect  from  Hewlett-Packard.  Priced  around  $699".  For  more  information  visit  www.lj3100.com  [  Expanding  Possibilities  ] 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


THE  EAST  ASIAN  TIGERS 
HAVE  PLENTY  TO  ROAR  ABOUT 


FLAWED: 

Earlier  studies 
suggested  that 
the  region's 
growth  came 
mainly  from  a 
capital  surge. 
Technology 
had  a  lot  to  do 
with  it,  too 


;<'  ihert  J  P.arro  is  a  professor  of  eco- 
'i,  irriic^>  at  Harvard  University  and  a 
'truer  lijilow  of  the  Hoover  Institution 
(ribweek'Stiarvard  edu). 


Until  last  year,  many  East  Asian  coun- 
tries were  widely  regarded  as  eco- 
nomic miracles.  The  standouts  included 
the  four  Asian  Tigers — Hong  Kong,  Singa- 
pore, South  Korea,  and  Taiwan — where 
gi'owth  rates  of  real  per  capita  gross  domestic 
product  from  1960  to  1995  were  around  6% 
per  year.  Right  behind  were  Indonesia, 
Malaysia,  Thailand,  and  China.  These  perfor- 
mances placed  this  East  Asian  group  at  the 
top  of  the  world's  gi'owth  list. 

The  Asian  reputation  has  suffered  recently 
because  of  financial  crises  and  recessions. 
These  crises  did  highlight  some  policy  short- 
comings, such  as  unwise  credit  subsidies  and 
deficient  regulation  of  financial  markets.  But 
the  negative  reaction  has  been  sharply  over- 
done. In  comparison  with  tyi^ical  developing 
countries,  government  policies  in  most  of  the 
East  Asian  countries  have  been  fiscally  re- 
sponsible, pro-market,  and,  hence,  reasonable. 

Yet  even  before  the  recent  setbacks,  the 
fom-  Tigers'  economic  record  was  challenged  in 
two  well-known  studies  by  Alwyn  Young  (in 
the  1992  \BER  Macroeconomic  Annual  and 
the  1995  Qnarterhj  Journal  of  EconoDiics). 
Young  argued  that  the  high  rates  of  econoin- 
ic  growth  reflected  very  little  technological 
progi'ess.  Growth  occurred  mainly  because  of 
extraordinary  rates  of  capital  accumulation, 
some  in  the  form  of  education  ("human  capi- 
tal"), but  most  in  machines  and  buildings. 
The  lack  of  teclinological  progress  was  sur- 
prising because,  even  if  these  countries  were 
inventing  little,  they  should  have  been  bene- 
fiting fi-om  the  sui^erior  technicjues  they  were 
imitating  from  the  world's  most  advanced 
countries.  Historically,  long-term  economic 
gi'owth  has  been  sustained  by  significant  in- 
creases in  productivity  due  to  technological 
and  organizational  change.  The  accumulation 
of  huge  amoimts  of  capital  and  laboj-  can  work 
for  a  time,  but  ultimately  must  be  backed  by 
improvements  in  technology. 

In  Singapore,  Young's  analysis  suggests 
that  rapid  growth  was  supjjoited  almost  en- 
tirely by  physical  and  human  capital  accumu- 
lation. In  fact,  investment  was  so  high  that 
the  rate  of  measured  productivity  growth 
was  actually  negative.  To  Young,  the  high 
rate  of  investment  persisted  only  because  of 
the  government's  policies  of  forced  saving 
and  implicit  subsidies  to  foreign  capital. 

The  Young  thesis  was  popularized  and  mis- 
inteipreted  by  economic  journalists  who  even 


compared  some  Asian  economic  policie,- 
the  high-investment  programs  of  Stalin's 
viet  Union.  Tliis  argument  never  made  sei 
because  the  So\aet  Union's  outi:)ut  was  val 
at  artificial  prices  made  up  by  govemni 
bureaucrats.  Wlien  realistic  prices  were 
plied  in  the  post-communist  '90s,  the  n 
sui'ed  level  of  per  capita  output  turned  ou 
be  low.  In  contrast,  for  the  Tigers,  most  i 
put  is  valued  at  world  market  prices,  ; 
there  is  no  reason  to  think  that  growtl 
overstated. 

SINGAPORE  SWING.  A  recent  study  by  Cha 
Tai  Hsieh  published  by  the  University  of  ( 
ifornia  at  Berkeley  challenges  key  parts 
Young's  conclusions  on  productivity  grow 
The  most  dramatic  revisions  apply  to  Sin 
pore,  where  Hsieh  notes  that  observed  ra 
of  return  on  investment  have  been  roug 
stable  since  the  mid-1970s,  not  declining 
Young's  calculations  would  imply.  Comb,t 
that  fact  with  Singapore's  robust  growthp 
real  wages,  and  Hsieh  shows  that  measuili 
productivity  growth  had  to  be  positive— fi 
estimated  2.2%  per  year — rather  than  i 
-0.7%  reported  by  Yoimg.  According  to  Hsi 
Young's  analysis  went  wrong  because  of  is 
reliance  on  Singapore's  government  natioi 
account  statistics,  which  dramatically  ovt 
stated  the  gi-owth  of  the  capital  stock.  Hs  i 
also  found  that  Taiwan's  productivity  grovi 
was  better  than  previously  assessed  by  Youjf 
(3.7%  vs.  2.1%),  but  got  less  dramatic  resus 
for  South  Korea  (1.5%  vs.  1.7%)  and  Hcl? 
Kong  (2.7%.  vs.  2.3%). 

Even  these  higher  estimates  on  prodi-: 
tivity  growth  for  Singapore  and  Taiwan  i-i 
derstate  the  contribution  of  technologic li 
progress  to  economic  growth.  Improvemeiii 
in  technology  raise  the  demand  for  physi'l 
capital  (machines  and  buildings)  and  humij 
capital  (highly  educated  workers).  But  tsl 
resulting  expansions  of  capital  input  are  -I 
tered  out  in  the  usual  calculations  of  pi-i 
ductivity  growth.  A  full  explanation  of  thtii 
countries'  growth  would  attribute  more  •! 
the  contribution  of  technology  than  Youn;iii 
original  thesis.  It  is  improvements  in  te(;l 
nology  that  explain  why  so  much  capital  i-i 
cumulation  could  have  occurred,  especia 
in  Singapore,  without  encountering  dimi 
ishing  returns.  Thus,  overall,  we  continue 
have  ample  grounds  to  view  the  East  Asiil 
growth  and  technological  performances 
miraculous. 
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Economic  Trends 


BY  MIKE  McNAMEE 

WILL  ASIAN  WOES 
TAR  U.S.  PROFITS? 

Not  likely.  But  exports  may  suffer 

SLx  months  into  the  Asian  ciisis,  econ- 
omists are  still  debating  how  the  fi- 
nancial meltdown  will  affect  gTowth  in 
the  U.  S.  Two  new  studies  present  a 
mixed  picture:  While  the  collapse  of 
Asian  currencies  may  have  a  larger- 
than-expected  impact  on  American  ex- 
ports, profits  of  U.  S.  companies  could 
weather  the  storm.  The  reason?  For- 
eign subsidiaries  of  U.  S.  multinationals 
make  the  Hons  share  of  their  sales  in 
Europe,  not  Asia. 

Exports'  vulnerability  emerges  in  a 
study  done  by  Andrew  B.  Bernard  of 
Yale  Univei-sity  and  J.  Bradford  -Jensen 
of  Camegie  Mellon  University  of  Amer- 
ica's recent  export  boom.  From  1987  to 
1994,  inflation-adjusted  U.  S.  exports 
gi'ew  at  8.2%  a  yeai*.  That  sui'ge,  coming 
as  American  manufacturers  streamlined 
and  cut  costs,  has  powered  a  wave  of 
optimism  about  U.  S.  productivity  and 
competitiveness. 

But  the  export  boom  was  not  mainly 
driven  by  greater  competitiveness, 
Bernard  and  Jensen  conclude.  Using 
plant-level  data,  they  find  that  rising 
productivity  at  U.  S.  factories  accounts 
for  only  10%  of  the  increase  in  exports. 
Instead,  the  dollar's  late-1980s  depreci- 
ation and  strong  income  gi'owth  over- 
seas "were  the  dominant  source  of  the 
export  boom."  With  the  dollai-  now  gain- 
ing strength — and  Asian  consumers  on 
the  ropes — their  results  suggest  that 
U.  S.  exports  could  be  hit  harder  than 
many  forecasters  anticipate. 

Falling  exports,  however,  may  not 


drive  down  U.  S. 
•Joseph  P.  Quinlan 
of  Morgan  Stanley 
Dean  Witter  & 
Co.  notes  that  ex- 
ports account  for 
only  24%'  of  over- 
seas sales  by 
American  multina- 
lionals.  Those 
companies  sell 
three  times  as 
much  through 
overseas  affiliates. 
And  Europe  ac- 
counts for  a  whop- 
ping ii8%'  of  such 
in-country  sales 


profits.  Economist 
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by  U.  S.  affiliates,  vs.  just  8%  for  Japan 
and  8%'  for  Southeast  Asia.  With  Eu- 
rope poised  for  an  investment-led  up- 
swing, "a  number  of  American  compa- 
nies ai'e  positioned  to  escape  the  pain  of 
Asia  via  gTeater  sales  gi'owth  in  Eu- 
rope," Quinlan  says. 


A  CASE  FOR 
CUTTING  PORK 

States  keep  a  sharper  eye  on  costs 

Budget  hawks  on  Capitol  Hill  are 
tiying — with  little  success — to  block 
a  $217  billion  highway-and-transit  bill. 
For  example.  House  Budget  Commit- 
tee Chairman  John  R.  Kasich  (R-Ohio) 
would  even  cut  the  federal  gas  tax  and 
let  states  raise  their  own  levies  to  fimd 
roads,  arguing  that  this  would  force 
states  to  focus  on  the  best  projects. 

A  new  paper  from  the  National  Bu- 
reau of  Economic  Research  suggests 
Kasich  is  on  the  right  track.  Alison  F. 
DelRossi  of  the  University  of  Wyoming 
and  Robert  P.  Inman  of  the  University 
of  Pennsylvania  studied  a  1986  law  that 
forced  local  governments  to  pay  for  a 
larger  share  of  big  water  projects  such 
as  shipping  channels  and  shoreline  pro- 
tection. The  result-  Overall  spending  fell 
o5%i,  and  the  federal  outlay  dropped 
48%'.  DelRossi  and  Ininan  suggest  that 
the  shift  results  fi"om  "a  more  efficient 
balancing  of  budgetary  costs  and  bene- 
fits." Ti'anslation:  The  pork  disappears, 
and  only  the  good  stuff  remains. 

HIGH  SCHOOL 
GREENSPANS 

How  kids  would  handle  Fed  policy 

It  won't  replace  varsity  football  any- 
time soon.  But  a  gTowing  number  of 
high  school  students  are  participating 
in  an  annual  competition,  started  in 
1995,  to  see  who  can  propose  the  best 
monetary  policy.  This  year  the  "Fed 
(  "hallenge" — sponsored  by  the  Federal 
Reserve  Board  and  Citibank — drew  en- 
tries fi'om  208  schools.  The  five  mem- 
bers of  the  winning  team  will  each  col- 
lect a  .$10,000  scholarship,  while  their 
school  receives  a  .$.50,000  grant  to  es- 
tablish an  "economics  laboratory." 

Each  team  must  reconmiend  whether 
the  Fed  ought  to  raise  interest  rates, 
cut  them,  or  stand  pat.  Federal  Resei-ve 
Board  Vice-Chair  Alice  M.  Rivlin  and 
two  of  her  colleagues  will  judge  the 


May  4  national  finals,  which  will  requp 
teams  to  make  presentations  mode 
on  meetings  of  the  policy-making  Ftp 
eral  Open  Market  Committee. 

Some  schools  take  it  seriously.  }■ 
example,  last  yearis  national  champin 
Bryan  (Tex.)  High  School — one  of  : 
finalists  again  this  year — draws  supjji 
from  a  schoolwide  effort:  Tr-ained 
their  economics  teacher,  team  membt 
get  coaching  from  the  drama  depa 
ment  and  design  help  for  their  sli( 
from  art  and  computer  students.  T 
team  even  gets  a  pep  rally  as  it  he;i 
for  Washington.  Can  letter  sweaters  1 
economics  students  be  far  behind? 


THE  FLAW  IN 
PRIVATE  SAVINGS 

Early  withdrawals  shrink  401(k)s 

Last  year's  tax  bill  was  supposed 
encourage  retii'ement  savings  by  cv 
ating  a  new  form  of  individual  retii 
ment  account  and  new  small-businel 
pension  plans.  But  at  the  same  time,  le 
islation  has  made  it  easiei-  to  tap  in 
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those  accounts  before  retirement  f( 
home  pui'chases,  college  expenses,  ;i! 
other  pmposes. 

New  data  published  by  the  Feder 
Reserve  Bank  of  New  York  may  gi\ 
Congi'ess  reason  to  rethink  those  eai'l; 
withdi"awal  policies.  Among  workei-s  wii 
401  (k)  retii'ement  plans,  neai'ly  half  repoi 
having  taken  a  lumi>siun  distribution  h 
fore  retirement — and  almost  half  of  tli; 
is  spent  or  invested  outside  retii'emer 
accounts.  Low-income  workers  are  leas 
likely  to  hang  on  to  their  savings  until  rtl 
tirement:  Among  workers  earning  le^^jj 
than  $1.5,000,  only  31%-  of  pre-retii'emer 
distributions  were  rolled  over  into  othel 
retirement  accounts.  That's  why  som 
pension  advocates  warn  that  withoi 
strict  limits  on  pre-retii*ement  use  of  sue 
accounts,  low-income  retirees  could  en 
up  with  few  resoiu'ces  and  no  safety  nel  i 
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There  s  a  barrier  that  stands 
between  Windows  users  and  valuable,  mission - 
critical  information  locked  away  on  enterprise-class 
systems.  To  your  decision-makers  and  users,  this  means 
lower  productivity,  frustration  and  loss  of  revenue. 

Enter  Software  AG  Americas'."  Focused  on  breaking  down 
these  barriers.  Streamlining  transaction  processing.  Opening 
financial  and  inventory  databases  to  the  people  who  need 


access.  And  making  every  single  employee  more  productive. 

How?  With  solutions  like  EntireX™  Enterprise  COM-based 
middleware  that  creates  a  smooth  connection  from  the  enterprise 
to  Microsoft"  Windows.  Enabling  organizations  to  leverage  IT 
investments  into  business  solutions. 

And  EntireX  is  just  one  of  the 
solutions  from  SAGA  that  can  help 
you  achieve  breakthrough  results. 


For  more  information  about  SAGA,  visit  www.sagafyi.com  or  call  1-888-SAGA-FYI,  ext. 101-1. 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


CANNING  THE  SKIES 

OR  SIGNS  OF  SLOWER  GROWTH 

ill  a  red-hot  economy  spoil  this  low-inflation  paradise? 


U.S.ECONOMY 


THE  LARGEST  RETAIL 
GAIN  IN  IIV2  YEARS 


The  spring  months  will  be 
critical  for  the  U.  S.  economy, 
en  last  quarter's  surprising  burst  of  spending,  es- 
ially  by  consumers,  both  Wall  Street  and  some  Fed- 
1  Reserve  officials  are  starting  to  get  a  little  antsy, 
ting  for  Asia — or  anything — to  cool  off  the  economy, 
hey  can  be  assured  that  inflation  will  remain  benign, 
lai'ch  reports  on  retail  sales  and  job  gi'owth  suggest 
t  activity  is  throttling  down  from  its  breakneck 
e.  But  so  far,  ii's  still  hard  to  tell  whether  the  cool- 
Doking  data  presage  a  lasting  shift  to  slower  gi'owth. 
y  might  be  only  the  reverse  side  of  the  weather-re- 
el vigor  in  January  and  Februaiy — and  the  sizzling 
erlying  trend  may  still  be  in  place. 

Indeed,  despite  the  softer 
March  figures,  consumers 
were  red-hot  last  quarter,  vdth 
the  jump  in  retail  buying  the 
largest  in  IVA  years  (chart). 
Some  slowdown  in  second- 
quarter  spending  is  to  be  ex- 
pected, since  the  warm  weath- 
er in  the  fu-st  quarter  pulled 
fomard  some  sales  that  nor- 
mally would  have  occurred 
this  quarter.  But  the  first- 
rter  results  were  so  strong  that  second-quarter 
ing  may  have  to  ease  considerably  to  convince  the 
ncial  markets  and  policymakers  that  any  slowdown 
eal  and  lasting. 

'he  economy's  pace  is  especially  important  now,  be- 
se  much  of  the  current  strength  is  in  services, 
ire  pricing  power  is  less  constrained  by  the  Asian 
is  and  by  global  competition  generally.  One  trend  in 
poor  fu'st-quarter  profit  results  is  that  sei'vice  busi- 
ses  tended  to  fare  better  than  goods  producers. 
■  March  price  indexes  were  as  tame  as  ever,  but 
ri  laboi"  markets  in  services  historically  tight,  and 
1  service  wages  accelerating,  sei'vice  prices  are  the 
;e  to  watch  for  any  nascent  inflation  pressures. 

llers  of  retail  goods  can  only  wish  they 

more  piicing  powei",  but  foi'  now,  they  are  making 
for  it  in  the  sheer  volume  of  goods  sold.  Retail  re- 
>ts  declined  0.1%  in  March,  probably  reflecting  both 

weather  effect  and  a  late  Easter.  Excluding  car 
lers,  sales  rose  0.1%.  Since  receipts  jumped  1%  in 
uai-y  and  0.7%  in  Febi-uaiy,  sales  for  the  quarter  in- 


lUflRTERLY  PERCENT  CHANGE 
»T  ANNUAL  RATES 
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creased  at  a  6.9%  annual  rate.  But  because  of  falling  re- 
tail prices,  primarily  for  gasoline  and  computers,  real 
sales  posted  a  9.9%  annual  rate  of  increase,  the  best 
quarterly  showing  in  more  than  a  decade. 

More  important,  after  the  retail  data  are  adjusted  to 
match  up  with  the  Commerce  Dept.'s  measui'e  of  con- 
sumer spending  in  the  gi'oss  domestic  product  figures, 
BUSINESS  WEEK  estimates  that  real  consumer  spending  on 
goods  and  services  in  the  fii'st  quarter  rose  at  an  annual 
rate  of  about  6%.  That  would  be  the  best  quarterly  per- 
fonnance  in  six  years,  and  it  would  cap  the  strongest 
tliree-quartei"  nan  of  consumer  spending  since  1986. 

That  exceptional  showing 
means  that  consumer  spend-       INVENTORY  GROWTH 
ing  and  housing  outlays,  which    CATCHES  UP  WITH  SALES 
also  shot  up  last  quarter,  will 
provide  a  powerful  offset  to 
the  expected  sharp  widening 
in  the  trade  deficit.  As  a  re- 
sult, first-quarter  GDP  growth, 
due  out  on  Apr.  30,  should  eas- 
ily top  3%,  and  some  analysts     ^'m''% feb'ss 
expect  growth  of  3.5%  or     a  percent  change  from  a  year  ago 
greater  commerce  dept  ,  business  week 

That's  especially  likely,  since  inventory  growth  appears 
not  to  have  slowed  as  much  as  expected  (chart).  Busi- 
ness inventories  in  February  jumped  0.6%,  and  fii'st- 
quarter  stock  levels  are  rising  as  fast  as  they  did  in  the 
fouith  quaiter  Even  with  the  Asia  crisis  providing  a  siz- 
able hit,  the  economy  continued  to  grow  in  excess  of  the 
2M%  to  2'A%  pace  that  most  economists  feel  is  consistent 
with  keeping  inflation  down. 

The  weather  effect  was  clear  in  the  retail  sales  num- 
bers. Sales  at  building-materials  and  hardware  stores 
fell  0.6%  in  March,  after  posting  huge  increases  of 
1.7%  in  February  and  3.8%  in  January.  Department 
stores  showed  a  similar  pattern,  with  March  sales  off 
0.2%,  while  buying  in  the  two  previous  months  in- 
creased 1.5%  and  1.8%-.  April  sales  may  rebound,  given 
the  stronger  tone  of  the  weekly  retail  surveys  during 
the  first  half  of  the  month. 

THE  WHEN  AND  IF  of  slower  gi-owth  will  go  far  in 

setting  the  infiation  outlook.  Right  now,  the  latest  price 
data  show  no  inflation  problems,  although  the  best 
news  on  the  service  side  may  be  behind  us. 

Consumer  prices  for  all  goods  and  services  were  un- 
changed in  March.  Excluding  food  and  energy,  core 
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prices  inched  up  a  puny  0.1  Over  the  past  12  months, 
total  prices  advanced  1.4%,  as  the  8.6%  plunge  in  en- 
ergy costs  has  offset  other  price  increases.  Core  con- 
sumer prices,  which  exclude  food  and  energy,  are  up 
2.1'%,  for  the  year. 

But  there's  a  divergence:  Core  semce  prices  were  up 
3%  in  the  year  ended  in  March,  while  goods  prices 
had  hardly  budged  (chart).  Service  inflation  in  the  first 
quarter  was  up  slightly  from  the  second  half  of  1997. 
That  uptick  shows  how  strong  demand  may  be  working 
its  way  into  the  inflation  equation.  The  robust  housing- 
market  is  boosting  the  cost  of  shelter,  which  plays  a 
dominant  role  in  the  consumer  price  index,  while  the 
tight  labor  markets  are  causing  service  wages  to  rise. 
In  response,  some  service  providers  are  trying  to  lift 
prices  to  cover  their  extra  costs. 

For  example,  when  General  Electric  Co.  reported  a 
solid  13%  gain  in  its  first-quarter  earnings,  analysts 
noted  that  ge's  service  businesses  generated  the  lion's 
share  of  revenues,  amid  a  dearth  of  pricing  power  in 
the  markets  for  the  goods  that  ge  makes. 

THE  SITUATION  IN  GOODS  PRODUCTION  is  differ 

ent  from  services  for  two  reasons.  One,  productivity 
gains  are  higher  in  manufacturing,  so  factories  are 
covering  their  bigger  labor  bills  by  producing  more 
dming  each  work  horn*.  And  foreign  competition  is  pre- 
venting some  domestic  businesses  from  raising  prices. 


MEXICO 


GOODS  INFLATION  IS 
STILL  INADOWNTRENI 


Indeed,  import  prices  continued  their  tailspinj 
March.  But  even  in  trade,  not  all  pricing  trends  it 
alike.  The  biggest  decline  has  been  in  commoditi| 
mostly  oil,  but  also  metals  and  wood.  The  drop  in  ra| 
material  prices  is  the  result  of  weak  demand  in  Asii^^ 

Prices  of  imported  consumer 
goods  are  also  faUing,  but  the 
deflation  rate  has  stabilized  at 
1%'  for  the  past  half-year.  The 
biggest  suiiDrise  may  be  prices 
of  imported  cars,  up  0.7%  in 
March  from  a  year  ago.  The 
gain  suggests  that  some  for- 
eign carmakers,  most  likely 
those  in  Japan,  are  raising 
prices  to  earn  more  U.  S.  dol- 
lars. Over  the  past  year,  total 
nonoil  import  prices  are  down  3.2%. 

But  how  much  longer  can  this  inflation  paradise  li 
in  an  economy  that  continues  to  grow  in  excess  of  3' 
That  was  on  the  mind  of  Fed  Governor  Laurence 
Meyer  when  he  spoke  on  Apr.  9.  Meyer  warned  th 
the  economy's  current  pace  was  incompatible  wi 
keeping  inflation  do\vn,  and  slower  gi'owth  is  require 
preferably  soon.  Meyer  saw  only  two  ways  to  reach 
slowdown.  "Asia  may  accomplish  this,"  he  said,  " 
which  case  it  would  substitute  for  monetaiy  tightenii 
that  in  my  judgment  would  otherwise  be  required." 
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CLAMPING  DOWN  TO  BOLSTER  CONFIDENCE 


Working  in  tandem,  Mexico's 
fiscal  and  monetary  deci- 
sion-makers are  tightening  poli- 
cies to  head  off  financial  doubts 
caused  by  a  weakening  peso,  low 
oil  prices,  and  higher  inflation. 

Private  economists 
and  the  Organization 
for  Economic  Coopera 
tion  &  Development 
already  expect  Mexi- 
co's economy  to  grow 
between  4.5%  and  5% 
this  year — down  from 
7%'  in  1997 — and  sev- 
eral factors  are  worth 
watching.  First,  the 
collapse  of  oil  prices 
lins  cut  exports  and  public  rev- 
enues— since  the  petroleum  Indus 
try  is  a  state  monopoly.  Oil  sales 
ac  ount,  for  40%-  of  government 
i'eceit'.ts.  So  the  government  has 
tvv'ice  cut  its  spending  programs 
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SO  far  this  year,  for  a  total  reduc- 
tion of  $3  billion.  In  the  mean- 
time, the  peso  has  weakened 
against  the  U.  S.  dollar,  losing 
6.8%'  from  Jan.  1  to  Mar  10.  The 
slide  was  stopped  when  the  Banco 
de  Mexico  removed 
some  liquidity  from 
the  banking  system, 
in  effect  hiking  inter- 
est rates.  The  peso 
has  regained  2.1% 
since  then. 

The  weaker  peso, 
coupled  with  strong 
domestic  demand,  is 
worsening  Mexico's 
trade  position.  The 
trade  balance  in  Febraary  posted 
a  deficit  of  $635  million,  compared 
wdth  a  surplus  of  $380  million  a 
year  ago.  Exports  rose  a  re- 
spectable 10.5%  fi'om  a  year  ago, 
but  imports  surged  24.2%.  The 


trade  balance  is  hkely  to  end  1998  ^ 
fu-mly  in  the  red,  after  a  surplus 
of  $600  miUion  in  1997. 

The  peso-demand  mix  may  also 
have  stopped  the  rapid  decline  in 
inflation.  Consumer  prices  rose 
15.3%  in  the  year  ended  in  March, 
the  same  pace  as  in  the  previous 
two  months  (chart).  If,  in  fact,  the' 
disinflation  era  is  over,  then  Mexi- 
co's inflation  rate  will  be  higher 
than  the  government's  12%  target 
for  1998  and  higher  than  its  7% 
pace  before  the  1994  devaluation. 
That  will  put  more  downward 
pressure  on  the  peso. 

The  twin  restrictive  stances 
could  cause  some  rethinking  about 
gi'owth  prospects,  if  not  for  1998, 
then  for  1999.  But  consumer 
spending,  bolstered  by  rising  real 
wages,  and  business  investment 
still  look  strong  enough  for  Mexi- 
co to  avoid  any  serious  slowdown. 
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Are  megabanks-once 
unimaginable,  now 
inevitable-better... 


The  $1,000,000,000,000  bank.  Once,  it  was  unimag- 
inable. But  in  eight  days  in  Apiil,  tlii'ee  eye-po{> 
ping  megamerger's  have  brought  the  prospect  of 
the  fii'st  trillion-dollar  bank  within  sight.  Sud- 
denly, it  seems  to  be  the  all-but-ceitain  climax  of 
the  cycle  of  ever-larger  combinations  that  have  already 
reshaped  the  industiy. 

As  staggering  as  the  .$1  trillion  sum  may  be,  the 
concept  is  hardly  fai-fetched.  Citigi'oup,  to  be  fomied 
fi'om  a  merger  of  Citicoip  and  Ti-avelei-s  Gi'oup  in  a  deal 
announced  on  Api-.  6,  will  have  just  under  $700  billion  in 
assets.  To  get  to  a  ti-illion,  Citigroup  co-CEOs-to-be  Jolin 
S.  Reed  and  Sanford  I.  Weill  would  only  need  to  put  to- 
gether a  deal  half  the  size  of  the  one  they  just  assem- 
bled. The  combination  of  NationsBank  Corp.  and 
BanlvAmei'ica  Coip.,  announced  on  Apr.  13,  creates  a 
$570  billion  giant  that  promises  to  become  the  fii'st 
tnily  national  bank  in  the  U.S.,  vrith  red-white-and- 
blue  BankAmerica  sigiis  dotting  the  landscape  from 
California  to  Cai'olina.  It  could  reach  $1  ti-illion  in  assets 
in  just  four  years  it  it  gTOws  10%  annually. 

This  has  bankers  musing  out  loud  about  the  "T" 
word.  Says  Banc  One  ceo  John  B.  McCoy,  who  on 
Apr.  13  announced  his  own  $30  billion  megadeal  to  join 
with  Fh'st  CMcago:  "It  won't  happen  in  the  next  couple 
of  years,  but  in  the  next  five  years?  Yeah." 

But  why  should  it  hapjjen  at  all?  In  the  short  nm, 
it's  mostly  about  cost  cutting — about  wiinging  effi- 
ciencies fi-om  traditional  banldng,  now  a  slow-gi'owth 
industiy  rife  with  overcapacity  and  declining  mar- 


$1,000,000,1 


gins.  Think  steel.  In  the  long  mn,  however,  it's  about  rein- 
venting banks — following  the  lead  of  Citicoi-p  and  Travelers  to 
create  full-service  companies  that  can  market  a  slew  of  finan- 
cial sei-vices  to  coiporations  and  consumers. 

Tlie  latter  concept — a  global  financial-services  supermai'- 
kei  —  has  yet  to  be  proven  a  winner.  But  investors  can  easily 
grasp  the  benefits  of  a  good  old-fashioned  in- 
dustiy consolidation.  Two  big  banks  merge, 
combine  ojierations,  eliminate  jobs  and  pro- 
duce a  tidy  and  predictable  jump  in  eam- 
iiigs — aufi  share  price.  And  that  new  stock 
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price  provides  the  ftiel  for  the  next  deal  and  the  next  and  ill  if(  r 
next.  inii, 

This  almost  self-peipetuating  cycle  will  continue  to  diive  I 
bank  merger  wave — and  it  all  but  gnai'antees  the  creation  o  Uf,,;}, 
trillion-dollar  bank.  Indeed,  because  today's  heady  bank  st( 
prices  reflect  growth  expectations  beyond  what  mere  banki 
can  produce,  bank  holding  companies  have  little  choice  butli,,,  ;, 
keep  dealing.  "Size  is  driven  by  the  gi'owth  requiremeilfi  i 
shai'eholders  ])ut  on  then-  stock,"  says  Peter  Davis,  pa 
ner  at  consultancy  Booz,  Allen  &  Hamilton, 
banks  have  a  gi'owth  bogie  on  their  stock." 


HIT 


...for  customers,  the  nation's 
economy,  or  even  for 
the  banks? 


above  55%  faces  the  tlireat  of  imminent  takeover,  ac- 
cording to  McKinsey. 

At  the  same  time,  the  race  to  the  tiiUion-doOai-  bank  is 
part  of  a  bigger  phenomenon.  The  emei'ging  megabanks 
will  be  a  geogi'aphically  diverse  conglomeration  of  tradi- 
tional banking,  mixed  with  an  an-ay  of  other  financial  ser- 
vices from  stock  brokerage  to  insiu'ance  to  mutual  fimds. 
They  vdll  invest  heavily  in  technology  that  generates 
efficiencies  and  allows  them  to  mine  data  about  cus- 
tomers all  over  the  nation — and  even  overseas — to  offer 
them  new  products  and  services.  "The  t}ppe  of  approach 
that  will  come  foiward — what  I  would  call  the  global 
infonnation  relationsliiiJ — is  one  where  a  financial  insti- 
tution will  have  customers  both  local  and  global,"  says 
Wilham  Randle,  an  executive  vice-president  at  Hunting- 
ton Bancshares. 

The  trillion-dollar  players  will  also  introduce  national 
brand  marketing  to  the  banking  business.  As  mega- 
banks spend  hundreds  of  millions  annually  on  ad  bud- 
gets to  build  nationwide  clientele,  names  like  BanlvAmei- 
ica  will  be  right  up  there  with  McDonalds,  Nike  and 
Coke. 

Still,  there  is  as  much  fear  as 
hope  behind  the  race  to  the  trillion- 
dollai'  mai-k.  Conventional  banking — 
taking  deposits  and  making  loans — 
is  now  a  commodity  business  with 
paper-tWn  margins.  Tlie  Feder- 
al   Reserve   calculates  that 
banks'  share  of  household  fi- 


ll it's  not  going  away.  Look  what  happened  in  the  days 
.  ing  the  fii'st  of  the  fu'st  of  the  thi'ee  big  deals  in  Apiil. 
t  ',  Hiuyette  &  Woods  Inc.'s  banking  index  jumped  6%.  In 
■  niegabank  deals  could  provide  megaretunis:  A  recent 
iiscy  &  Co.  study  concludes  that  these  deals  will  yield  ef- 
•ics  and  even  boost  competitiveness.  The  new  BankAmer- 
11'  example,  says  it  can  tiiin  its  $19  billion  in  combined  ex- 
:  's  by  10%  and  cut  up  to  8,000  positions  nationwide. 
'  nsey  found  that  merger  mania  often  drives  high-cost, 
j  |)riced  players  out  of  the  market.  Indeed,  these  days, 
1  )ank  with  an  efficiency  ratio — of  costs  to  revenues — 


nancial  assets  has  fallen  from  90%  in  1980  to  just  over  55%  at 
the  end  of  last  year,  wliile  mutual  fimds'  have  gi'own  fi'om 
around  10%-  to  more  than  44%.  Commercial  banks  now  hold 
only  a  28%  share  of  consumer  credit,  vs.  72%-  for  nonbanks. 
And  banks'  shai-e  of  business  credit  has  fallen  from  neai'ly  half 
in  1980  to  around  35%  today.  Meanwhile,  electronic  commerce 
looms  as  a  new  thi-eat. 

"Something  called  a  bank  does  not  have  a  monopoly  on 
much  of  anything,"  says  William  McDonough,  president  of  the 
Federal  Resei-ve  Bank  of  New  York.  "Tlie  financial-sei-vices  in- 
dustry is  moving  toward  a  tine  financial  services  industry 
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where  the  major  playei*s  will  offer  a 
full  line  of  financial  products." 

Hence  the  deal  frenzy.  Sure 
enough,  competitors  gaped  for  a 
moment  at  the  size  of  BankAmeri- 
ca,  Banc  One,  and  Citigroup  deals. 
But  they  are  quickly  lajing  plans  to 
catch  up.  Edwai'd  E.  Cnitchfield, 
who  built  First  Union  into  the  na- 
tion's sixth-lai-gest  bank  as  Hugh 
L.  McColl  Jr.  transformed  cross- 
town  rival  Nationsbank,  could  not 
sleep  the  night  he  heai'd  rumors  of 
the  BankAmerica  merger.  Waking 
at  4:30  the  next  morning,  he  con- 
sumed news  of  the  deal  over  coffee 
and  began  plotting  his  next  acqui- 
sition. "As  the  shape  of  the  indus- 
try now  looks  to  me,  we'll  have  to 
do  something,"  Crutchfield  says. 
"There  ai'e  stOl  two  or  three  major 
acquirers  out  there  and  easOy  6  to 
10  sellers." 

Wells  Fai'go,  Mellon  Bank,  and 
PNC  Bank  are  mentioned  promi- 
nently as  takeover  targets,  while 
Chase  Manhattan,  U.  S.  Bancoi-p, 
and  First  Union  are  seen  as  wannabe  acquirers.  Market 
soui'ces  say  U.  S.  Bancorp  could  make  a  iim  at  Wells  Fai'go, 
and  the  new  BankAmerica  ultimately  could  buy  Banc  One — 
provided  regulations  limiting  banks'  shai-e  of  the  total  deposit 
mai'ket  and  changed.  Wells  declines  comment,  and  Banc  One  of- 
ficials could  not  be  reached. 

Then  there's  the  talk  that  Chase  would  make  a  bid  for 
First  Union.  "In  a  world  where  Citibank  and  BankAmerica  sold 
out  in  a  week,  nothing  is  imimaginable  any  more,"  says  David 
S.  BeiTy,  dii-ector  of  research  at  Keefe,  Binyette  &  Woods. 

While  creating  a  $1  tiiUion  bank  is  now  plausible — and  plot- 
ting its  strategy  on  pajDer  is  possible — making  such  a  megabank 
succeed  will  be  an  amazing  management  feat.  That's  a  tall 
order  in  the  banking  business.  The  sheer  scope  of  such  a 
large  and  unproven  institution  is  daimting.  'The  day-to-day  re- 
aUty  of  pulling  this  together  will  be  more  difficult  than  cur- 
rently envisioned,"  warns  Richai'd  Hartnack,  vice-chau-man  of 
Union  BanCal,  California's  thu-d-lai'gest  bank. 

To  be  successftil,  the  megabanks  fii'st  will  have  to  stall  the 
decline  of  the  conventional  banking  business  by  mixing  an 
alchemy  of  cutting-edge  technological  wizaith-y  with  old-hne 
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banking  kimw  Imw.  They'll  have  to  create  nationwide  b: 
names  at  the  same  time  that  they  tiy  to  retain  customers 
of  big  banks.  They'll  have  to  move  people  away  fi-om  telle: 
automated  banking.  And  theyTl  have  to  integi*ate  geographic 
and  cultiu-ally  diveree  enteqiiises,  all  wliile  negotiating  the  |io 
tides  of  competitive  and  legislative  change. 

Aggressive  mai'keting,  technologj',  and  the  cross-selling  oL-i 
nancial  senices  will  be  the  key  to  making  a  $1  trillion  b;  ip^,^, 
work.  Bankei"s  such  as  McColl  and  McCoy  dismiss  any  conce 
about  ninning  their  huge  enterprises.  They  recognize  t 
they  will  have  to  fight  off  the  lethargy  and  bureaucratic  thi 
ing  that  often  afflict  companies  of  such  huge  scale.  But  th 
bankers  believe  that  nmning  a  $1  t}illion  bank  will  not  be 
more  complex  than  piloting  General  Electric  or  General  Mot< 
Exxon,  or  Coca-Cola. 

Yet  even  among  the  converted  in  banking,  there  is  sP 
cism.  "Is  it  really  vahd  to  think  that  your  mortgage 
tomer  is  going  to  be  any  more  in  the  mood  for  your  crdJi 
card  than  they  were  two  weeks  ago?"  says  First  Uni('^ 
Cnitchfield.  "There  has  been  no  shortage  of  offers.  Consul 
financial  senices  is  just  too  damn  .satm-ated  a  market.  The  i 
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Dblem  is  going  to  be,  can  you  really  cross-sell  to  customers?" 
Also,  the  history  of  bank  mergers  is  not  all  happy.  In  many 
ies,  the  top-Une  gains  and  "synergies"  never  followed  the 
it-cutting.  And  some  deals  have  been  troubled  from  the 
irt.  WeUs  Fargo  &  Co.'s  1996  acquisition  of  First  Interstate 
ncorp  is  still  not  completely  clicking — even  after  at  least  $150 
llion  in  unexpected  integration-related  wTite-offs  and  the 
s  of  at  least  $5  bilUon  in  deposits.  Wells  Fargo  declines 
nment. 

Indeed,  some  in  the  industrj^  see  the  current  race 
•  size  as  a  dangerous  excess,  driven  simply  by 
OS  and  inflated  share  prices.  Richard  M.  Ko- 
levich,  chairman  of  $88  billion  Nonvest  Corp.  in 
nneapolis,  has  undertaken  dozens  of  small  ac- 
isitions — ^but  he's  skeptical  about  bank  megadeals. 
he  fact  that  they're  big  and  national  doesn't 
■e  them  any  more  of  a  competitive  edge,"  he 
/s.  "You  get  big  because  you're  better.  You  don't 
t  better  because  you're  big." 

The  dealmakers,  of  course,  beg  to  differ.  "Bigger  is  indeed 
tter,"  a  beaming  McColl  boasted  at  the  press  conference 
nouncing  the  BankAmerica  deal.  "We're  not  in  any  business 
:  don't  understand.  We  think  we'll  add  to  our  product  mix." 
id  clearly,  size  cjm  generate  economies.  Already,  big  banks 
;  investing  around  $1  billion  a  year  each  on  technologj^  in- 
stments  alone,  from  huge  call  centers  to  interactive  ATMs. 
■y,t  Union  just  completed  a  2  milhon-square-foot  call  center 
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outside  of  Charlotte,  where  its  phone  banks  handle  transactions 
for  a  fraction  of  the  cost  of  traditional  tellers. 

Still,  bigness  could  create  its  own  problems.  For  example, 
the  BankAmerica  deal  combines  two  brokerage  firms  with  a 
long  history  of  personal  and  professional  animosity:  Nations- 
Bank's Montgomery  Securities  and  BankAmerica's  Robertson, 
Stevens  &  Co.  "They  are  Hatfields  and  McCoys,  betrothed  by 
accident,"  says  a  gleeful  Daniel  Case,  CEO  of  San  Francisco- 
based  Hambrecht  &  Quist.  "We  wiU  be  there  to  pick  up  all  the 
orphaned  customers." 

Some  corporate  customers  are  also  skeptical. 
"The  Nation/BofA  deal  should  benefit  us.  But  I 
don't  see  how  the  combinations  like  Citicoi-p  and 
Travelers  are  going  to  provide  advantages  to  cor- 
|X)rations  like  us,"  says  William  Sta\TO,  treasurer  of 
Mattel  Inc.  "We  deal  on  one  side  with  commercial 
banks  and  see  investment  banks  as  completely  dif- 
ferent. Put  them  together  to  create  one-stop  shop- 
ping? I  don't  think  so." 

Indeed,  the  Citigroup  partnei-s  are  attempting  an  unprece- 
dented merger  of  unrelated  enterprises — with  shared  power  at 
the  comer  office,  to  boot.  The  plan  could  be  a  recipe  for  a  cre- 
ative renaissance — or  the  makings  of  a  management  debacle. 

Another  complication:  As  the  megadealmakers  labor  to  com- 
bine branch  systems,  back-office  oi^erations,  and  other  functions, 
they  must  address  a  potential  computer  nightmare — the  Year 
2000  problem.  Y2K,  as  it's  known,  was  expected  to  cost  Citicorp 


I  low  will  the  trillion-dollar  bank  come  about?  Giants 
uch  as  Citigroup  and  Bank  of  America  may  continue  to 
uy — in  banking  and  other  financial  services.  Regional 
eavyv/eights  such  as  Fleet,  Wells  Fargo,  U.S.  Bancorp 


PRIMERICA  (AND  SMITH  BARNEY) 
TRAVELERS 


and  Norwest — buyers  now — could  become  targets.  J. P. 
Morgan  and  Bankers  Trust  may  also  seek  deals.  Even 
companies  the  size  of  Chase  will  be  under  pressure 
to  make  megadeals  to  survive  in  the  megabank  era. 


BANKAMERICA 
SECURITY  PACIFIC 
JCNB 

^  NATIONSBANK 

:&S/ 

OVRAN  BOATMEN'S 
BANCSHARES 


TRAVELERS 
SALOMON  BROS. 

BANKAMERICA 

CONTINENTAL 

ROBERTSON  STEPHENS 

~  NATIONSBANK 


BANKAMERICA 


MONTGOMERY 
SECURITIES 


-  NATIONSBANK 
BARNEH  BANKS 


CHEMICAL  BANK 
MANUFACTURERS  HANOVER 


BANC  ONE 
FIRST  USA 


FIRST  UNION 
FIRST  FIDELITY 


CITICORP 
>^  TRAVELERS 

BANKAMERICA 

-  NATIONSBANK 

CHASE  MANHAHAN   

^  CHEMICAL 
BANK 


ASSnS  (IN  BILLIONS) 

'.:^:' 


J.P.  MORGAN 


*AS  IF  LATEST  MERGERS  COMPLETED 


BANC  ONE 
FIRST  COMMERCE 
FIRST  CHICAGO 
NBD 

FIRST  UNION 
SIGNET 

CORESTATES 
MERIDIAN 


BANC  ONE 


FIRST 
CHICAGO  NBD 


FIRST  UNION 
CORESTATES 


DATA:  KEEFE.  BRUYEnE  &  WOODS  INC..  BW 


BUSINESS  WEEK  /  APRIL  27.  1998  35 


Cover  Story 


$600  million  even  before  the  Travelers  deal.  And  the 
new  BankAmenca's  costs  could  mn  almost  as  high. 
Meanwhile,  avoiding  a  Y2K  meltdown  will  mean  di- 
verting money  from  squeezing  technology-relat- 
ed savings  from  the  mei'ged  banks. 

Consumei-s  also  have  reason  to  question  the 
benefits  of  the  megabank.  In  maikets  where  mei'g- 
ers  have  led  to  significant  market  concentration,  consumer- 
advocates  say  that  fees  have  lisen  for  everything  fr-om  auto- 
matic-teller--macliine  use  to  check-casMng  to  fetching  copies  of 


canceled  checks.  Coi-porate  custom^ 
meanwhile,  fear  that  bigness  will 
banks  less  r'esponsive. 
Midsize  banks  also  are  bracing  for  ! 
impact  of  trillion-dollai*  national  rivals, 
denly,  theii'  customer's  will  be  inundated 
all  manner  of  marketing  pleas  from  new  nati(| 
megabanks — or-ganizations  that  will  also  wield  the  latest 
gi'eatest  technology  to  bring  business  to  their-  online  banks,  j 
to  now,  Columbus,  Ohio-based  Huntington  BancShares  fi^ 


HOW  THE  CORPORATE  CUSTOMERS  SEE  IT 


Philip  B.  Livingston  knows  the 
downside  of  bank-merger  mania 
Catalina  Marketing  Cor-p.,  the 
$215  million  mar'keting-services 
company  in  St.  Peter-sburg  where 
Livingston  is  chief  financial  officer, 
had  a  $150  million  cr-edit  facility 
from  NationsBank  Cor-p.  Nations- 
Bank kept  $;i5  million  on  its  books 
and  syndicated  the  rest  to  other 
banks,  including  $25  million  to  Bar- 
nett  Banks  Inc.  Then  NationsBank 
bought  Barnett,  boosting  its  expo- 
sure to  Catalina  to  $60  million — $25 
million  mor-e  than 


it  wanted — so 
Livingston  had  to 
search  elsewher-e 
for  $25  million  in 
credit. 

The  CFO  man- 
aged to  obtain 
credit  from  First 
Union  Cor-p.  and 
Suntr-ust  Banks 
Inc.  But  with  NationsBank  mer-ging 
with  BankAmerica  Corp.,  Livingston 
is  pr-epar-ing  for  another  potential  fir-e 
dr-ill.  He  says  he  is  a  big  fan  of  both 
banks  and  doesn't  oppose  the  mer-ger, 
but  bank  consolidation  concer-ns  him. 
"Who  you  can  choose  from  is  collaps- 
ing unbelievably,"  he  says.  "And 
when  I  don't  have  Bank  of  America 
competing  against  NationsBank  to 
get  prices  down  on  a  new  cr-edit  fa- 
cility, that's  when  we  should  won-y." 
"DANGEROUS."  Livingston  has  good 
reason  to  tret  about  the  dwindhng 
number-  of  player-s  in  the  loan-syndi- 
cation business.  The  new  BankAmer- 
ica will  have  17.4%  of  the  business, 
accor-ding  to  Securities  Data  Co. 
("base  Manhattan  Cor-p.,  the  leader-, 
has  27.6',w.  That  will  leave  two  banks 
■\vith  45*%-  of  the  market. 

Executives  at  the  merging  banks 
insist  that  their  deals  will  increase 
competition  and  benefit  bank  cus- 


tomer-s.  "We  think  merging  helps  us 
meet  the  competition  and  continue  to 
be  more  productive  and  lower  otu- 
price,"  says  James  H.  Hance  Jr., 
vice-chaii-man  and  chief  financial  offi- 
cer at  NationsBank. 

Some  BankAmerica  and  Nations- 
Bank cor-porate  customer-s  agi-ee. 
"Because  the  bank  wiW  be  more  effi- 
cient, it  will  reduce  costs  both  for 
the  corporation  and  for  oui-  owner- 
operator-s  around  the  countr-y,"  says 
Carieton  D.  Pearl,  senior  vice-presi- 
dent and  treasurer  at  McDonald's 

Cor-p.  Why?  On  the 

"  It  will  reduce  costs  both  McDSdt  a 
for  the  corporation  and  for  customer  of  both 

.  BofA  and  Nations- 

our  owner-operators      Bank,  wiii  now 
around  the  countiy. ' '     ^^^^  °f  ^  .^^at 

more  closely  mu-- 
GARLETON  PEARL  ror-s  its  domestic 

McDonald's  Co)-p.  treasurer         stor-e  map.  On  the 

financing  side, 


BankAmerica  will  be  able  to  pool  to- 
gether more  of  the  company's  fran-  : 
chisees'  loans,  speeding  up  the  loan-  , 
securitization  process. 

But  other  financial  executives  are 
not  so  upbeat.  "The  logical  conclusio 
is  that  we'll  have  six  major  financial 
institutions  in  the  U.  S.,"  says 
William  Benedetto,  who  heads 
Benedetto,  Garlland  &  Greene  Inc., 
an  investment-banking  boutique.  "To 
have  such  a  concentrated,  national  al 
location  of  capital  is  dangerous." 

Some  small-business  owners  also 
ai-e  war-y  of  megabanks.  Michael  Grel- 
la,  president  of  Inter-national  Aircraft 
Investor-s  Inc.,  a  $20  rrdlhon  Torr-ance 
(Calif.)  aircraft-leasing  firm,  recently 
switched  his  main  banking  relation- 
ship fromi  BankAmerica  to  Beverly 
Hills-based  City  National  Bank,  whic 
has  just  $5.7  bUhon  in  assets.  "City 
National  has  a  strong  appetite  for  the 
kind  of  business  we  do,"  he  says. 

Mary  Barnes,  the  72-year-old  pres- 
ident of  Vita-Erb  Ltd.,  a  famOy- 
owned  soap  and  shampoo  company 
with  about  $1  million  in  revenues, 
also  has  concerns.  As  an  altei-nate 
delegate  to  the  Congr-essional  Small 
Business  Summit,  she  plans  to  make 
her  wor-ries  known  in  Washington. 
"I'd  like  them  to  make  assurances  to 
me  that  small  business  will  be  on  a 
level  playing  field  and  that  we  won't 
be  hurt  by  these  mergers,"  she  says. 

BankAmerica  says  it  has  pledged 
$80  billion  in  loans  to  small  business- 
es over  the  next  several  years.  Still, 
the  new  BankAmerica  will  get 
roughly  15%  of  its  earnings  from 
middle-market  customer-s  and  27%  of 
earnings  from  corporate-finance  busi- 
ness with  larger  companies.  So  for 
some  bank  customers,  big  is  beauti- 
ful, and  for  others,  big  may  mean 
finding  new  bankers. 

By  Leah  Nathans  Spiro  in  New 
York,  with  bureau  reports 
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The  All  New  Chrysler  Concorde 

\Ne  started  with  a  clean  sheet  of  pavement. 


With  its  sleek  design  and  spirited  performance,  the  all-new  Chrysler  Concorde  quickly  separates  itself  from  other  large 
sedans.  In  the  LXi,  for  example,  power  is  supplied  in  abundance  by  the  all-new,  all-aluminum  3.2  liter  24-valve  engine  that 
delivers  225  horsepower  with  better  fuel  efficiency"  than  its  predecessor.  The  Concorde  is  also  equipped  with  a  four-wheel 
independent  suspension  and  rigid  body  structure  for  incred- 
ible handling,  stability  and  control.  To  find  out  more,  simply  call 
1  800.CHRYSLER  or  visit  our  Web  site  at  www.chryslercars.com. 


jRP  (Concorde  IX]  includes  destination,  excludes  tax  "  1998  MY  EPA  est  mpg  (LXi  model)  1 9  city,  29  hwy 
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it  had  done  the  sinait  tiling — tiying  to  biing  in  business  by  us- 
ing cutting-edge  technology,  including  the  latest  ATMs  and 
kiosks  that  let  customers  videoconference  with  bank  oiBcials  24 
houi's  a  day.  Now  Handle  won-ies  that  his  bank  won't  be  able 
to  keep  up  with  the  new  competition.  "You're  looking  at  or- 
ganizations that  will  sj^end  $1(K)  million  or  so  in  mai-keting,"  he 
says.  "They  stand  a  much  better  chance  of  creating  national 
and  local  brands." 

In  other  quaiters,  however,  the  megadeals  ai'e  gTeeted  with 
glee.  Insurers  saw  their  shares  soar,  on  the  assumption  that 
some  would  be  snapped  up  by  tiillion-dollar  contenders.  Even 
if  they  don't  sell  out,  insurers  figm-e  they  can  benefit  from  the 


megabank  trend — by  hooking  up  with  the  new  giants  to 
theii-  products.  "We're  looking  toward  to  working  with  thel 
says  Ramani  Ayer,  chainnan  of  Hartford  Financial  Servi| 
Group  Inc.,  which  now  sells  annuities  and  other  insura 
products  tlii'ough  banks. 

And,  in  some  small  towns,  bankers  are 
cheering.  In  Missouri,  whei'e  NationsBank  en- 
tered in  1996  following  the  acquisition  of 
Boatman's  Bancshares,  community  banks 
have  flourished  and  multiplied 
size.  "NationsBank  is  the  best 
thing  ever  to  happen  to  com- 


COMMENTARY 


By  Dean  Foust 


IF  THIS  SAFETY  NET  SNAPS,  WHO  PAYS? 


m 


The  spectacle  of  bankers  toasting 
the  latest  breathtaking  megamerg- 
er  under  the  crystal  chandeliers  of 
New  Yoi'k's  Waldorf-Astoria  Hotel  is 
suddenly  turning  into  a  weekly  ritual. 
But  in  the  bland  hallways  of  Washing- 
ton's regulatory  agencies,  the  mind- 
boggling  speed  at  which  banks,  broker- 
ages, and  insurance  giants  are 
consolidating — and  changing  the  face 
of  finance — is  cause  for  anxiety.  "This 
has  taken  us  by  surprise,"  says  one 
stunned  regulator. 

The  regulators  have  good  reason  to 
feel  overwhelmed.  Bureaucrats  trained 
to  monitor  banks  loan-by-loan  may  be 
unable  to  get  their  ar-ms  around  new 
behemoths  like  Citigi-oup  and  the 
BankAmerica  Coip.-NationsBank  Corp. 
combo,  which  are  racing  toward  the 
trillion-dollar  ban-ier.  "The  marketplace 
is  moving  so  fast  that  the  government 
is  unable  to  keep  up  with  it,"  says 
\ 'illiam  M.  Isaac,  former  chairman  of 
th   Federal  Deposit  Insurance  Corp. 
"I"  'lei'al  regulatory  systems  are  10 
yeiii-s  out  of  touch." 

If  he  regulators  are  anxious,  then 
taxpayers  should  be,  too,  because  they'll 
be  stuck  with  the  tab  if  these  super- 


marriages  don't  work  out.  To  prevent 
costly  bailouts,  Washington  must  re- 
think how  banks  are  regulated — by 
shifting  more  of  the  risk  of  failure  to 
private  investors,  and  encouraging  the 
free  market  to  police  itself. 
HEFT  FACTOR.  Granted,  the  U.  S.  finan- 
cial industry  is  far  healthier  than  a 
decade  ago,  when  Congress  shelled  out 
$150  billion  to  buy  out  more  than  half 
the  nation's  thrifts.  The  ability  of  com- 
mercial banks  to  expand  their-  br-anch 
systems  nationwide  leaves  them  less  vul- 
nei-able  to  regional  slumps  and  less  de- 
pendent on  one  economic  sector — like 
the  oil-r'eliant  Texas  banks  of  yore.  But 
given  the  sheer  vastness  of  the  new 
megabanks — Citigroup  will  have  nearly 


$700  billion  in  assets — a  single  rn 
ure  could  bankinipt  the  taxpayer- 
deposit  insm-ance  fund.  At  a  mer 
billion,  it  suddenly  looks  inadequ! 

Despite  Citigroup's  newfound 
the  conglomerate  holds  just  rouj 
billion  in  U.  S.  deposits.  Rampai) 
lation  by  aggi-essive  bond  tradei 
Salomon  Smith  Bar-ney  subsidiai 
faulty  undei-writing  at  t'ne  Travt 
surance  division  could  cut  deepl; 
Citigroup's  capital  structure.  Fei 
regulators  would  feel  obliged  to 
the  par-ent  institution  under  the 
lowed  "too  big  to  fail"  doctrine, 
the  safety  net  starling  to  extenc 
yond  banking,  the  ]30tential  taxp 
exposur'e  has  gi-own,"  iiDtfs  Artlji 


MONITORING  THE  MEGABANKS    How  regul 


1 


FEDERAL  DEPOSIT  INSURANCE  Cur 

rent  laws  insure  depositors  against 
$100,000  in  losses  at  a  failed  bank, 
but  regulators  often  pay  more.  If  the 
government  observes  the  limits,  depos- 
itors Will  be  choosier  about  where  they 
bank. 


CAPITAL  STANDARDS 

Currently,  regulators  impose  iai 
uniform  standards  for  bank  ca 
Banks  should  be  allowed  to  dejl 
how  much  capital  to  hold — an|S 
jected  to  harsh  penalties  if  los^ 
exceed  expectations.  i' 
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lity  banking,"  says  John  Harlin,  president  of  Century 
k  of  the  Ozarks,  a  $125  milHon  bank  holding  company  in 
:ral  Missouri. 

ndeed,  even  as  the  industry  has  consolidated,  there  has 
been  a  fluny  of  new-bank  charters  in  affected  mar- 
kets. Michaux  Nash  Jr.  founded  Dallas  Na- 
tional Bank  in  Januaiy,  1997,  and  was  sm*- 
prised  at  the  reaction  he  got  to  the  news  of 
the  megamergers  at  the  Dallas  Country 
Club.  Several  times  during  lunch, 
leaders  of  the  city's  business 
community  interrupted  him  to 


congi-atulate  him  on  the  day's  news.  "If  these  mergers  keep 
coming,  you'll  have  to  vvdden  your  doors  for  the  people  to 
come  in,"  he  recalls  one  person  saying.  Says  Nash:  "Let  those 
mergers  keep  coining.  It's  fabulous  for  us  locally  owned  banks. 
I  might  have  to  change  my  houi's  to  stay  open  longer." 

It's  the  same  brave  talk  we  used  to  hear  fi-om  the  local  fix- 
it  shops,  lunch  coimters,  cai-  dealers,  and  lumber  yai"ds — before 
the  big  bi-and  names  came  to  town.  But  if  the  megabanks  fail  to 
live  up  to  theii*  promises,  Nash  just  may  be  right. 

By  David  Greising  in  Atlanta,  with  Peter  Galuszka  in 
Cleveland,  Kathleen  Morris  in  Los  Angeles,  Andrew  Osterlatid 
in  Chicago,  Geoffrey  Smith  in  Boston,  and  bureau  reports 


research  director  at  the  Feder- 

Bank  of  Minneapolis, 
e  new  conglomerates  are  in- 
sidered  too  important  to  fail, 
smment  should  not  continue  to 
11  the  risk.  Indeed,  Congi"ess 
iriously  think  about  shifting 
•rsight  authority  to  the  gi'oup 
best  weed  out  the  troubled  in- 

the  markets  themselves.  Af- 
le  private  sector — with  its  own 

risk — should  be  far  more  dili- 
lonitoring  behavior  that 
;  insolvency  than  bureaucrats 
!  little  at  stake, 
singly,  one  of  the  leading  pro- 
)f  market-based  regulation  is 
ashington's  most  important  reg- 
'"■ed  Chairman  Alan  Greenspan, 
'es  that  "rapidly  changing  tech- 
rendering  obsolescent  much  of 
ank  examination  regime,"  par- 
when  it  comes  to  overseeing 
products  such  as  derivatives. 


ndle  the  new  bank 


TAXPAYERS 

2nks  to  hold  new  uninsured 
)art  of  their  capital  reserves. 
1  reduce  the  risk  of  taxpayer 
create  new  watchdogs — the 
rs — who  would  care  more 
ency  than  profit  growth. 


Policymakers  can  start  by  ending  the 
practice  of  making  whole  large  deposi- 
tors in  failed  banks.  Rather,  they  should 
be  made  to  suffer  losses  on  one-third  of 
any  accounts  that  exceed  the  $100,000 
FDic  limit.  Corporations  and  other  insti- 
tutional investors  would  suddenly  be 
more  careful  where  they  parked  their 
cash — and  stop  supporting  shaky  banks 
that  pay  higher  interest  rates. 
FAT  FINES.  Another  idea  floating  around 
the  Fed  would  allow  banks  to  determine 
the  proper  capital  reserves — presumably 
less  than  is  now  required — to  back  bank 
trading  in  bonds  and  other  securities. 
The  tradeoff:  If  a  bank's  trading  losses 
exceeded  a  certain  amount,  the  bank 
would  be  subjected  to  punitive  fuies. 
Brookings  Institution  economist  Robert 
E.  Litan  favors  requiring  all  banks  to 
hold  uninsured  bonds  as  roughly  10%  of 
capital  reserves.  This  mandate  would 
minimize  taxpayer  risk  by  creating  a 
new  gi'oup  of  watchdogs — the  bondhold- 


PRIVATE  BANK 
INSURANCE  SYSTEM 

As  banking  becomes  more  global  and 
digital,  the  current  system  of  federal 
oversight  is  becoming  outmoded.  Solu- 
tion: Allow  banks  to  purchase  deposit 
insurance  from  private  guarantors. 


ers — who  could  provide  "early  warning 
signals"  of  brevdng  problems. 

A  more  radical  approach  would  be  to 
replace  the  government-nan  system  for 
insuring  bank  deposits  with  private  in- 
surance. Here's  one  way  it  could  work: 
Private  guaranty  "agents" — say,  insur- 
ance brokers  like  Marsh  &  McLellan 
Cos. — would  serve  as  the  intennediaries 
between  banks  seeking  private  deposit 
insurance  and  a  syndicate  of  guaran- 
tors, most  likely  other  banks.  With  on- 
site  inspectors  probing  the  banks'  finan- 
cial health,  these  private  agents  would 
set  the  premiums  paid  by  banks. 

Admittedly,  the  private  markets 
aren't  perfect — witness  the  herd  mentali- 
ty that  sweeps  Wall  Street  periodically. 
But  with  capital  darting  across  the  globe 
at  the  speed  of  light,  it  is  becoming  in- 
ci'easingly  difficult  for  any  one  countiy's 
regulators  to  keep  pace.  "The  world  is 
going  to  have  to  move  to  private  con- 
tractual guarantees,"  says  Washington 
baiik  consultant  Bert  Ely.  "It's  easier  to 
bridge  borders  tlu-ough  the  use  of  pri- 
vate contracts  than  with  regulators." 

As  the  financial  industry  moves  bold- 
ly to  change  the  rales  of  the  game,  the 
regulators  need  to  keep  pace  with  inno- 
vative oversight.  The  bigger  these  new 
goliaths  of  finance  get,  the  greater  the 
consequences  if  they  stumble. 

Foust  covers  banking  regidatioji 
froyyi  Washington. 
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CORPORATE  PROFITS 


PROFITS  TAKE  A  POUNDING 
BUT  DO  INVESTORS  CARE? 

They're  counting  on  a  rebound  in  the  second  half 


SI  0  you  think  dechning  profits  shoukl 
I  be  a  warning  sign  that  the  unstop- 
"pable  U.S.  economy  may  be  coining 
to  a  screecMng  halt?  Don't  tell  investors 
that.  So  far  tliis  year,  they  seem  to  find 
lower  company  earnings  an  exhilarat- 
ing tonic.  And  the  fii'st  quarter's  results 
will  give  them  another  big  gulp  of  this 
strange  brew. 

With  20%  of  the  companies  making 
up  the  Standard  &  Poor's  5()0-stock  in- 
dex reporting  by  Apr  15,  initial  indica- 
tions are  that  first-quarter  profits  rose 
an  anemic  2%  to  3% — compared  with 
analysts'  predictions  in  January  of  a 
healthy  10%  jump  and  an  actual  30% 
rise  last  year.  Yet,  on  Apr.  15,  as  sur- 
prisingly lackluster  reports  from  such 
highfliers  as  Compaq  Computer,  Time 
Warnei',  and  Coca-Cola  rolled  in,  the 
Dow  .Jones  industrial  average  leaped 
mo!-e  than  50  points  to  an  all-time  high 
of  9162.  For  the  market,  the  weaker 


earnings — although  significantly 
lower  than  analysts  expected — 
were  arriving  on  schedule,  so 
all  was  0.  K.  After  all,  even 
Federal  Reserve  Chairman  Alan 
Greenspan  had  predicted 
the  weakness. 

But  are  these 
lower  profits  really 
the  result  of  the  fi- 
nancial crisis  in 
Asia — a  welcome 
pause  to  cool  the  po- 
tentially overheating 
economy,  before 
growth  resumes  in 
the  second  half?  Or 
do  they  hint  at  some 
more  significant  chinks 
in  the  economy's  armor, 
coming  as  they  do  at  a 
time  when  U.  S.  con- 
sumer spending  could 
hardly  be  more  robust? 
Indeed,  there  are  trou- 
bhng  signs  the  profit  crunch 
could  get  worse.  In  the  wake 
of  Intel  Corp.'s  report  of  36% 
lower  income,  Cowen  &  Co.  managing 
director  Drew  Peck  huiried  to  reduce 
his  1998  and  1999  earnings  estimates 
for  the  chipmaker  after  Intel  warned 
its  second  quarter  will  be  off  as  well. 
"There  doesn't  seem  to  be  any  hard  ev- 
idence that  things  are  going  to  re- 
bound," Peck  says.  Other  analysts 
slashed  their  full-year  estimates  for 
Eastman  Kodak  Co.  after  it  disclosed 
a  sharp  14%^  drop  in  consumer  film 
sales.  "We've  had  more  warnings  than 
normal  from  significant  companies,"  says 
Charles  L.  Hill,  director  of  research  at 
First  Call.  "The  .$64,000  question  is:  Do 
we  see  a  continuation  of  downward  re- 
visions and  a  broadening  in  the  second 
quarter?" 

"DONT  CARE."  So  far.  Wall  Street  is 
clinging  to  a  view  of  better  times  later 
this  year.  Consensus  estimates  for  prof- 
its of  companies  in  the  S&P  500-stock 
index  still  call  for  a  healthy  12.2%  gain 
in  third-quarter  earnings  and  a  strong 
19.5%'  gain  in  the  final  period.  As  long 
as  new  money  continues  to  flow  into 
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mutual  funds  and  companies  buy  baig: 
stock  at  the  current  breakneck  p 
the  bull  market  could  be  sustained, 
ter  all,  says  H.  Vernon  Winters,  chief 
vestment  officer  foi-  Mellon  Bank  Cor 
Private  Asset  Management  gi'oup, 
vestors  "just  don't  care  that  earnii^eai; 
are  slowing  down." 

Shareholders  in  oil  companies  mign 
be  an  exception.  With  ciude  oil  selli:( 
for  31%  less  than  a  year  ago,  Big  0\\ 
profits  are  expected  to  tumble  37%  w^i 
year  ago  levels  when  fii-st  quarter 
suits  start  coming  in  on  Apr.  20.,  iteaii 
cording  to  consensus  estimates  tabuli 
ed  by  First  Call.  Even  diillers,  the  mcin^ 
flush  part  of  the  industry,  are  now  teiai 
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ig  their  outlook.  "Right  now,  the 
ing]  market  is  better  than  it  has 

been,"  says  C.  Russell  Luigs,  ceo 
fshore  driller  Global  Marine  Inc. 
king  into  the  future,  you  may  see  a 

softening." 

janwhile,  analysts  are  slashing  es- 
;es  for  technology  companies,  long 
narkets'  little  engines  that  could. 

Call's  second-quaiter  profit  outlook 
lese  companies  has  been  slashed  to  a 
:ain,  fi-om  .Januaiy  estimates  of  in- 
es  of  15%.  Another  warning  sign: 
cal  industries  such  as  paper,  chemi- 

and  metals,  are  expected  to  see 
ngs  actually  ch-op  1%  this  quarter, 
•onomists  see  profits  continuing  to 


be  squeezed  between  a  flood  of  low-cost 
imports  and  rising  labor  costs.  Some 
economists,  such  as  James  O'Sullivan  at 
J.R  Morgan  &  Co.,  now  expect  gross 
domestic  product,  which  gi-ew  4%  in  the 
fii'st  quarter,  to  increase  by  only  1%  in 
the  thiixl  and  fourth.  "If  you  look  at 
corporate  profits,  there  is  a  lot  more 
than  Asia  going  on,"  O'Sullivan  says. 
FED  JITTERS.  And  now,  there  are  jit- 
ters about  a  change  of  heait  at  the  Fed- 
eral Reserve.  Salomon  Smith  Barney 
Inc.  economist  David  Hensley  says  he  is 
beginning  to  worry  that  rather  than 
cutting  rates  this  year  because  of  the 
Asian  financial  crisis,  the  Fed  could  ac- 
tually raise  rates  because  of  unstop- 


pable consumer  demand.  An  increase  in 
unemployment  or  a  drop  in  the  market 
could  prevent  that,  but  despite  continu- 
ing downsizing  by  major  companies  the 
unemployment  rate  seems  stubbornly 
low  and  the  market  stubbornly  high. 

Of  coui-se,  this  is  a  stock  market  that 
continues  to  defy  the  rules.  So  despite 
profit  margin  pressures,  rising  wage 
costs,  and  competition  from  imports, 
stocks  could  continue  to  float  on  a  sea  of 
liquidity.  Wliether  it's  investoi-s  padding 
retirement  plans  or  corporate  chiefs 
boosting  buybacks,  stocks  are  still  the 
best  game  in  town. 

By  Gary  McWilliams  in  Houston 
and  Frederick  F.  Jespersen  in  New  York 
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LOST  IN  SPACE 
AT  BOEING 

Post-merger  clashes  throw  the  aerospace  giant  off-course 

Iarriage  counselors  always  warn 
young  couples  that  money  trou- 
bles are  the  biggest  threats  to  a 
happy  union.  Boeing  Co. 
can  tell  you  it's  not  so 
good    for  corporate 
marriages  either. 

Almost  from  the 
time  Boeing  com- 
pleted its  merger 
with  McDonnell 
Douglas  Corp 
last  August,  the 
company  has 
been  racking  up 
writedowns  caused 
by  production  problems 
and  product  cancellations. 
On  Apr.  27,  Boeing  execs 
are  bracing  for  then'  first  j^ost- 
merger  shareholder  meeting — at  which 
investors  will  be  asking  why  the  parts 
shortages  and  assembly-line  glitches  that 
the  Seattle  aerospace  giant  promised  to 
clean  up  six  months  ago  still  persist. 
On  Apr.  9,  Boeing  announced  a  new 
$350  million  charge,  bringing  the  tab 
for  the  production  disasters  to  nearly 
$3  billion.  Boeing's  stock,  now  at  53,  is 
nearly  12%  below  where  it  was  when 
the  $13  billion  McDonnell  deal  closed. 
PUBLIC  SPATS.  It  all  adds  up  to  a  lot 
of  stress  in  the  combined  coiporate  fam- 
ily. For  months.  President  Harry  C. 
Stonecipher,  the  hard-nosed  former  Mc- 
Donnell Douglas  CEO  who  joined  Boeing 
in  the  merger,  has  disagi'eed — at  times, 
in  public — with  Ronald  B.  Woodai'd,  head 
of  Boeing's  commercial  aviation  unit,  over 
the  cause  of  the  problems.  Before 
Stoneciphei'  came  aboard,  Woodard  was 
in  line  to  be  president,  and  the  two 
clashed  from  the  start,  insiders  say. 
Stonecipher,  they  add,  even  tried  to  pin 
blame  on  Boeing's  populai-  Chairman  and 
CEO  Phihp  M.  Condit. 

The  potential  for  internecine  war  has 
kept  the  iTimor-mill  woi'king  overtime 
both  on  Wall  Street  and  at  Boeing.  In- 
deed, earlier  this  year  Condit  publicly 
denied  reports  that  Woodard  would  be 
fu'ed — or  that  he  himself  would  be  step- 
l)ing  down  and  former  ceo  Frank 
Slirontz  would  return. 

Condit,  Stonecipher,  and  Woodard  all 
deny  any  tensions  and  say  they  work 


well  together.  And  in  a  recent  inter- 
view, Stonecipher  and  Condit  seemed  in 
sync  in  their  views.  But  Boeing's  di- 
rectors— a  third  of  whom  came  from 
McDonnell  Douglas — are  growing  im- 
patient. The  board  doesn't  want  any 
moi"e  surprises,  say  observers  and  in- 
siders, and  fiuther  large  charges  could 
force  Woodard  out.  "A  lot  of  investors 
think  that  there  have  been  all  these 
problems,  and  yet  no  one  has  lost  their 
job,"  says  Bill  Whitlow,  manager  of 
Saveco  Northwest  Fund,  which  has  $4 
million  in  Boeing  stock.  On  the  other 
hand,  customers  ai'en't  looking  for  more 
disruption.  "I  would  hate  to  see  any 
shuffle  in  management,  given  that 
we're  the  ones  who  would  be  the  re- 
cipients of  the  conseciuences,"  says  Gor- 
don M.  Bethune,  CEO  of  Continental 
Airlines  Inc.,  which  is 
slated  to  take  15%  of 
Boeing's  output  this 
year. 

In  a  joint  interview 

with    BUSINESS  WEEK, 

Condit  and  Stonecipher 
said  they  won't  make  a 
scapegoat  of  anyone. 
But  they're  not  ready 
to  declare  that  their 
problems  are  behind 
them,  either.  "A  lot 
of  issues  started  a 
long  time  before  [last 
fall],  so  you  can't  snap 
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youi-  fingers  and  say:  'Let's  shape 
here,' "  says  Condit. 

Today,  Condit  and  Stonecipher  show 
united  front  and  say  they're  worki 
together  to  shift  Boeing's  culture,  i 
the  past,  Boeings  focus  was  on  desig- 
ing  the  most  advanced  planes,  says  Or 
dit,  and  cost  was  a  secondary  issue.  P 
airlines  are  balking  at  higher  costs  a.i 
Boeing  is  now  coi' 
peting  on  price  wi 
rival  Ah-bus  Industi 
to   snag  commerc 
market  share. 

But  in  straining 
fill  1,750  orders  for  m 
planes,  Boeing  has  1 
costs  spin  out  of  cc 
trol.  Six  months  aft 
the  problems  a 
peared,  work  is  sl| 
being  done  out  of  f 
quence,  union  of 
cials  say.  And  d 
mands  from  U.  S.  a; 
European  regulato 
have  forced  Boeing 
make  expensive  redesig 
on  the  new  737.  "These  pi 
duction  problems  just  go  on  and  oi 
sighs  Byron  Callan,  an  aerospace  ai, 
lyst  at  Merrill  Lynch  &  Co.  "I  doi 
think  management  knows  what's  rea 
happening  on  the  factory  floor." 

Part  of  the  problem  is  the  cultu 
clash  at  the  top,  says  Jon  B.  Kutb 
president  of  Quarterdeck  Investnii 
Partners  Inc.,  a  Los  Angeles  aerosp.i 
investment  bank.  Stonecipher,  w 
spent  26  years  at  General  Electric  C 
built  a  reputation  there  and  at  McDo 
nell  Douglas  as  an  aggressive,  co^ 
oriented  executive.  Woodard  and  Co 
dit,  two  career  Boeing  vets,  come  fn 
a  tradition  that  stresses  more  collal 
rative  problem-solving. 

Stonecipher's  forceful  style  has  ma 
him  a  lightning  rod  within  Boeinj 
ranks.  Analysts  and  union  leade 
accuse  Stonecipher  of  posturing  f 
Wall  Street.  In  Decei 
ber,  Stonecipher  a 
nounced  that  Boeii 
planned  to  slim  dov 
by  12,000  employees 
cut  costs.  But  with  : 
the  plant  floor  pro 
lems,  Boeing  actually 
holding  employmci 
levels  steady  and  oni 
recently  stopped  hirir 
"They  brought  Ston 
cipher  in  to  whip 
into  shape,  but  inste 
he's  pissed  everyoi 
off,"  says  a  machinist 
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Chill  out. 

Stay  cool.  After  all,  where  is  it  written  that  distributed  systems 
have  the  right  to  make  you  crazy?  It  isn't.  They  don't.  And  they 
won't.  Net  while  we're  here.  Because  as  an  integrated  technology 
services  provider,  we  can  help  you  take  care  of  the  design, 
acquisition,  management  and  protection  of  your  corporation's 
technology  infrastructure. 

Centralized  or  decentralized.  Enterprise  Server  or  PC.  Client  to 
server.  LAN  to  WAN.  IBM  to  Hewlett  Packard  to  Sun  to  Compaq 
to  Dell  to  whoever  and  whatever  pops  up  next. 

No  inflexible  commitments.  No  regrets.  No  rocks  or  hard  places. 
Just  the  daily  confirmation  that  you  control  technology.  It  does 
not  control  you. 

And  you  thought  we  were  just  into  mainframes. 

COMDISCO' 


A   TECHNOLOGY   SERVICES  COMPANY 

To  team  more,  visif  www.comdisco.com  or  call  1-800-272-9792. 

NAGING        TECHNOLOGY        IN        THE        FACE        OF  CHANGE- 
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Boeing's     Everett     (Wash.)  plant. 

Stonecipher  says  it's  his  job  to  be  the 
tougli  giiy  and  take  the  heat  for  Condit. 
He  ai'gnes  tliat  he  has  restrained  liimself: 
The  most  difficult  "part  in  this  whole 
thing  has  been  not  slaying  people,"  he 
says.  Condit,  for  liis  part,  says  he  leans 
on  Stonecipher.  "One  of  the  things  that 
has  got  me  through  was  that  I  could 
walk  down  the  hall  and  put  my  head  on 
HaiTy's  desk  and  say:  'Aaargh',"  he  says. 


The  gi'oaning  isn't  likely  to  end  until 
until  the  production  problems  do.  Wood- 
ai'd  says  the  company  is  "bouncing  back," 
and  })oints  to  improved  production  sched- 
ules on  the  747  and  767  assembly  lines. 
Still,  in  commercial  aviation,  which  ac- 
counts for  56%  of  company  revenues, 
Boeing  will  lose  money  on  at  least  the 
fii'st  400  new  737s.  That  means  it  won't 
show  pi'ofits  from  that  plane  until  2000, 
when  the  first  batch  is  completed. 


As  a  result,  Boeing's  stock  will  co  ,5 
tinue  to  languish  and  could  even  fi^ — 
more,  says  Prudential  Securities  Ir, 
analyst  Nicholas  P.  Heymann,  wl 
turned  negative  on  Boeing  when  tl  IE  \ 
production  problems  surfaced  last  fa  ' 
Not  quite  the  news  to  make  sharehol '  |U 
ers  smile  when  they  gather  in  St.  Lou  I'' 

By  Aaron  Bernstein  in  Washingto  x.,.^, 
Andy  Reinhardt  in  Costa  Mesa,  Cali  ^ 
and  Seanna  Browder  in  Seattle 
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COMMENTARY 


By  Wendy  Zellner 


BOB  CRANDALL:  AN  AMERICAN  GUDIATOR 


ru;t  la' 


The  airline  industry,  long  the 
playground  for  oversize  egos 
and  larger-than-life  characters, 
is  losing  one  of  its  most  colorful  per- 
sonalities. Robert  L.  Crandall,  chief 
executive  of  AMR  Corp.  and  Ameri- 
can Airlines  Inc.  since  1985,  is  retir- 
ing in  May  at  age  62.  He's  even 
relinquishing  his  board  seat.  Cran- 
dall's  immediate  plan:  to  cross  the 
Atlantic  on  his  new  48-foot  sailboat. 

To  his  credit,  Crandall  is 
sailing  off  at  a  good  time 
for  him  and  American.  Af- 
ter years  of  downsizing,  the 
company  is  now  enjoying 
record  profits  and  a  record 
stock  price.  It's  back  at  the 
top  in  on-time  performance. 
And  it's  poised  to  cement 
powerful  alliances  with  air- 
lines in  Europe,  Latin 
America,  and  Asia. 

But  for  all  his 
strengths — and  Crandall 
has  many — he  may  not  be 
the  man  to  lead  in  a  world 
where  sharing  power  with 
partners  and  with  labor 
will  be  more  critical.  "Bob  ran  the 
company  in  a  way  where  he  knew 
best.  As  a  result,  American  lost  out 
on  a  whole  bunch  of  opportunities," 
says  one  former  American  executive. 
"HE'LL  EAT  YOU  ALIVE."  But  love  him 
or  hate  him — and  the  profane,  hard- 
charging  Crandall  always  engenders 
strong  feelings — he  has  left  an  indeli 
ble  stamp  on  Amencan  and  the  in- 
dustry. His  innovations  are  leg- 
endai-y:  fi-equent-flier  progi'ams, 
sophisticated  computer  reservation 
and  pricing  systems,  and  huge  hub- 
and-spoke  networks.  After  deregula- 
tion came  to  the  airline  industiy  in 
1978.  he  cut  costs  vrith  a  then-novel, 


two-tier  pay  scale  that  put  new  hires 
on  a  lower  salaiy  track. 

From  1983  to  1988,  he  plowed 
some  $7  billion  back  into  the  company 
for  new  planes  and  built  American 
from  an  also-ran  to  an  industry  pow- 
erhouse. "If  there's  anybody  who  has 
shaped  this  industiy  and  made  Amer- 
ican what  it  is  today,  it's  Bob  Cran- 
dall," says  Continental  Airlines  Inc. 
CEO  Gordon  M.  Bethune.  As  fomier 


POWERFUL  PILOT:  CrandalVs  innovations  are  legendary 


American  Chairman  Albert  V.  Casey, 
who  tapped  Ci'andall  in  1980  to  serve 
as  the  airline's  president,  sums  him 
up:  "You  never  want  him  on  the  other 
side.  He'll  eat  you  alive." 

Crandall  prevailed  by  force  of  will 
and  obsessive  attention  to  detail.  One 
former  executive  recalls  a  flight  with 
Crandall  years  ago  from  Dallas  to 
New  York.  Crandall  was  given  a  salt 
shaker  with  a  Continental  logo.  He 
dumped  the  salt  on  his  tray,  angiily 
pocketed  the  shaker,  and  later  sent  it 
to  the  head  of  the  catering  business 
with  a  pointed  note.  Southwest  Aii'- 
lines  Co.  CEO  Hei'bert  D.  Kelleher  re- 
calls the  time  he,  Crandall,  and  anoth- 


er aii'line  exec  were  to  participate  in 
a  singing  contest  at  an  industry  con- 
ference. Crandall  not  only  revvrote  the 
song  after  being  told  not  to  but  reas- 
signed Kelleher  from  bass  to  tenor. 

On  the  other  hand,  CrandaU's  ten- 
dency to  approach  every  situation  as 
a  contest  with  winners  and  losers  has 
sometimes  cost  the  company  dearly. 
American  has  suffered  two  painful 
strikes  in  five  years,  in  good  measui-e 
because  of  CrandaU's  miser- 
able relations  with  his  labor 
imions.  He  also  alienated 
othei"  airline  executives.  He  ; 
had  a  smait  plan  to  simplify 
the  industry's  unwieldy  fai'e 
system  in  1992,  but  it  pro- 
voked a  bloodbath  of  price- 
cutting:  Mistnistful  rivals 
felt  "if  Bob's  for  it,  there 
must  be  something  wrong," 
recalls  one  former  exec. 

Some  fear  that  under 
CrandaU's  affable  succes- 
sor— President  Donald  J. 
Caity,  51 — the  airline  could 
lose  some  edge.  But  Cart/s 
more  diplomatic  style-he  of- 
ten plays  mediator  between  Crandall 
and  his  subordinates — may  help  the 
airline  on  some  cmcial  fronts.  In  Sep- 
tember, American  begins  labor  talks 
with  flight  attendants,  who  struck  in 
1993  for  five  days.  And  in  Washing- 
ton, its  proposed  alliance  with  British 
Au-ways  plc — a  linchpin  in  its  compe- 
tition with  other  airline  paitner- 
ships — faces  intense  reg"ulatoiy  scniti- 
ny.  Now  that  he's  emerging  from 
CrandaU's  shadow,  Carty  has  a  chance 
to  show  he's  the  right  man  at  the 
right  time.  Just  as  Crandall  was. 

Zellner  covers  Aynericari  Airlines 
for  BUSINESS  WEEK  in  Dallas. 
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ISTBUSTERS  

IE  SMELL  OF  BLOOD 
INTEL 

iling  that  suggests  it's  a  monopoly  could  embolden  the  feds 


rhile  everybody  was  watching  Mi- 
crosoft Corp.'s  battle  in  the  Belt- 
way, a  federal  judge  in  Alabama 
ped  a  bombshell  on  the  other  half 
le  "Wintel"  duopoly.  On  Apr.  10, 
District  Judge  Edwin  L.  Nelson 
that  Intel  Coip.  likely  violated  U.  S. 
rust  law  when  it  withheld  products 


idly  turn  into  a  stream,"  he  sa 
A  surge  of  private  litigation  co 
even  cause  the  ftc;  to  shift  the  focui: 
its  probe.  The  agency  won't  comment 
its  inquiry,  but  Intei'gTaph  staffers 
the  FTC  has  interviewed  the  comp; 
about  its  complaints.  The  ftc  is  look 
at  whethei'  Intel  is  leveraging  its  do 


'97  that  was  stayed,  pending  Nelson's 
decision. 

Will  the  Huntsville  inling  tame  the 
notoriously  aggressive  Intel?  Or  stop 
the  kind  of  behavior  that,  according  to 
former  FTC  Commissioner  Christine 
Varney,  prompted  the  agency  to  probe 
the  chip  giant  in  the  first  place?  Maybe 
not.  But  even  if  the  smaller  company 
hasn't  felled  the  Goliath,  it  has  landed  a 
stunning  blow. 

By  Andy  Reinhardt,  with  Robert  D. 
Hof,  in  San  Mateo  and  Mike  France 
in  New  York 
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;el  is  known  for  its  legal  impregnability, 
t  "once  that  wall  is  broken,  a  trickle  can 
)idly  turn  into  a  stream" 


technical  information 
Intergraph  Corp.,  a 
ir  of  computer  woi'k- 
ons.  Nelson's  prelimi- 

injunction,  the  first 
,  to  label  Intel  an  abu- 

monopoly,  could  lead 
irther  legal  troubles 
he  chip  giant — specifi- 

by  giving  the  Feder-  ^ 
ade  Commission  more  . 
ower  in  its  investiga- 

into  the  company's 
less  practices.  "It's  a 

damaging  i-uling,"  says 
Peck,  a  Cowen  &  Co.  ana- 

"The  aftershocks  could  be  ex- 
•dinarily  strong." 

.ONSCIONABLE."  Intel  insists  the 
3  is  wrong.  But  legal  experts  think 
ruling  could  embolden  the  ftc, 
•\  is  expected  to  decide  by  this  sum- 
whether  to  launch  a  formal  action. 
:  as  Orrin  Hatch  [with  his  Senate 
nary  Committee  healings]  gave  the 
ce  Dept.  support  in  its  fight  against 
osoft,  so  this  decision  gives  the  FTC 
oort]  against  Intel,"  says  Howard 
;e  of  Washington's  Drinker,  Biddle 
aath,  an  ex-staffer  at  the  ftc  who 
worked  on  the  Intel  inquiiy. 
le  niling  could  also  encoui'age  other 
d-be  litigants.  Intel  customers  and 
1  s  have  tyjjically  shied  away  from 
routing  the  company,  which  is 
'  m  for  its  aggi'essive  legal  tactics. 
I  now  they  may  smell  blood.  Morse 
)  lares  it  to  tobacco  lawsuits:  "Once 
1  wall  is  broken,  a  trickle  can  rap- 


Amolsch,  editor  of  newsletter  FTC 
Watch  in  Washington. 

Such  a  far-reacliing  impact  wasn't  on 
Intergi-aph's  radar  when  the  Huntsville 
(Ala.)  company  filed  its  patent  claim  last 
November.  The  $1.2  billion  workstation 
maker  argiied  that  it  owned  patents  on 
technology  used  in  Intel's  Pentium  Pro 
and  Pentium  II  processor.  "Intel  wanted 
access  to  the  patents  we  had,  and  they 
were  unwilling  to  pay,"  says  James  W. 
Meadlock,  Intergi-aph's  t'EO.  Intel  stopped 
supplying  Intergi'aph  with  technical  data 
and  eaiiy  samples  of  its  upcoming  proces- 
sors— a  move  Intergraph  says  cost  it 
$100  milUon  in  lost  sales  in  the  fouith 
quarter.  So  in  December,  Intergraph 
added  antitinst  claims  to  its  suit. 

Intel's  version  of  events  differs  gi-eat- 
ly:  It  says  the  patents  ai'en't  valid.  What 
about  cutting  off  shipments  to  Inter- 
gi'aph?  "It's  pnident  not  to  ship  intel- 
lectual property  to  a  company  that  is 
going  to  sue  you,"  says  spokesman 
Chuck  Mulloy.  ' 

The  Huntsville  inling  is  only  a  pre- 
liminary injunction  that  forces  Intel  to 
resume  the  relationship  it  had  with  In- 
tergi-aph  before  the  fu'st  suit  was  filed. 
The  case  could  still  go  to  trial — 
though  Intergraph  will  likely  ask 
for  a  summary  judgment — and 
Intel  says  it  may  appeal  the  inl- 
ing. "We  think  the  judge  is 
wi'ong,"  says  Intel's  Mulloy.  In- 
tel also  filed  a  countersuit  in 


nance  in 
processors  into 
adjacent  markets  and 
at  its  use  of  nondisclosure 
agi'eements  on  future  products  to 
keep  customers  in  line.  Nelson  called 
Intel's  withch'awal  from  such  agreements 
with  Intergraph  "unconscionable." 

The  key  element  in  the  ruling:  Nel- 
son said  Intel  chips  have  become  an 
"essential  facility,"  a  legal  standard 
that,  for  instance,  requii'es  the  ovraer  of 
the  only  bridge  into  a  town  to  offer 
equal  access  to  all  traffic.  If  upheld, 
Pentium  chips  would  be  treated  like 
any  public  asset.  Many  legal  analysts 
suspect  Nelson  went  too  far.  But  "if  a 
federal  court  has  already  found  that 
Intel's  chips  are  an  essential  facility,  it 
makes  it  easier  for  the  FTC,"  says  Art 
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MARKETING 


WOULD  YOU  SPEND  $1.50 
FOR  A  RAZOR  BLADE? 

Gillette  is  betting  a  billion  that  the  answer  is  yes 


In  Api-il,  1995,  Gillette  ceo  Alft-ed  M. 
Zeien  went  to  his  board  with  an  au- 
dacious proposal.  He  wanted  the 
gi-een  light  to  develop  a  new  tiiple-blad- 
ed  razor  that  would  requii'e  "the  biggest 
capital  investment  in  oui'  histoiy,"  he 
recalls.  Not  suiprisingly,  the  dii'ectors — 
including  Warren  E.  Buffett — asked  to 
see  the  goods.  But  Zeien  refused,  hold- 
ing firm  even  after  one  director  argued 
that  "we  have  the  right  to  ask  any 
question  we  want."  It  wasn't  until  last 
November,  when  the  Mach3  was  rolling 
off  a  production  line  in  South  Boston, 
that  the  board  finally  got  to  tiy  Zeien's 
brainchild. 

After  more  than  a  decade  of  work 
and  $750  million  in  development  and 
tooling  costs,  the  Mach3,  introduced  on 
Apr.  14,  will  arrive  in  stores  starting 
July  1.  Tlmt's  a  staggeiing  sum  for  a  ra- 
zor: roughly  equal  to  the  global  razor- 
blade  sales  of  number  two  Warner-Lam- 
bert Co.,  which  owns  Schick  and 
Wilkinson  Sword.  Zeien  vows  that  the 
investment — plus  $300  million  more  for 
advertising  and  marketing  over  the  next 
15  months — will  propel  Gillette  Co.  and 
its  stock  into  the  millennium. 
TEST  FLIGHTS.  That  means  convincing 
millions  of  men — and  eventually,  mil- 
lions of  women — that  the  gee-whiz  tech- 
nology that  Gillette  has  poured  into 
Mach3  pi'oduces  enough  smoothness  and 
comfort  to  justify  an  eye-popping  35% 
price  increase  over  the  SensorExcel, 
Gillette's  current  top-of-the-line  prod- 
uct. That's  the  most  aggi'essive  price 
hike  Gillette  has  ever  attempted  for  a 
new  razor,  and  it  comes  at  a  time  when 
most  consumer-products  companies 
stmggle  to  pass  on  even  single-digit  in- 
creases. "It  is  a  hell  of  a  risk,"  argues 
Jef&'ey  Hill,  managing  dii"ector  of  Merid- 
ian Consulting  Group  in  Westport, 
Conn.,  since  "consumers  are  far  more 
satisfied"  with  today's  shaving  prod- 
ucts than  they  were  when  Gillette 
launched  Sensor  in  1989.  In- 
vestors agi'eed:  Gillette's  stock 
slipped  $6,  to  $118,  by  Apr.  / 
15,  the  day  after  Mach3  was  / 
announced.  / 

WOl  it  fly?  John  M.  Car- 
ina n,  Gillette's  vice-presi- 
dent of  male  shaving,  brags 


that  the  ad  campaign,  heavy  with  Top 
Chin  imageiy,  is  "off  the  charts"  in  its 
ability  to  motivate  men  fi'om  France  to 
Florida  to  "take  Mach3  for  a  test  flight." 
Amy  Low  Chasen,  an  analyst  at  Gold- 
man, Sachs  &  Co.,  believes  that  the 
Mach3  will  generate  annual  revenues  of 
$1  billion  by  2001. 

But  men  will  only  stick  with  Mach3  if 
it  lives  up  to  the  hype.  Gillette  has  ap- 
plied for  35  patents  on  Mach3  and  the 
manufacturing  process  used  to  make  it. 


REACHING  MACH3 

1985  Serious  research  begins 
on  developing  the  first  new 
edge  for  Gillette's  blades  since 
1969. 

1988  Gillette  researchers  try 
arranging  three  blades  in  a  prO' 
gressive  alignment,  meaning 
the  first  blade  sticks  out 
less  than  the  second  and 
third  blades. 

1992  An  advanced  proto- 
type, Manx,  beats  Sensor 
Excel,  Gillette's  most 
advanced  razor,  in 
shave  tests 


1995  Gillette's 
board  green- 
lights  Manx 
develop- 
ment. 


MID-1996 

Gillette  engi- 
neers develop 
a  method  of 
assembling 
lanx's  cartridge 
that  is  three  times  as 
fast  as  SensorExcel 
production. 

FALL,  1997  Board 
approves  final  stage  of  the 
$750  million  investment.  Pro- 
duction begins. 

APR.  14,  1998  MachS  unveiled. 

DATA  GILLEnE  CO  ,  BUSINESS  WEEK 


In  addition  to  its  three  blades,  Macl 
features  six  other  innovations,  inclui 
ing  a  new  method  of  loading  cartridge 
and  a  new  blade  edge,  applied  atom  b 
atom  with  chipmaking  technology. 

It  could  be  technological  overkil 
though.  Zeien  says  that  even  at  Gillett 
"a  lot  of  people  argued  we  should  sin 
ply  put  out  a  Sensor3  product."  Th;^ 
would  have  cost  less — and  allowe"' 
Gillette  to  build  on  the  installed  baf 
of  400  million  Sensor  razor  handles 
ready  sold. 

Still,  he  believes  that  an  all-ne 
triple-blade  razor  will  pay  off  han( 
somely.  As  early  as  1992,  Gillette's  n 
searchers  already  had  a  "Manx"  prot( 
type  that  in  tests  "was  beating  the  pani 
off'  oui'  best  product,  SensorExcel,"  sa\ 
Thomas  L.  Gallerani,  vice-  president  ( 
Gillette's  shaving  technology  lab.  Zeie 
then  insisted  that  Manx  would  have  t 
have  a  radically  new  blade  edge,  tO( 
This  edge,  known  as  dlc— for  dijji 
mond-like  carbon  coating — ^is  thre  , 
times  stronger  than  stainlea ' 
steel  and  allows  Gillette  t 
use  much  thinne 
blades.  Problem  iiL 
DLC  also  helpij 
blades  la 
longer. 
To  hel 
combat  th| 
problem,  Macl 
_  features  a  bl' 

"indicator  strip"  that  will  fa 
to  white  as  the  blades  are  usej 
and  sigTial  when  it's  time  for  ne' 
ones.  Darman  concedes  that  fewer 
fridges  vrill  be  sold.  "Our  best  guess 
that  consimiption  will  fall  10%,"  he  sa; 
However,  if  he's  wrong  and  consum] 
tion  drops  much  more  than  that,  Mad 
could  be  a  disappointment. 
SLOMO.  The  Mach3  is  so  complex  th; 
Gillette  has  developed  a  new  manufa( 
turing  process  for  it.  Eventually,  th| 
plant  should  spit  out  600  cartridges 
minute,  three  times  more  than  th| 
process  used  for  Sensor,  says  Michael 
Cowhig,  the  senior  vice-president  fo 
manufactiuing  who  oversees  Mach3.  Bu 
six  months  into  production,  the  proces 
is  still  running  at  just  250  cartridge' 
per  minute. 

Will  Mach3  move  as  fast  as  Gillett 
expects?  Even  if  consumers  agi'ee  tha| 
it's  a  big  improvement  over  Sensor,  wi|| 
they  like  it  enough  to  pay  $1.50  for 
caitridge — the  biggest  premium  in  sha\ 
ing  histoiy?  They'll  be  paying  for  higli' 
tech  and  the  promise  of  fewer  nicks  andw 
less  irritation.  Or,  for  $2  they  can  sti" 
buy  a  10-pack  of  disposable  razors. 

Bif  William  C.  Symond^f 
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iet  up  to  twice  the  memory  for 

Diily  $0. 

Exact  change  not  required.) 

1(1  32MB  of  additional  RAM,  absolutely  free  with  select  Compaq  Armada  notebooks?  What's  with  the 
;away?  After  all,  your  buying  decision  depends  on  things  like  power,  features,  quality  of  support,  and 
'ijijny  reputation,  right?  All  of  which  would  lead  you,  as  it  has  for  millions  worldwide,  directly  to  the 

Ilia  anyway.  Especially  now  that  you  get  more  computer  for  less  than  ever.  So  why  ask  why?  Get  your 

j(la,  grab  your  fret  memory  and  run.  Our  operators  await  your  call. 

tr  the  world's  best-selling  computers,  call  1-800-853-9521, 
visit  your  local  reseller,  www.compaq.com/promos/ 


inpaq  operators  are  available  8  A.M. -8  P.M.  EST,  Mon.-Fri.) 


iTiada  1560DM  $1,999* 

fully  integrated  notebook  with  everything  you  need  in  one 
vehient  pa,cl<age. 

an  additional  16IVIB  of  memory  free  for  a  total  of  32MB."  ' 
itegrated  AC  Adapter 

S6MHZ  Pentium®  processor  with  MMX™  technology 


mada422oT  $3,999* 

1  notebool<  that  lets  you  pacl<  more  into  its 
itweight,  versatile  design. 

an  additional  32MB  of  memory  free  for  a  total  of  64MB.' 

66MHz  Pentium  processor  with  MMX  technology 
.2  lbs  in  its  basic  configuration 
.oGB  SMART  Hard  Drive 


3.2GB  SMART  Hard  Drive 

12.1"  CSTN  SVGA  Display 

Integrated  20X  MAX  CD-ROM  Drive — 

Integrated  K56Flex  Modem' 

Supports  up  to  two  Li  Ion  batteries  simultaneously 


12.1"  CTFTSVGA  Display 

Li  Ion  Dual  Bay  Battery  &  Li  Ion  Handle  Battery  included 
(supports  up  to  two  Li  Ion  batteries  simultaneously) 
ACPI-ready 

3-year  Limited  Parts  and  Labor  worldwide 
warranty' 


%  Financing  available  from  Compaq  Capital  on  Compaq  hardware." 
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®  1998  Compaq  Computer  Corporation  All  rights  reserved  Com[>aq  and  Armjda  registered  US  Patent  and  Trademark  Office  The  Intel  Inside  logo  and 
Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  the  Intel  Corpuralion,  Other  products  mentioned  herein  may  be  trademarks  or  registered 
trademarks  of  their  respective  companies  "AH  prices  shown  refer  to  U  5  estimated  selling  prices  on  select  models.  Reseller  prices  may  vary  "Free  offer  with 
purchase  of  qualifying  product  through  6/30/98,  while  supplies  last  Installation  not  included  with  free  memory  Offers  not  valid  on  Compaq  refurbished 
products  Valid  only  m  the  U.S  Compaq  reserves  the  right  to  change,  alter  or  cancei  these  programs  at  any  time  without  notice.  ""Offer  subject  to  change  and 
restrictions  apply  Financing  offered  by  Compaq  Capital  Corporation  to  qualified  commercial  customers  in  the  U  S  who  acquire  at  least  five  units  or  $  1 5,000 
worth  of  Compaq  equipment  [Tandem  equipment  is  not  eligible  for  this  offering).  Offer  ts  based  on  dealer  sales  price  and  low  lease  rates  are  also  available 
Offer  may  not  be  combined  with  special  discounts  and  is  subject  to  credit  approval  and  execution  of  standard  lease  documentation  Offer  is  subject  to  other 
restrictions  and  Compaq  Capital  reserves  the  right  to  change,  alter  or  cancel  this  offering  at  any  time  without  notice.  Lease  must  commence  on  or  before 
June  30,  1998  ""20X  MAX  CD-ROM  drive  transfer  rales  may  vary  from  1275  to  3000  Kbps  'The  K56tlex  protocol  is  designed  only  to  allow  faster  downloads 
from  K56flex  compliant  digital  sources.  Maximum  achievable  download  transmission  rates  currently  do  not  reach  56Kps,  and  will  vary  with  line  conditions 
■'Certain  restrictions  and  exclusions  apply 


News:  Analysis  &  Commentary  ][ 


IRELAND 


READY  TO  BLAST 
OUT  OF  THE  BOG 

Northern  Ireland's  peace  deal  may  lure  investments  and  jobs 


The  historic  Apr.  9  peace  deal  be- 
tween the  gover'nments  of  Britain 
and  Ireland  and  the  main  Northern 
Ireland  political  parties  was  a  water- 
shed. But  as  the  North's  party  leaders 
straggle  back  from  their  Easter  cele- 
brations, they  are  facing  an  equally  dif- 
ficult challenge:  how  to  keep  up  the 
momentum. 

One  important  way,  all  parties 
agTee,  is  to  attract  investment 
and  create  jobs  in  Northern 
Ireland — to   emulate  the 
success  of  the  Irish  Re- 
public  to   the  south, 
which  has  been  an  in- 
vestment magnet  in 
recent  years.  Once  a 
backwater,  the  Re- 
public of  Ii-eland  has  ^ 
been  enjoying  ro- 
bust  growth.   An  , 
economic  boom  in 
the    North  would 
soak  up  pockets  of 
unemployment  there 
and  be  a  big  incen- 
tive for  paramilitary 
groups  to  put  away 
their  rifles  and  plastic 
explosives  for  good. 

It  won't  happen  ovei  •,. -  -.-w 

night.  Businesses  have  been       ^  '^'v"?^^ 
disappointed  when  violence 
erupted  after  earlier  cease-hres. 
"We've  seen  it  all  before,  and  we 
don't  have  any  traist  in  it,"  says  Sonny 
Baird,  who  runs  Internet  Cafe  in  cen- 
tral Belfast. 

SOUTHERN  EXPOSURE.  Still,  executives 
say  this  time  could  be  different.  All  the 
main  parties — including  Gerry  Adams, 
president  of  Sinn  Fein,  the  political  wing 
of  the  Irish  Republican  Anny — are  on 
board.  The  British  and  Irish  Prime  Min- 
isters, Tony  Blair  and  Bertie  Ahern, 
have  their  prestige  on  the  line,  and 
President  Clinton  is  also  involved.  "I 
think  we  will  see  an  increase  in  business 
activity  building  up  in  the  coming  years 
fi'om  both  touiism  and  investment,"  says 
Ronnie  Kells,  group  chief  executive  of 
Ulster  Bank  Ltd.,  the  Irish  arm  of 
Britain's  National  Westminster  Bank. 

Subtle  changes  in  the  political  and  eco- 
rsomic  climate  helped  pave  the  way  for 


this  deal.  Despite  the  "troubles,"  North- 
ern Ireland  has  taken  a  cue  fi'om  its 
southern  neighbor  in  tiying  to  lui'e  in- 
vestors— with  some  success.  Since  1993, 
Northern  Ireland  has  attracted  about 
$2.5  billion  in  foreign  investment.  Foreign 


TAKING  OFF 

In  Belfast,  employees  for 
Short  Brothers  assemble 
fuselages  for  Bombardier's 
Global  Express  aircraft 

companies  such  as  Seagate  Technology 
Inc.  and  Emei-son  Electric  Co.  now  em- 
ploy about  11,0()()  {)eople,  11%  of  the  total 
manufactiuing  workforce. 

Multinationals  that  have  invested  have 
found  a  well-educated,  hard-working  la- 
bor force.  Northern  Telecom  Ltd.,  which 
has  big  investments  in  both  Irelands,  is 
sufficiently  pleased  vrith  the  latest  ac- 


cord that  it  is  ready  to  pom-  $47  miUj 
more  into  its  facilities  at  Monkstown 
the  north,  where  some  1,200  employe 
design  and  manufactm-e  fiber-optic  trai 
mission  geai-.  "Peace  and  stabOity  woi 
remove  a  huge  obstacle  for  potential 
vestment  for  Nortel  and  other  comj 
nies,"  says  Robert  J.  O'Brien,  a  No: 
vice-president. 

Foreign  investment  flows,  as  well 
Britain's  spentling  about  $3,000  annua 
for  each  of  the  1.6  million  inhabitan 
have  helped  give  Northern  Irelai 
slightly  faster  economic  grovvi:h  th 
Britain  as  a  whole  in  recent  years.  B 
it  remains  the  poorest  region  in  the  i 
tion,  with  a  gi'oss  domestic  product  p 
person  of  $14,400  a  year— 81%  of  t 
British  average.  And  while  unempl 
ment  has  declined,  its  7.9%  ra 
stifl  is  well  above  the  Briti: 
average  of  4.8%. 

If  peace  prevails,  tl 
North  will  have  a  chan 
at  duplicating  the  ec 
nomic  revival  of  tl 
Irish  Republic,  whe 
living  standards  riv 
those    in  Englan 
Scotland,  and  Wak 
The  8.2%  econo; 
gi'owth  rate  racto 
up  by  the  Repub 
of  Ireland  last  ye; 
was  the  highest 
the  European  Unii 
Certainly,  so: 
foreign  companies 
bullish   on  Norths: 
Ireland.  "We  have  sei 
what  has  been  done 
the  South,  and  we  see  tl 
potential  here,"  Roy  McNi 
ty,  CEO  of  Short  Brothers,  s; 
last  year.  The  company,  a  sui 
■iidiary  of  Canadian  aii'plane  mak( 
P>ombardier  Inc.,  is  Northern  Irelani 
IcU'gest  private  employer  A  Bombardi( 
spokesman  says  the  latest  accord  "bod 
well"  for  the  company's  operations  thei 
Whether  the  North  can  attract  si| 
nificant  new  investment,  though,  n 
mains  to  be  seen.  Sterlmg  has  strengt] 
ened  14%-  against  the  Irish  pound 
the  past  year,  so  it's  cheaper  to 
south.  As  a  result,  Northern  Irelai 
will  have  to  offer  incentives.  North© 
politicians  have  every  reason  to  be  a(| 
commodating  to  business,  since  thj 
peace  accord  turns  over  more  respons 
bility  for  the  economy  to  them.  Gen' 
Adams  proved  a  crack  fund-raiser  fc 
Sinn  Fein.  Now,  the  world  can  see  ho^ 
good  he  is  at  wooing  foreigii  investors 
By  Stanley  Reed  in  London,  wit 
Joseph  Weber  in  Toronto 
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VIonitors,  $0. 

)nce  again,  Compaq  lowers  the  cost  of 

)usmess  computing. 

)re  for  less.  More  for  less.  More  for  less.  If  that  sounds  something  like  a  mantra,  it's 
cause  nobody  takes  your  needs  more  seriously  than  we  do.  A  radical  example:  the 
l-featured  monitor  that  now  comes  free  with  the  following  Deskpro  PCs.  Buy  1  or 
100,000,  and  you'll  get  the  same  number  of  Compaq  V50  monitors  delivered  right  to 
jr  door.  For  100%  less  than  budgeted.  So  repeat  after  us.  Call  now.  Call  now.  Call  now. 
r  operators  are  here  to  serve. 


ir  the  world's  best-selling  computers,  call  1-800-417-8882, 
visit  your  local  reseller,  www.compaq.com/promos/ 

)mpaq  operators  are  available  8  A.M.- 8  P.M.  EST,  Mon.-Fri.) 


!Skpr0  2000    Price  $1,599* 

'■  '^S"  (i3-7"  viewable  area)  V50  monitor* 

•  Matrox  MGA 1064/SG  graphics 

13MHz  Pentium®  II  processor 

•  2MB  SGRAM  video  memory,  maximum  4MB 

2GB  Ultra  ATA  Hard  Drive 

rMB  SDRAM  stan.dard  memory,  maximum  384MB 

.2KB  cache 

iSkpro  2000    Price  $1,799* 

15"  (137"  viewable  area)  V50  monitor* 
>6MHz  Pentium  II  processor  W/512KB  cache 
2GB  Ultra  ATA  Hard  Drive 
!MB  SDRAM  standard  memory,  maximum  384MB 
atrpx  MGA  1064/SG  graphics 

!Skpr0  4000S    Price  $1,259* 

■  15"  (13-7"  viewable  area)  V50  monitor* 
t3MHz  Pentium®  processor  w/MMX "  technology 
iGB  EIDE  Hard  Drive 

iMB  SDRAM  standard  memory,  maximum  256MB 
6KB  cache 


24X  Max**'  slot  load  CD-ROM  w/Enhanced  Business  Pro  Audio 
Microsoft  Windows  NT®  4.0  pre-installed 
3-year  limited  warranty*"* 


2MB  SGRAM  video  memory,  maximum  4MB 

24X  Max***  slot  load  CD-ROM  w/Enhanced  Business  Pro  Audio 

Microsoft  Windows  NT  4.0  pre-installed 

3-year  limited  warranty**** 


S3  Trio  64V2/GX  graphics 
2MB  SGRAM  video  memory 
Netelligent  10/100  TX  network  controller 
Microsoft  Windows  95  pre-installed 
3-year  limited  warranty**** 


%  Financing  available' from  Compaq  Capital  on  Compaq  liardware." 
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In  Business  This  Week 


EDITED  BY  PAT  WECHSLER 


INFOTECH  PACKS 
A  HEFTY  WALLOP 

NOW  it's  official:  the  U.S.  IS 
in  the  midst  of  a  Digital 
Revolution,  transforming  the 
way  companies  do  business 
and  cutting  costs.  On  Apr  15, 
the  Commerce  Dept.  issued  a 
sweeping  report  on  how 
information  technology  is 
transforming  the  economy. 
Infotech,  now  at  more  than 
8%  of  domestic  output,  is 
responsible  for  one-quarter 
of  the  economy's  growth  and 
provides  7.4  million  jobs  at 
an  average  wage  of  $46,000— 
64%  higher  than  the  private 
sector  overall,  Commerce 
found.  Meanwhile,  on  Apr. 
14,  the  revolution  got  a  boost 
from  Vice-President  Al  Gore, 
who  announced  a  partnership 
with  Qwest  Communications, 
Cisco  Systems,  Nortel,  and 


CLOSING  BELL 


GOING  UP 


Asia  and  cold  weather  may 
spell  woes  for  United  Tech- 
nologies. But  its  stock  hit  an 
all-time  high  of  98X  on  Apr. 
14  and  closed  at  95Kthe 
next  day.  Why?  Wall  Street 
loves  cost-cutting.  On  Apr. 
13,  UT's  Otis  Elevator 
announced  a  3%  workforce 
cut  and  the  closing  of  13 
engineering  centers — moves 
analysts  say  will  drive  mar- 
gins into  double  digits.  Belt 
tightening  is  also  expected  at 
air-conditioner  maker  Carrier. 
But  the  Asian  building  boom 
UT  was  counting  on  for  growrth 
seems  stuck  between  floors. 


JP.Ii  S,  '98  APR.  15 

A  OCUARS 

DATA-  3100MBERG  FINANCIAL  MARKETS 


122  universities  to  create  a 
next-generation  superfast 
research  network. 


WASHINGTON  IS 
COOL  TO  THE  YEN 

TREASURY  SECRETARY  ROBERT 
Rubin  feels  Japan's  pain.  But 
he's  not  promising  any  action 
to  bolster  the  yen.  After 
meeting  in  Washington  with 
Japanese  Finance  Minister 
Hikaru  Matsunaga  on  Apr. 
15,  Rubin  said  that  he 
"shared  his  concern"  about 
the  yen's  "excessive  depreci- 
ation" to  a  recent  six-year 
low  of  135  yen  to  the  dollar. 
Both  ministers  pledged  to 
"cooperate  closely  as  appro- 
priate" to  bolster  the  cur- 
rency. But  that  and  292  yen 
will  get  you  a  cup  of  latte: 
The  U.  S.  has  pointedly 
remained  aloof  from  the 
Bank  of  Japan's  recent  mas- 
sive buying  spree. 

BLENDED: PENNZOIL 
AND  QUAKER  STATE 

PEN.N'ZOIL,  WHICH  RECENTLY 

fought  off  a  hostile  takeover 
bid,  is  spinning  off  its  con- 
sumer automotive  products 
and  Jiffy  Lube  businesses. 
The  new  company  will  then 
merge  with  rival  Quaker 
State  to  form  the  nation's 
largest  motor-oil  concern. 
Pennzoil  shareholders  will 
hold  61%  of  the  newly 
formed  $3  billion  company, 
which  will  control  37%  of 
U.  S.  retail  motor-oil  sales 
and  15%'  of  the  quick  oil- 
change  market.  The  Pennzoil 
restructuring,  which  has 
been  expected,  will  leave  the 
Houston  outfit  as  an  oil  and 
gas  exploration  and  produc- 
tion company. 

REACH  OUT 

AND  CRASH  SOMEONE 

A  CRITKJAL  AT&T  DATA  NET- 

work  crashed  on  Apr.  13  and 
wiped  out  the  ability  of  thou- 


HEADLINER:  MICHAEL  OVITZ 


A  NEW  THEATER  OF  OPERATIONS 


He  used  to  look  for  value 
in  directors  and  actors. 
Now,  onetime  superagent 
Michael  Ovitz  sees  value 
in  real  estate.  That's 
a  key  reason 
Ovitz  took  con- 
trol of  Livent 
Inc.,  a  troubled 
theatrical  pro- 
duction compa- 
ny that  also 
owns  theaters  in 
six  cities,  including 
the  lavish  new  Ford  Cen- 
ter on  New  York's  Great 
White  Way,  where  the  hit 
Ragtime  opened  in  Janu- 
ary. Ovitz  controls  the 
company,  after  paying  $20 
million  for  a  12%  stake  on 
Apr.  13  and  installing  in- 
vestment banker  Roy  Fur- 
man  to  run  the  company 
that  has  been  struggling 


since  its  initial  smash  wit! 
the  revival  of  Show  Boat. 
The  Livent  deal  is  just 
the  latest  Ovitz  move 
into  real  estate,  fol 
lowing  a  recent 
joint  ventui'e 
with  land  deve 
oper  Glimcher 
Realty  Trust  ti 
uild  entertain- 
nient-themed 
1  lopping  malls. 
And  there  might  yet 
be  another  real  estate  pla; 
in  Ovitz's  future:  For 
months,  he  has  been  tryinj 
to  put  together  a  gi-oup  t 
build  a  football  stadium  in 
Los  Angeles  in  hopes  of 
luring  a  National  Football 
League  fi-anchise  back  to 
the  football-barren  city. 

By  Ronald  Grovt 
in  Los  AngeU 


sands  of  corporate  customers 
to  send  and  receive  data.  The 
"frame  relay"  network  failed 
when  two  Cisco  Systems 
switches,  which  direct  data 
traffic,  stopped  sharing  data 
accurately  and  outages 
spread  throughout  the  coun- 
try. By  the  next  afternoon, 
AT&T  had  succeeded  in  restor- 
ing full  service  across  the 
entire  country.  Still,  CEO 
Michael  Armstrong  pledged 
not  to  charge  any  companies 
for  any  frame  relay  service 
until  the  company  eliminated 
the  chance  that  similar  prob- 
lems could  occur  in  the  futiu-e. 


CENDANT S  STAR 
SURE  ISN'T  RISING 


DEALMAXER  HENRY  SILVER- 

man  may  have  gotten  less 
than  he  bargained  for.  On 
Apr.  15,  Cendant,  created 
last  year  through  the  merger 
of  Silverman's  franchise 
giant  HPS  and  direct  mar- 
keter cue  International, 


announced  that  it  had  unc( 
ered  potential  account! 
irregularities  in  certain  f(' 
mer  cue  business  units.  T 
bottom  line:  Cendant's  11 
net  income  is  expected  to 
reduced  by  as  much  as  $1 
million.  Silverman  said  ir 
prepared  statement:  "W( 
outraged  by  the  actions  i 
small  number  of  former  ( 
employees  who  betrayed  t 
trust  placed  in  them  by  t 
company  and  our  felli 
shareholders." 


ETCETERA... 

■  Thomas  Evans,  publishl" 
of  U.S.  News  &  World  Repd. 
was  named  CEO  of  GeoCitit 

■  Justice's  case  against  t 
Lockheed-Northrop  mere 
will  be  heard  in  Septembe 

■  Representative  Lee  HairJ- 
ton  (D-Ind.)  called  for  easi  ' 
the  trade  ban  on  Iran. 

■  Budget  Director  Franki* 
Raines  returns  to  Fanif 
Mae  as  its  ceo. 
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APPLICA  TIONS 


Ci^fco  is  making 


biilijans  running  its  business 


on  Oracle  Financial  and 


Cisco  Systems  is  a  global,  networked 
business.  As  the  worldwide  leader 
in  networking  tor  the  Internet,  Cisco 
has  rocketed  to  multi-billion  dollar 
size  in  just  a  tew  years.  How  does  a  tast- 
growing  company  effectively  manage 
Its  business-*  With  Oracle  Financial  and 
Manufacturing  Applications.  Cisco 
runs  its  worldwide  business  operations 
on  Oracle  Financial,  Manufacturing 
and  Order-Entry  Applications.  What's 
more,  all  Cisco  opx-rations  are  managed 
off  of  Oracle  datab.ises.  Even  customers 
and  liusiness  partners  gain  direct  access 
to  Oracle  databases  to  improve  business 
efficiency.  Oracle  Applications  have 
helped  Cisco  cut  costs,  increase  sales  and 
add  accuracy,  speed  and  flexibility  to 
Its  business  operations.  Running  its 
business  on  Oracle,  Cisco  has  become 
the  most  highly  networked  business  in 
the  world.  Give  your  business  what  it 
needs  to  run  more  competitively.  Call 
I  -8()()-6i3-l()62,  ext.  12720,  for  a  free 
C]D  and  learn  how  other 
companies  move  ahead 
with  Oracle  Applications,  or  visit 
u  'II  'u :  Dnii'le.  ciitiil  in  Jul  4 

ORACLG' 

Enabling  the  Information  Age 


ashington  Outlook 


ITED  BY  OWEN  ULLMANN 


HE  FOLLY  OF  MAKING  CLINTON'S  CHARACTER 
N  ISSUE  IN  NOVEMBER  

Vith  Bill  Clinton  boasting  a  70%  job-approval  rating 
despite  Paula,  Monica,  and  Kathleen,  you'd  think  Re- 
publicans would  give  up  tiying  to  make  his  character 
issue.  Nah.  GOP  leaders  are  convinced  that  carjjing  about 
ite  House  sleaze  can  be  a  winner  in  the  November  elec- 
ts if  they  just  give  it  time.  "That  fish  has  got  to  be  out 
-e  for  a  while  before  the  American  people  see  how  rotten 
5,"  says  National  Republican  Congi-essional  Committee 
lU'man  John  Linder  (R-Ga.). 
louse  Speaker  Newt  Gingiich  (R-Ga.)  and 
?r  GOP  leaders  hold  out  little  hope  that  In- 
endent  Counsel  Kenneth  W.  StaiT  will  give 
Ti  enough  ammunition  to  launch  impeach- 
it  proceedings.  But  they  relish  the  prospect 
veeks  of  hearings  that  would  air  White 
ise  duty  laundry  and,  they  pray,  trigger  a 
e  of  public  revulsion.  Ti-ouble  is,  the  Clob- 
Clinton  sti-ategy  could  backfire,  jeopardiz- 
the  GOP's  slender  hold  on  the  House, 
lost  Democrats,  and  even  some  Republi- 
i,  believe  there  would  be  plenty  of  public 
•age — but  it  would  be  directed  at  Clinton's 
aentors.  "The  more  they  spend  their  time 
ing  about  impeachment  and  Monica  Lewin- 
the  moi-e  they're  telling  the  American  peo- 
'We  don't  cai'e  about  what  you  cai'e  about,' " 
1  Democratic  pollster  Mark  Mellman. 
KTA  PARTY.  Such  talk  worries  some  senior 
lublicans.  They  recall  how  Senate  Banking  Committee 
irman  Alfonse  M.  D'Amato  (R-N.  Y.)  shot  himself  in  the 
by  going  after  the  President  and  Hillai-y  Rodham  Clinton 
ng  hostile  Whitewater  hearings  in  1996.  "Republicans 
in  a  bind,"  concedes  a  party  consultant.  "Our  base  hates 
Clinton.  But  to  appeal  to  the  middle,  we  can't  appear  too 
isan."  The  pragmatists'  strategy:  Let  the  press  harp  on 
ton  scandals  while  Republicans  stick  to  issues  such  as  tax 
and  Social  Secuiity  i-eform. 


MONICA:  A  trap  for  the  GOP  ? 


For  now,  however,  Clinton  bashers  are  prevailing,  gop 
pollster  Frank  Luntz  is  egging  them  on,  ai'guing  that  Clinton's 
popularity  is  broad  but  thin.  "People  almost  insist  on  saying 
they  like  him  even  though  they  really  don't  like  him,"  Luntz 
says.  "He  has  the  most  defensive  kind  of  popularity  that 
I've  ever  seen  in  politics."  Luntz's  only  caveat:  Avoid  im- 
peachment talk,  which  voters  view  as  reckless. 

But  instead  of  acting  circumspect,  many  Republicans  are 
throwing  a  Clinton  pinata  party.  Senator  John  Ashcroft  (R- 
Mo.),  a  White  House  aspirant  with  strong 
Chiistian  Right  support,  has  labeled  the  Pres- 
ident a  sexual  predatoi'.  House  Majority  Leader 
Richai-d  K.  Anney  (R-Tex.)  says  Clinton  should 
resign  if  the  sex-and-coverap  allegations  are 
true.  And  some  gop  candidates  are  already 
running  TV  spots  that  tie  their  Democratic 
foes  to  "Clinton  sleaze." 

SHOW  TRIALS.  The  trick,  the  partisans  con- 
tend, is  to  keep  the  attacks  focused  on  Clinton's 
legal  missteps — not  liis  sex  Ufe.  Emboldened  by 
an  MSNBC  poll  in  which  just  27%  of  respon- 
dents thought  Anney  had  gone  too  fai-  in  blast- 
ing the  President,  the  House  plans  to  hold 
hearings  on  an  array  of  alleged  scandals. 
Among  the  possibilities:  the  Wliite  House  "en- 
emies list"  and  the  Teamsters-Democratic  Par- 
ty campaign-cash  connection. 

These  show  trials  will  surely  be  boffo  with 
the  GOP  faithful.  But  most  voters  seem  willing  to  overlook 
Clinton's  foibles  as  long  as  the  economy  keeps  putting  extra 
cash  in  then-  pockets.  "In  '96,  Democrats  moiphed  RepubUcan 
candidates  into  Newt  Gingiich,  and  it  didn't  work,"  says  a  se- 
nior GOP  strategist.  "If  Republicans  try  this  with  Clinton, 
the  result  is  Hkely  to  be  the  same."  Or  worse.  If  Republicans 
appeal-  too  mean-spuited,  then-  desire  to  make  CUnton  an  ex- 
President  could  make  Gingrich  an  ex-Speaker  instead. 

By  Richard  S.  Dioiham 


CAPITAL  WRAPUP 


IDY'S  RUMINATIONS 

s  New  York  Mayor  Rudy  Giuliani 
eing  higher  office?  The  maverick 
!pubUcan  is  doing  lots  of  national 
ivel  and  has  plenty  of  campaign 
ih.  Even  gop  conservatives  are 
iging  his  praises.  One  reason:  Party 
'ategists  hope  to  entice  Giuliani 
.0  challenging  Senator  Daniel  P. 
)ynihan  in  2000.  Polls  show  that  the 
pular  mayor  is  the  only  Republican 
10  could  beat  the  veteran  Democrat, 
it  a  source  close  to  Giuliani  says 
it  Hizzoner  doesn't  want  to  be  just 


one  of  100  senators.  He  prefers  an 
executive  job,  like  governor  (in  2002) 
or  maybe  even  President  (in  2004). 

UNKING  TOBACCO  AND  DRUGS 

►House  GOP  leaders  may  tie  tobacco 
legislation  the  White  House  covets  to 
new  drug-enforcement  measures.  The 
goal:  force  President  Clinton  to  adopt 
stiffer  penalties  against  narcotics 
traffickers.  The  idea  is  to  highlight 
Clinton's  weak  campaign  against  teen 
drug  use.  But  the  plan  faces  resis- 
tance in  the  Senate,  which  wants  to 
stay  focused  on  teen  smoking. 


DIAL  X'  FOR  CONGRESS 

►Baby  Bells  may  soon  get  a  hand 
from  Capitol  Hill  in  their  thus  far 
unsuccessful  drive  to  enter  the  long- 
distance business.  Senate  Commerce 
Committee  Chairman  John  McCain 
(R-Ariz.)  plans  to  introduce  a  bill  in 
late  April  clarifying  the  obstacles  the 
Bells  must  surmount  before  they  get 
the  go-ahead.  And  the  Senate  Judicia- 
ry Committee  is  circulating  a  draft 
proposal  that  lets  the  Bells  enter  long- 
distance immediately  if  they  split  into 
wholesale  and  retail  divisions. 
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What  a  superb  performance," 
gushed  the  woman  when  the  recital  was  over. 
"I'd  give  half  my  life  to  be  able  to  play  like  that." 
"Madam,"  responded  the  pianist  with  a  little  bow, 
"that  is  exactly  what  it  took." 
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People 


DESIGNERS 


CHROME, 
SWEET  CHROME 

A  restless  Japanese  designer  finds  his  dream  job  at  Chrysler 


Osamu  Shikado's  pulse  raced  as  he 
entered  the  suburban  Detroit 
wareliouse  on  a  bitter-cold  New 
Year's  morning.  Inside,  under  a 
canvas  taipaulin,  was  Sliikado's  creation: 
a  $1  million  Chrysler  concept  car  called 
the  Chronos.  Designed  by  Shikado  and 
built  in  record  time,  the  Chronos  sat 
hidden,  awaiting  the  opening  of  the 
North  American  International  Auto 
Show.  But  Shikado  was  itching  to  get  a 
gUmpse  of  his  baby.  Wlien  the  taip  came 
off,  the  sight  took  his  breath  away.  "It 
was  my  sketch  come  to  life,"  he  says. 

Three  days  later,  the  Chronos  was 
the  talk  of  the  auto  show.  As  flashbulbs 
popped  around  him,  Shikado  knew  he 
had  hit  a  home  inn.  The  sleek,  silver 
Chi'onos  was  the  latest  in  a  series  of 
powerful,  sexy  concept  cars,  such  as  the 
Dodge  Viper  and  Plymouth  Prowler, 
from  Chrysler  Corp.  And  for  Shikado, 
43,  who  left  his  native  Japan  in  1994,  its 
launch  was  the  culmination  of  a  person- 
al odyssey.  No  designer  had  ever  aban- 
doned a  cai-eer  at  Toyota  Motor  Coi-p.  to 
emerge  as  a  star  in  the  U.  S. 

It's  a  high-stakes  tale  played 
out  in  a  hypercompetitive  arena. 
Shikado  worked  14  years  at  Toy- 
ota on  some  of  the  world's  best- 
selling  cars,  rising  to  become  an 
assistant  chief  designer.  But  he 
had  a  burning  ambition  to  break 
free  of  the  bland  Camry  and 
Corolla  and  Toyota's  bureaucracy.  ■ 
Frustrated  and  ready  to  gamble 


on  his  talent,  Shikado  quit  his  $80,000-a- 
yeai'  job  in  1993.  "Life  is  just  one  time," 
he  says.  "If  I  have  a  choice  between 
something  that's  boring  and  something 
that's  risky,  I  choose  the  risk." 

His  quest  led  him  to  Chiysler,  home 
of  one  of  the  industiy's  most  daring  de- 
sign teams.  There,  in  the  top-secret  stu- 
dios of  the  Chrysler  Tech  Center  in 
Auburn  Hills,  Mich.,  Shikado  has  made 
his  mark.  Soft-spoken  and  conserva- 
tively dressed,  he  doesn't  look  like  a 
maverick.  But  his  calm  exterior  masks  a 
fierce  desire  to  create  and  compete. 
SLIM  CHANCE.  When  Shikado  applied 
for  a  job  at  Chrysler  in  1994,  his  fu- 
tui'e  didn't  look  promising.  After  leaving 
Toyota,  he  fu-st  sought  work  in  Europe, 
where  the  industry  was  in  a  slump: 
BMW,  Volkswagen,  and  four  Itahan  de- 
sign studios  turned  him  down.  Unem- 
ployed and  the  father  of  two  young  chil- 
dren, Shikado  was  "deeply  depressed." 
Since  he  viewed  General  Motors  Coi-p. 
and  Ford  Motor  Co.  as  every  bit  as 
conservative  as  Toyota,  "Chrysler,"  he 


was  convinced,  "was  my  last  chance 
And  it  was  a  slim  one.  The  cai"mak< 
usually  hired  designers  fresh  out  of  co 
lege.  But  Shikado's  intellect  and  liis  di 
teiTnination  to  gi'ow  so  intrigued  Chry. 
ler's  execs,  they  hired  him  on  the  spo 
"What  he  was  doing  was  monumental 
says  Neil  Walling,  head  of  exterior 
sign.  "The  fact  that  he  gave  up  a  job  i 
Toyota  showed  an  incredible  dedicatic 
to  design." 

Shikado,  in  fact,  has  always  followe 
his  passion.  As  a  boy  growing  up 
Osaka,  he  adored  animated  Disney  film 
and  spent  hours  sketching  charactei 
ti-om  Bambi  and  Peter  Pan.  As  he  gre' 
uj),  Shikado's  devotion  to  drawing  onl 
intensified,  much  to  the  disapproval 


INSPIRATION 

The  Chronos  (left) 
Shikado's  winning  [ 
concept  car,  drew 
on  photos  of  the 
'53  Chrysler 
D'Elegance  (above 
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father,  a  stern  high  school  biology 
:her.  Even  his  teachers  ui-ged  him 
'stop  scribbling"  and  become  an  en- 
;er.  Shikado  wasn't  deteired.  He  en- 
id  the  Kyoto  City  University  of  Aits 
975.  Upon  gTaduating  in  1979,  Shika- 
:anded  a  design  job  at  Toyota. 
:hives.  It  wasn't  until  he  got  to 
•ysler,  though,  that  he  could  really 
sad  his  wings.  Shikado  immediately 
iged  into  his  work.  But  only  a  hand- 
of  designers  ever  get  a  chance  to 
1  concept  car — much  less  a  newcom- 
rrom  Japan.  Shikado  had  done  well 
ing  his  fo'st  yeai's,  though  he  was 
dly  a  star  His  biggest  accomplish- 
it  was  working  on  the  team  design- 
the  new  Neon  subcompact.  But 
in  his  team  was  chosen  to  compete 
a  shot  at  designing  a  supei'luxuiy 
Shikado  made  the  most  of  it. 
t  was  an  assignment  180  degrees 
n  the  four-dooi-  sedans  that  Shikado 
■ked  on  for  years  at  Toyota.  "The 
<  was  to  capture  the  essence  of  a 
-oric  Chiysler  car,"  says  Thomas  C. 
e,  executive  vice-president  for  prod- 
strategy.  Two  managers  and  four 
igners,  including  Shikado,  would 
■k  alone  for  two  weeks  to  produce 


OSAMU  SHIKADO 


Apr.  14,  1955,  in  Osaka. 


EDUCATION 


Kyoto  City  University  of  Arts. 
Graduated  1979. 


CAREER 


1979-93  Toyota  team  designer 
on  the  Corolla  and  Camry 
sedans.  In  1985,  studied 
design  at  Art  Center  College 
of  Design  in  Pasadena,  Calif. 
Promoted  Toyota's  assistant 
chief  designer  in  1989. 

1994-PRESENT  At  Chrysler, 
helped  design  a  trailer  for  the 
Plymouth  Prowler.  Worked  on 
design  team  for  the  1999  Neon 
subcompact.  Won  an  internal 
competition  in  1997  to  design 
the  Chrysler  Chronos  luxury 
concept  car.  Promoted  to  senior 
designer  in  1997. 


PERSONAL 


Married,  with  a  son  and  daughter 


WHY  HE  CAME  TO  THE  U.S. 


"Life  is  just  one  time.  If  I  have 
a  choice  between  something 
that's  boring  and  something 
that's  risky,  I  choose  the  risk." 


their  sketches.  Two  finahsts  would  then 
be  chosen  by  Gale.  Sliikado's  competitive 
fu'es  buined  as  he  contemplated  the  op- 
portunity. "I  wanted  notliing  but  to  win 
this  project,"  he  recalls. 

The  others  went  directly  to  their 
sketch  pads,  but  Shikado's  love  of  old 
cars  led  him  to  the  tech  center's  photo 
archives  for  inspiration.  After  a  few 
houi's  of  research,  one  model  stood  out: 
the  1953  D'Elegance.  Its  big  wheels, 
massive  giille,  and  rakish  roof  embodied 
the  prosperity  of  the  1950s.  But  two 
weeks  was  haixlly  enough  time  to  trans- 
late the  classic  into  a  cai-  for  the  '90s.  So 
Shikado  worked  evenings  and  week- 
ends. Happy  to  put  in  the  extra  hours, 
he  let  his  imagination  loin  wild  as  his 
embryonic  car  took  shape. 

Wlien  the  two  weeks  were  up.  Gale 
eliminated  foiu"  of  the  six  competing  de- 
signs. Shikado's  and  another  by  Mark 
Hall,  one  of  the  company's  hottest  stai's, 
siu-vived  the  cut.  Now,  the  pressiu'e  was 
really  on.  Shikado  and  Hall  had  just 
three  weeks  to  tmii  then-  designs  into  6- 
foot-long  clay  models  for  final  review. 
Sliikado  faced  keen  competition  in  Hall, 
a  former  jewelry  designer  and  sculptor 
who  had  joined  Chrysler  in  1984  and 


had  won  kudos  for  the  1998  Chiysler 
Concorde  sedan.  But  Hall  knew  little 
about  his  Japanese  rival.  "He 
seemed  very  quiet  and  technically 
proficient,  not  the  kind  of  guy  to  be 
blowing  his  own  horn,"  Hall  says. 

Hall  and  Shikado  faced  off  ai'ound 
a  single  large  block  of  clay — about 
half  the  size  of  a  full-scale  car — each 
executing  his  design  on  opposite 
halves  of  the  block.  Du'ecting  trained 
modelers  on  every  little  detail, 
Shikado's  dream  began  to  come 
alive.  Occasionally  glancing  at  each 
other's  work,  the  two  rarely  spoke. 
Hall's  design  was  a  beauty.  When- 
ever Sliikado's  confidence  flagged,  he 
just  thought  back  to  the  photo  of 
the  D'Elegance  and  pushed  on. 
IVIASS  MODELS.  D-day  came  on  Mar 
7.  Gale,  along  with  Chrysler  Vice- 
Chau'man  Robert  A.  Lutz  and  other 
execs,  slowly  circled  the  two-sided 
clay  model.  Gale  was  instantly  taken 
by  Shikado's  classy  entry.  "Osamu 
had  obviously  listened  very  cai"efully 
to  the  assignment,"  Gale  recalls. 
Shikado,  meantime,  was  a  bundle  of 
nerves  as  he  waited  out  the  deci- 
sion over  lunch.  But  when  he  re- 
tiuned  to  the  office,  Shikado  got  the 
good  news.  Overwhelmed  with  emo- 
tion, all  he  could  think  about  was 
his  father,  who  had  died  two  months 
earlier  in  Japan.  If  only  his  father 
could  have  shared  the  moment, 
Shikado  thought. 

Even  if  the  Clironos  is  never  pro- 
duced, it  "will  have  a  profound  effect 
on  what  we  do,"  says  Gale,  who  envi- 
sions the  Chronos'  retro  look  making 
its  way  into  mass-produced  models. 
More  important  for  Shikado,  the 
Chi'onos  means  vindication  and  a  bright 
future.  At  Toyota,  "he  was  not  so  high- 
ranldng,"  says  Tetsuo  Kitagawa,  a  Toy- 
ota spokesman.  Now,  Shikado  has  al- 
ready been  put  in  charge  of  a  new 
concept  design  that  will  debut  at  the 
1999  Detroit  auto  show. 

Shikado  says  he's  here  to  stay.  His 
family  has  settled  into  the  sizable  Japa- 
nese community  that  has  grown  up 
aroimd  the  Deti-oit  auto  industiy.  (Shika- 
do dechnes  to  reveal  the  names  of  his 
vrife,  son,  and  daughter)  His  son,  10, 
even  wears  a  Deti'oit  Red  Wings  jersey 
in  street  roller-hockey  games. 

In  time-honored  auto-design  tradition, 
Shikado  isn't  breathing  a  word  about 
his  current  project,  except  to  say  he 
couldn't  be  happier  with  his  assignment. 
"Every  time  I  present  some  sketches, 
[my  boss]  encourages  me  to  be  bolder," 
he  says  as  he  nms  a  hand  across  the 
broad  hood  of  the  Chronos.  For  Osamu 
Shikado,  that  shouldn't  be  a  problem. 

Bij  Bill  Vlasic  in  Detroit,  mth  Emily 
Thornton  in  Tokyo 
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Social  Issues 


WORK  &  FAMILY 


PARENTS  OF 

THE  WORLD,  UNITE 

A  national  organization  aims  to  mobilize  moms  and  dads 

M 


illions  of  Americans 
share  common  ground 
rooted  in  a  singnlai'  and 
life-changing  experience. 
Chances  ai'e  good,  in  fact,  that 
you're  one  of  them.  But  this 
massive  minority  has  no  real 
political  voice  and  no  legisla- 
tive agenda.  Can  they  unite? 

Economist  Sylvia  Ann 
Hewlett  thinks  it's  about  time 
they  did.  Her  fledgling  Na- 
tional Parents  Assn.  (npa) 
seeks  to  organize  the  nation's 
62  million  parents  of  children 
under  the  age  of  18  who,  she 
says,  face  stressful  Hves  with 
little  cultural  or  social  sup- 
port from  business  and  gov- 
eiTiment.  "Parenting  is  the  ul- 
timate nonmarket  activity," 
she  observes.  "We've  had  a 
hard  time  giving  it  stature 
and  standing." 

CONSPIRACY.  In  their  new 

book,  T}ie  War  Against  Par- 
ents (Houghton  Mifflin), 
Hewlett  and  Cornel  West, 
professor  of  philosophy  of  re- 
ligion and  member  of  the 
African-American  studies  de- 
partment at  Harvard  Univer- 
sity, describe  the  ways  in 
wliich  they  believe  pai-ents  ai-e 
conspii-ed  against.  It  staits  with  the  time 
and  money  cnmch  wi'ought  by  inflexi- 
ble work  hours,  insufficient  and  unpaid 
family  leave,  a  marriage  tax  penalty,  and 
for  some,  low  wages.  It  extends  deep 
into  popular  culture,  which  often  deni- 
gi'ates  parents  and  parenting  in  vapid 
sitcoms,  among  othei"  ai-enas.  Tlie  role  of 
fathers  has  been  especially  underrated 
and  misunderstood,  they  contend. 

Recalling  the  1944  Gi  Bill  of  Rights, 
which  helped  launch  a  period  of  postwar 
growth  by  giving  retiuniing  militaiy  vet- 
erans financial  and  educational  aid, 
Hewlett  and  West  propose  a  "parents' 
bill  of  rights"  (table,  page  60).  It  would 
provide  generous  allowances  for  fami- 
lies— from  24-week  paid  parenting 
ieaves  to  subsidies  for  low-wage  work- 
er.<.  They  urge  a  lengthening  of  the 


school  day  and  the  school  yeai'  to  better 
reflect  a  changing  society  in  which  the 
majority  of  families  are  dual  earners. 

To  help  make  it  all  happen,  Hewlett 
and  West  have  created  the  national  or- 
ganization with  nearly  9,000  members 
in  six  states.  Working  with  school 
boards  and  businesses  and  at  the  local, 
state,  and  federal  levels,  the  npa  will 
mobilize  parents  across  the  political  and 
racial  spectrum  and  eventually  do  for 
parents  what  the  American  Association 
of  Retired  Persons  has  done  for  seniors, 
Hewlett  and  West  hope.  The  npa,  head- 
quartered in  New  York  City,  has  mem- 
bership dues  of  $25  a  year. 

Hewlett,  51,  gave  birth  to  her  fouith 
child  just  over  a  year  ago,  and  also  has 
a  stepchild.  West,  45,  has  a  20-year-old 
son.  They  emphasize  that  they  don't 


want  parents  to  be  viewed  as  yet  a 
other  interest  gi-oup.  "Nonparents  ha^ 
a  stake  in  all  citizens  of  the  future  em 
ing  up  in  good  shape,"  Hewlett  say 
Parents  invest  upwards  of  $150,000 
raise  a  child,  she  notes,  but  many 
that  child's  contributions  as  an  adu 
may  accine  to  society  at  large. 

Hewlett's  and  West's  concerns  ai 
not  unfamiliar,  of  course:  For  all  the 
lack  of  explicit  representation,  paren 
have  a  host  of  suiTogate  advocates.  Co; 

servative  politicians  and  lej 
>^  islators,  i-ecently  joined  t 

~1  politicos  of  nearly  all  stripe 

jj  have  long  embraced  the  fuzs 

I  cause    of    family  value 

Women's  groups,  children  i. 
advocates,  and  research  org  /is 
nizations  have  long  fashione  js-v 
agendas  to  help  children  ar  •an 
families.  The  National  Par  » 
nership  for  Women  &  Fan:  i  , 
lies — formerly  the  Women 
Legal  Defense  Fund — did  p 
oneering  work  14  years  ag 

THE  NEXT  AARP? 

The  National  Parents 
.\ssn.'s  Sylvia  Ann  Hewlett  - 
and  Cornel  West  could 
wield  enormous  clout 

to  promote  family-leave  legi 
lation  that  finally  became  la. 
in  1993;  it  now  is  working  \ 
expand  coverage  to  smalh 
companies  and  helping  son: 
states  find  new  ways  to  fui 
family  leave.  The  Children 
Defense  Fund  is  pushing  ; 
initiative  to  make  child  cai 
more  affordable  and  moi 
widely  available. 

Such  groups  believe  a  pa 
ents'  movement  would  only  complemei' 
theii'  efforts.  "Rai'ely  before  in  Americi- 
history  have  we  expected  parents  to  (. 
this  challenging  job  totally  on  their  ow 
as  a  private  matter,"  observes  Wend 
Lazams,  director  of  the  Children's  Par 
nership,  a  Santa  Monica  (Calif.)  noi 
profit,  nonpartisan  gi'oup  that  researcl: 
es  children's  issues.  "We  need  to  one 
again  establish  that  parents  are  doir 
something  that  is  of  civic  value." 
"LIVING  WAGE."  Numerous  researc 
gTOups  churn  out  ever  more  compelliri 
data  confinning  the  demands  of  paren, 
hood  in  the  two-income-family  era.  (i 


Apr.  15,  the  Work  &  Families  Institui 
released  a  major  study  on  the  changir 
workforce  in  America.  Among  its  kf 
findings:  Employed  married  father ^; 
spend  more  time  with  their  childre 
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Who  hasn't  been  there  when  someone's  started  dealing 
business  cards  as  if  it  were  a  game  of  five  card  stud^  The  Palm  IIP 
connected  organizer  lets  you  dispense  with  that 
ritual  -  without  gambling  with  your  precious 
information-  Now  infrared  transfer  makes 
It  possible  to  transfer  your  business  card  and 
other  information  (including  applications)  directly  to  and  from  other  Palm  HI 
users  And  HotSynC"  technology  lets  you  exchange  data  with  your  PC-great 
for  quick  backups  and  seamless  data  entry-  Of  course  Palm  111  still  keeps 
track  of  appointments,  contacts,  to-do  lists,  e-mail  and  expenses-and 
applications  created  by  thousands  of  developers  make  this  orga- 
nizer even  more  powerful  Palm  Computing  products  are  the 
fastest  selling  computer  products  in  history  and  soon  not 
having  one  will  be  like  running  out  of  business  cards- 
a  big  business  faux  pas  For  a  Palm  III  retailer  near 
you,  visit  www.palm  com  or  call  1-800-861-2529 
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•  Instanllv  syncs  wilh  your  PC 

•  Stores  thousanris  of  entries 

•  E-mail  and  Internet  ready 
Palm  III  Organizer  -  $399" 
(Includes  PalmPilot  Prolessional 
features  fi/ui  / 

•  Infrared  Transfer 

•  Twice  ttie  memory 

•  Applications  available  from 
thousands  of  developers 

•  Links  to  Symantec  ACT'  and 
Microsoft  Outlook  included 


Optional  links  Isold  separately! 
available  for 

•  Ascend  9? 

•  ECCO 

•  Goldli/line 

•  Lotus  Organizer  and  Notes 

•  f\/laximizer 

•  and  more 
Palm"  Mail  compatible  with 

•  Eudora  3  0  3  or  higher 

•  Lotus  cc  Mail  y  7  0.6  0,2  5 

•  Microsoft  Exchange  4  0  or  higher 

•  Microsoft  Outlook  97 

•  Windows  Messaging  4  0 

•  and  more 
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PARENTS*  BILL  OF  RIGHTS 

An  agenda  for  reform  from  Sylvia 
Ann  Hewlett  and  Cornel  West 

TIME-BIND  RELIEF  Provide  paid 
parenting  leave,  flexible  work- 
places, part-time 

career  ladders,  and  

:ax  breaks  for  at-home  S^i^Mf*''  ! 
parents. 


^VKiaAnn  He. 
'^Cornel  We; 


Get  the  latest 
advertiser  info. 

Check  out 


ECONOMIC 
SECURITY  Guarantee 
parents  a  living  wage, 
introduce  a  family 
allowance  for  fami- 
lies with  children 
under  six,  eliminate 
sales  tax  on  children's  necessities 
such  as  diapers  and  car  seats. 

LEGAL  STRUCTURES  Promote 
premarital  counseling  and  make  it 
harder  to  divorce.  Restructure  wel- 
fare to  favor  two-parent  families. 

SUPPORTIVE  ENVIRONMENT 

Create  a  lobbying  group  to  repre- 
sent parents.  Extend  the  school 
day  and  year,  and  increase  spend- 
ing on  early  childhood  education. 

DATA.  SYLVIA  ANN  HEWLETT,  CORNEL  WEST, 
NATIONAL  PARENTING  ASSN. 

than  fathers  did  20  years  ago,  whit 
mothers  spend  about  the  sani: 
amount — but  70%  of  all  parents  fet 
they  do  not  have  enough  time  with  the: 
children. 

Hewlett  and  West's  proposals  are  an 
bitious.  Providing  wage  subsidies  t 
guai'antee  all  workers  a  "living  wage"  ( 
$7.00  or  so  an  hour — a  proposal  base 
on  work  by  Columbia  University  econ( 
mist  Edmund  Phelps — would  cost  $10! 
billion  a  year  initially.  Representativ 
Lynn  Woolsey  fD-Calif.),  who  hopes  t 
introduce  an  "income-protected  leave 
bill  at  the  beginning  of  the  next  ses 
sion  of  Congi-ess,  concedes  that  mar 
dating  paid  time  off  for  new  parent 
will  be  a  tough  battle. 

The  authors  know  that  their  propoj 
als  are  expensive.  But  their  parent; 
bill  of  rights  is,  they  say,  a  starting 
point,  something  to  be  refined  and  d( 
bated  as  parents  around  the  countr 
unite  to  make  schools,  communitiei 
businesses,  and  government  more  rf 
sponsive.  Hewlett  and  West  are  on 
mission — a  mission  to  give  parents 
voice.  Given  full  expression,  that  voic 
could  one  day  prove  the  loudest  an 
most  powerful  in  the  nation. 

By  Karen  Pemmr  in  New  Yor 
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M^ore  lhan  3.5  million  decision 
makers  around  the  world  trust 
SAS  software  to  deliver  reliable, 
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to  drive  their  businesses  loraard. 
No  wonder  Software  Magazine 
chose  SAS  histitute  as  the  Best 
Decision  Support  Tools  Company. 

Your  Free  Guide  to 
Today's  Hottest 
Business  Solutions 

Visit  us  on  the  World  Wide  Web, 
or  give  us  a  call,  for  an  overview 
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strategies  for  data  warehousing, 
data  mining,  multidimensional  data 
analysis  (OLAP),  Web  enablement, 
and  more.  Not  to  mention  our  new 
business  solutions  for  your  financial, 
human  resources,  and  IT  systems 
management  needs. 
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How  do  we 
contribute  to 
growing  more  food 
while  keeping  our 
land  viable? 

At  Novai  tis,  rhe  world  s 
leading  Lite  Sciences 
company,  we  are  developing 
new  soliirions  for  sustain- 
able growth  that  help  the 
farmer  increase  his  yield. 
Each  season,  Noel  Miguel 
faces  harsh  growing 
conditions  on  his  wheat 
farm  m  Western  Australia. 
Thanks  to  the  portfolio  of 
crop  protection  products 
from  Novartis,  Noel  has 
been  able  to  achieve  healthier, 
more  abundant  crops,  while 
protecting  natural  resources 
tor  future  generations. 
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Healthcare        Agribusiness  Nutrition 

new  skills  in  the  science  of  life 

www.novartis.com 


Science  &  Technology 


I 


RESEARCH 


STARVING  TUMORS 
TO  DEATH 

A  new  approach  cuts  off  cancer's  blood  supply 


M 


edical  researchers  seai'ching  for 
a  "magic  biillet"  that  could  treat 
cancer  without  poisoning  the  pa- 
tient may  be  on  to  something. 
Instead  of  using  chemotlierapy  or  radi- 
ation to  attack  the  tunior,  tliey'i'e  tiying 
to  stai-ve  it  to  deatli.  More  than  a  dozen 
diaigs  ciuTently  imder  development  have 
shown  remarkable  success  in  treating 
breast,  brain,  and  lung  cancers  in  mice 
by  blocking  blood  vessel  growth  to  tu- 
mors— essentially  cutting  off  their  life- 
support  system.  Even  more  exciting, 
some  of  these  compounds  have  eradi- 
cated cancer  in  mice  altogether. 

This  elegantly  simple  approach  is  one 
of  the  hottest  areas  in  cancer  research, 
with  some  2.5  j^haiTnaceutical  and  biotech- 
nology companies  around  the  world 
working  on  it.  Outfits  ranging  from  dnig 
giants  such  as  SmithKline  Beecham, 
Merck,  and  Novartis  to  startups  En- 
treMed,  su(;p:n,  and  British  Biotech  are 
all  testing  com])ounds  that  block  a 
pi'ocess  cidled  angiogenesis,  the  growth  of 
new  blood  vessels.  Tliese  dings  could  ad- 
dress a  much  broader  range  of  cancers 
than  most  e>dsting  dmgs,  wliich  are  usu- 
ally highly  toxic  and  work  only  against 
one  or  two  types  of  cancer.  The  new 
dings — called  angiogenesis  inhibitors — 
block  the  chemical  sigiials  that  tumors 
send  out  to  attract  new  blood  vessels. 
Because  the  signals  are  the  same  across 
a  broad  range  of  cancers,  the  drugs 
should  stop  almost  any  kind  of  cancer. 
MEGAMARKET.  With  more  than  1  mil- 
lion new  cancer  cases  diagnosed  each 
year  in  the  U.S.,  the  market  for  angio- 
genesis inhibitors  could  be  enormous. 
The  compounds  are  also  being  tested 
against  macular  degeneration,  a  com- 
mon cause  of  blindness  in  the  aged  that 
occurs  when  blood  vessels  grow  over 
the  cornea,  and  which  afflicts  an  esti- 
mated 13  million  Americans.  Wall  Street 
analysts  predict  that  an  angiogenesis 
i)iliihitor  could  be  the  fii'st  cancer  ding 
to  ivach  blockbuster  status,  with  annu- 
al sales  exceeding  $1  billion. 

At  least  9  of  the  12  or  so  compounds 
iound  to  inhibit  the  gi'owth  of  new  blood 


vessels  to  cancer  tumoi's  are  already  in 
clinical  trials.  They  include  the  contro- 
versial dmg  thalidomide,  marketed  as  a 
sedative  in  the  1960s  before  it  was  found 
to  cause  hoirific  birth  defects  when  tak- 
en by  pregnant  women.  Reseai'chers  dis- 
covered in  1992  that  thalidomide  blocks 
blood  vessel  foimation,  which  is  why  it 
caused  buth  defects  in  the  fu'st  place — it 
cut  off  blood  vessel  fomiation  in  the  fe- 
tus. Now,  in  clinical  trials  being  conduct- 
ed by  the  National  Cancer  Institute,  the 
drug  is  showing  promise 
against  the  toughest  tumors. 

To  avoid  the  problems  of 
thalidomide  and  other  fii'st-gen- 
eration  compounds,  the  new 
gToup  of  angiogenesis  inl-ubitors 
targets  blood  vessel  growth 
more  specifically,  offeiing  the 
promise  of  poweifiil  cancer 
chugs  viitually  fi'ee  of  tox- 
ic side  effects.  A  recent 
Lehman  Brothers  Inc. 
study  that  examined  a 
variety  of  new  cancer 
treatments  concluded  that 
angiogenesis  inliibitors  ai'e 
the  ones  likely  to  "provide 
the  foundation  for  cancer 
therapy  in  the  ftiture." 

Tlie  explosion  of  interest  in 
these  dings  was  evident  at  a 
meeting  of  the  American  Asso- 
ciation for  Cancer  Research  in 
New  Orleans  in  March,  where 
researchers  presented  some  50 
jjajjers  on  the  subject,  uj)  fi'om 
a  handftil  a  yeai'  eai'lier.  Among  the  most 
staithng  was  a  report  by  Dr.  Erkld  Ru- 
oslahti,  president  of  the  Burnham  Insti- 
tute, a  nonprofit  reseai'ch  center  in  La 
Jolla,  Calif.  He  described  a  "one-two 
punch"  that  knocked  out  cancer  in  mice 
pemianently.  Ruoslahti's  team  combined 
doxombicin,  a  widely  used  chemotherapy 
chng,  with  an  angiogenesis  inliibitor  called 
tumor  homing  peptide  (thp). 

The  mice  implanted  with  human 
breast  cancer  cells  that  received  Ru- 
oslahti's compound,  called  THP-dox, 
showed  no  recurrence  of  cancer  during 


their  lifetimes,  while  the  mice  recei 
ing  only  doxombicin  died  either  of  dri  s"''  ^ 
poisoning  or  tumors  that  developed  dri  1 1'"' 
resistance.  "This  is  one  of  the  most  e  li'^-^ 
citing  pieces  of  work  I've  seen  recentl;  it  ^ 
says  Donald  S.  Coffey,  professor  of  o 
cology  research  at  Johns  Hopkins  Ui  i  di- 
versity School  of  Medicine.  "He  realp  f^- 
seems  to  have  finally  beaten  the  res: 
tance  mechanism."  THP-dox  has  been  |f.' 
censed  to  ilex  Oncology  Inc.,  which 
aiming  for  clinical  trials  in  two  years 

Despite  these  early  successes 
searchers  have  a  long  way  to  go  frcfrt; 
mouse  to  human,  cautions  Dr.  James 
Pluda,  senior  clinical  investigator  of  t 
National  Cancer  Institute's  investi^;!' 
tional  ding  branch.  "The  field  of  onco 
gy  is  littered  with  the  bodies  of  ager  l'.wo  oi 
that  were  the  next  magic  bullet,"  ps 
says.  But,  he  adds,  "I  think  this  form 
therapy  may  be  an  important  weapon 
our  arsenal  against  cancer." 

Dr  Judah  Folkman  of  Children's  HJi-t  .\ 
pital,  Boston,  fu-st  theorized  that  cane 


tumors  depend  on  angiogenesis  30  yeafiied 

HOW  IT  WORKS 

Compounds  under  development  attack  cancel 
support  system,  rather  than  the  tumors  them  r\ 
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1 TUMOR  cannot  expand 
because  the  outer 
cells  are  not  in  contact 
with  blood  vessels 


■  signals  called  Al 
FACTORS  that  induce 
new  blood  vessel  grc 


ago.  But  it  is  only  in  the  last  five  yea 
that  molecular  biologists  have  been  at  n 
to  isolate  the  cell  mechanisms  that  tri|ati 
ger  the  process. 

Blood  vessels  normally  have  only  o: 
big  growth  spurt,  in  the  fetus.  Aft 
birth,  there  are  three  instances  in 
healthy  person  when  new  capillari  \ 
sprout — menstruation,  pregnancy,  ai 
wound  healing.  The  big  exception  is  ca 
cer.  When  rogue  cancer  cells  flr 
emerge  in  the  body,  they  rapidly  divi' 
and  form  a  tumor  about  the  size  of  j 
pea — too  far  away  from  the  surface  ^ 
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existing  capillary  to  receive  nour- 
iii  iit.  This  tumor  can  remain  dor- 
[I  for  several  years.  But  at  some 

I  it  starts  sencling  chemical  signals 
lie  endothelial  cells  that  make  up 
mI  vessels.  In  response,  new  capil- 
are  formed  that  reach  out  to  the 
nr,  carrying  nutrients  and  oxygen. 

tumor  starts  expanding,  sending 
■vr  cells  along  the  capillaries  until 
,  spread  throughout  the  body. 

SWITCH.  Sometimes,  however,  that 

iumor  also  sends  out  signals  that 
)i  ess  the  formation  of  secondaiy  tu- 
s  elsewhere  in  the  body.  In  that  case, 
i  Minor  applies  chemical  "brakes"  that 
.1  stop  to  capillary  gTowth.  Follmian 
•  iilleague  Michael  O'Reilly  have  iso- 
I  two  of  these  piimaiy  tumor  bi-akes, 
eiiis  called  angiostatin  and  endostatin, 
rancer  experts  say  they  may  be  the 
t  powerful  angiogenesis  inhibitors 
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Co.,  that  will  be  avail- 
able in  much  larger 
quantities.  Kim  Lee  Sim, 
senior  director  of  molec- 
ular biology  at  En- 
treMed,  says  the  recom- 
binant version  of 
angiostatin  reduced  the 
number  of  melanoma  tu- 
mors in  mice  by  60%  to 
80%  after  11  days  of 
treatment,  and  those 
that  I'emained  were  tiny. 
"We've  effectively  tmned 
off  a  switch  that  the 
body  turned  on,"  says 
EntreMed  Chairman 
John  W.  Holaday. 

To  keep  that  switch 
off  [)ermanently,  scientists  from  Genetix 
Pharmaceuticals  Inc.  in  Cambridge, 
Mass.,  introduced  the  genes  for  endo- 
statin and  angiostatin  into  the  bone 
marrow  of  tumor-infected  mice.  Af- 
ter 12  weeks,  they  I'eported  that 
\  the  mice  still  canied  the  pro- 

fX.  teins  and  their  tumors 

^       were  reduced  dramati- 
cally. The  gene  thera- 
py approach,  says 


These 

remedies  may 
address 
a  wide  range 
of  cancers 
with  little  or 
no  toxic  side 
effects 


high  potency  against  hu- 
man stomach  tumors  that 
had  been  implanted  in 
mice.  And  a  team  from 
Monsanto  Co.  reported  on 
yet  another  compound  as 
safe  and  effective  against 
solid  tumors  in  mice. 

Tliei'e  were  also  I'eports 
on  compounds  derived 
from  shark  cartilage,  a 
cancer  folk  remedy  long 
dismissed  as  ineffective  by 
medical  experts.  But  re- 
searchers have  found 
some  proteins  in  shark 
cartilage  that  do  block 
blood  vessel  formation. 
Bioengineei'ed  versions  in- 
clude Neovastat,  made  by  Aetema  Lab- 
oratories of  Canada;  squalamine  from 
Magainin  Pharmaceuticals  in  Plymouth 
Meeting,  Pa.;  and  Ti'oponin  I,  from 
Boston  Life  Sciences  in  Boston.  All  have 
dramatically  reduced  the  size  of  tumors 
in  mice  without  toxic  side  effects. 

A  lot  of  work  still  needs  to  be  done 
before  the  newest  angiogenesis  inliibitors 
are  proven  in  humans.  Most  of  them  are 
expected  to  enter  clinical  trials  later  tliis 


ANGIOGENESIS 
INHIBITOR 


he  could  eliminate  some 
oi's  altogether  in  mice  by  using  en- 
atin  and  angiostatin  in  combination, 
he  had  only  minute  amounts  of  the 
proteins,  which  he  had  painstak- 
y  isolated  from  mouse  urine, 
kville  (Md.)-based  EntreMed  Inc., 
;h  undei-writes  Folkman's  research, 
taken  a  big  step  toward  commer- 
zation,  however.  The  company  an- 
iced  at  the  recent  cancer  research 
ting  that  it  had  successfully  pro- 
•d  a  bioengineered  version  of  angio- 
n,  licensed  to  Bristol-Myers  Squibb 


NEW  BLOOD  VESSELS  deliver 
nutrients  and  oxygen,  allow- 
ing the  tumor  to  grow  and 
spread  to  other  organs 

Genetix  scientist  Dr.  Robert  Pawliuk, 
empowers  the  body  to  make  its  own 
cancer-fighting  proteins,  eliminating  the 
need  for  daily  injections. 

There  are  other  angiogenesis  in- 
hibitors under  development  and  a 
steady  stream  of  promising  new  studies. 
At  the  New  Orleans  meeting,  re- 
searchers fi-om  TAP  Pharmaceuticals  of 
Japan  reported  that  their  tnp-470  com- 
poiuid  prevented  the  spread  of  lung  and 
skin  cancers  in  mice  duiing  20  days  of 
treatment.  Japanese  researchers  demon- 
strated that  another  inhibitor  showed 


\>  O 

4 ANGIOGENESIS  INHIBITORS  block 
growth  signals  and  kill  the 
new  blood  vessels,  causing  the 
tumor  to  shrink 

year,  and  it  will  be  four  or  five  more 
yeai's  before  they  could  win  aj^proval — if 
the  trials  are  successful.  But  researchei-s 
say  the  angiogenesis  inliibitors  have  al- 
ready had  a  tremendous  impact  on  the 
way  laboratories  are  thinking  about  can- 
cer. "There  are  two  ways  to  make  an 
organism  extinct.  Knock  each  one  out 
individually  or  knock  out  its  habitat," 
says  Coffey.  "The  second  way  is  a  lot 
more  effective."  Someday,  researchers 
hope,  that  change  in  flunking  will  leatl  to 
a  dramatic  change  in  treatment. 

By  Catherine  Anist  hi  New  Orleans 
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AnAIJZING  lNFpRJ\^ATION 


^4 


^Seagate. 

Information,  the  way  you  want  it 


Professional  Opportunities  In  Technology 


Can  you  be  ingenious  on  a  regular  basis? 


You've  always  had  that  rare  talent. 
Vhile  your  friends  scratched  their 
leads,  your  mind  grabbed  the  pieces. 
Assembled  them.  And  out  came  the 
)rilliant  solution.  Today,  your  technology 
nsights  could  help  shape  the  future  of 
corporations. 
A  a  leading  management  and  tech- 
loiogy  consulting  organization,  Andersen 
Consulting  works  with  clients  who  are 
;onstar!tiy  seeking  ways  to  operate  and 


compete  more  successfully.  Exercising 
your  technical  fluency  and  creativity, 
you'll  build  the  technological  foundations 
that  help  companies  align  strategy  with 
people,  processes  and  technology— a 
holistic  approach  that  turns  visionary 
ideas  into  successful,  working  realities. 

It's  an  environment  where  you  can 
learn,  grow  and  push  the  envelope. 
There's  a  wide  range  of  opportunities, 
from  deepening  your  skills  in  tools  like 


JAVA  and  SAP  to  taking  on  leadership 
responsibilities.  To  explore  opportunities 
visit  us  at  www.ac.com/careers/explore 

Bring  your  technology  talents  to  us 


Andersen 
Consulting 


kll  li,Kii  iru'ri.,s  <iro  iho  property  of  their  respective  owners.  Andersen  Consulting  is  an  Equal  Opportunity  Employer  ©  1998  Andersen  Consulting. 


evelopments  to  Watch 


I  TED  BY  NEIL  GROSS 


[ft  A  HEALTHY 
I  ^RT,  PIG  OUT 
[  FOLiCACID 

AN.  1,  THE  FOOD  &  DRUG 

iinistration  dictated  that 
;  als,  breads,  and  pasta 
;  il<l  contain  at  least  140 

•linrams  of  folic  acid  per 

V  ing  to  protect  against 
I  1  defects.  It  was  a  good 

except  for  one  thing: 
i-  'vel  of  folic  acid  may  be 

.  low. 

Ii.'  consumption  of  folic 
,  tViund  in  grains  and  in 
,  green  vegetables  such 
i  pinach,  has  been  linked 
;  iwer  rates  of  spina  bifida 
I  other  birth  defects.  An 
r  ,  9  study  in  the  New 
h  1 1  Did  Journal  of  Medi- 
;j  reported  that  folic  acid 

V  it  also  lower  blood  levels 


FORTIFIED:  A  datltj  400-iiicy 
dose  may  do  the  trick 


of  homocysteine,  a  substance 
linked  to  heart  disease.  But 
the  study,  done  at  the  Ore- 
gon Regional  Primate  Re- 
search Center,  found  that 
homocysteine  levels  fell  only 
in  those  subjects  who  con- 
sumed 400  micrograms  of 
folic  acid  a  day  in  their  for- 
tified cereal.  That  is  double 
what  most  Americans  actu- 
ally get.      Catherine  Arnst 


THE  GREENING  OF 
NEW  YORK  CITY  S 
YELLOW  CABS 

TAXIS  .JUST  PASSED  A  MILE- 

stone  in  the  war  against  foul 
air:  For  the  fu"st  time,  a  big 
taxi  fleet  has  switched  from 
gasoline  to  100%  natiu'al  gas. 
In  Apiil,  Ford  Motor  Co.  sold 
100  special  Crown  Victoria 
cabs  to  Winner's  Garage  in 
New  York  City. 

New  York  has  12,000  cabs, 
more  than  any  other  U.  S. 
city,  and  they  produce  up  to 
25%  of  the  city's  pollution.  So 
Ford  chose  New  York  as  the 
launchpad  for  a  campaign  to 
sell  its  NGV  (natui-al  gas  ve- 
hicle) Crovni  Victorias.  Ford 


and  government  planners  fig- 
lu'e  that  if  all  the  city's  cabs 
switched  to  gas,  2,600  tons  of 
ail'  pollutants  would  be  elimi- 
nated a  year.  And  judging 
from  the  performance  of  ngv 
fleets  run  by  utilities,  aiipoits, 
and  the  U.  S.  Postal  Sei-vice, 
the  switch  would  also  trim 
fuel  costs  by  20%  or  more. 

Before  April,  only  a  hand- 
ful of  N(:;v  cabs  had  been 
sold — perhaps  because  special 
fuel  tanks  and  other  parts 
typically  add  $10,000  to  the 
sticker  price.  But  with 
beefed-up  incentives  from  in- 
dustiy  and  government  agen- 
cies, more  taxi  fleets  will 
make  the  switch,  says  Brook- 
lyn Union  Gas  Co.,  which 
supplies  the  fuel.     Otis  Port 


BEHER  WAY  TO  BUILD  A  BAHERY 


STEAD  OF  SCREENING 

ousands  of  chemical 
mpounds  at  random  to 
id  drugs,  pharmaceutical 
mpanies  often  use  a 
chnique  called  rational 
ug  design  to  create 
em  from  scratch.  At 
a^-sachusetts  Institute  of 
ehnology,  materials  sci- 
tists  are  taking  the 
me  tack. 

In  the  Apr.  16  issue  of 
'itiire,  a  group  of  MIT 
ofessors  describe  the  in- 
ntion  of  a  lightweight 
d  inexpensive  cathode 
[•  lithium-ion  batteries, 
lich  could  replace  a 
icey  lithium-cobalt  com- 
iund  that's  widely  used 
day.  Instead  of  testing 
ousands  of  possible  re- 
acements,  the  mit  team 
Iculated  the  optimum 
ai'acteristics  for  the 
thode — one  of  two  elec- 
3des  in  a  battery  that 
mbine  to  create  a  cur- 
nt.  Then  the  scientists 
ncocted  a  cobalt-alimiin- 


um  mixture  to  fit  the  bill. 

The  professors  have  li- 
censed the  new  cathode  to 
Pacific  Lithium  Ltd.,  an 
Auckland,  New  Zealand, 
supplier  of  Mgh-gi-ade  lithi- 
um. The  company  plans  to 
mai'ket  the  cathode  in  late 
1998.  And  it  could  reduce 
batteiy  prices  by  25%, 
says  Pacific  Lithium  ceo 
Robin  T.  Johannink.  But 
that's  just  for  starters.  The 
MIT  team  has  licensed  Pa- 
cific Lithium  a  second  cath- 
ode design,  for  which 
patents  are  pending.  Ger- 
brand  Ceder,  principal  au- 
thor of  the  Nature  paper, 
won't  identify  the  second 
compound.  But  he  says  it 
will  biing  fuither  reduc- 
tions in  batteiy  weight  and 
price.  Next  yeai-,  the  same 
scientists  may  have  an 
even  bigger  announcement. 
They're  working  on  a 
whole  new  concept  for 
light,  flexible  lithium  bat- 
teries that  don't  require 
any  hquid  electrolytes.  □ 


BIO  WARFARE'S  NEW  RECRUITS  

VACCINES  COULD  PROTECT  SOLDIERS  AGAINST  INSIDIOUSLY 

altered  strains  of  anthrax  and  other  microbes.  But  the 
vaccines  must  be  deployed  quickly.  With  today's  tools,  it 
could  take  scientists  months  to  culture  some  virulent 
new  strain,  choose  a  protein  target,  purify  it,  and  incor- 
porate it  into  a  vaccine. 

Help  in  speeding  that  process  may  come  from  tiny  Siga 
PhaiTTiaceuticals  Inc.  in  New  York  City,  which  recently 
received  an  $800,000  gi'ant  from  the  Defense  Advanced 
Research  Projects  Agency  for  vaccine  development.  Siga's 
technique  involves  attaching  foreign  proteins  such  as  anti- 
gens and  antitoxins  to  harmless  bacteria  that  normally  in- 
habit mucous  membranes  of  the  mouth  and  nasal  pas- 
sage— the  primary 
gateways  to  infection. 
This  method  of  attaching 
proteins  is  the  product  of 
30  yeai's  of  reseai'ch  at 
Rockefeller  University  by 
Siga's  co-founder  Vincent 
A.  Fischetti — head  of 
Rockefeller's  bacterial 
pathogenesis  lab — and  by 
his  paitner,  Oregon  State 
University  biologist  Den- 
nis E.  Hruby.   

Ultimately,  within  a  week  of  identifying  a  pathogen 
on  a  battlefield,  scientists  should  be  able  to  select  an 
appropriate  host  bacterium  in  the  nose  or  mouth  and 
rejigger  its  genes.  The  host  could  then  secrete  an  anti- 
gen in  the  soldier's  tissues  to  prompt  an  immune  re- 
sponse in  case  of  a  viral  attack.  Or  the  bugs  could  be 
forced  to  secrete  enzymes  that  would  break  down  bot- 
ulin  or  other  toxins.  □ 


GAS  DRILL:  Vaccines  can 
take  months  to  make 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwapr@businessweek.com 
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WUe  some  cars  can  hug  the  road, 
very  few  can  actually  seduce  it. 


Witln  an  exclusive  multipatented  steering  and  suspension  system, 
tke  Intrigue  is  equipped  to  tame  tke  most  elusive  of  roads.  And  considering 
its  remarkable  agility,  tke  road  may  even  look  forward  to  its  emkrace. 


t  rsj  -J-       I  G  E 

A  SOPHISTICATED  TWIST  ON  A  SPORTS  SEDAN 


Oldsmobile. 


w w w. i  n  t r  i  g  ue c  a r.  i,  i>'i 

1-888-4INTRIGU] 
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UNCLE  SAM  WANTS 
YOU-TO  HAVE  A  PLAN 


0 


nly  20%  of  companies  with  fewer  than 
100  employees  offer  retirement  plans — 
and  that's  something  Washington  wants 
to  change.  Two  new  legislative  proposals  would  give  small-businesses  tax 
credits  of  up  to  $4,000  over  three  years  to  help  set  up  a  jjlan  and  educate 
emjjloyees  about  it.  Meanwhile,  on  Mar  23,  the  iRS  eased  iiiles  in  its  "volun- 
tary correction"  programs,  which  allow  companies  to  find  and  fix  administra- 
tive mistakes  that  would  othei-wise  disqualify  their  pension  plans  from  tax  bene- 
fits. Previously,  an  employer  who  stepped 

forward  could  be  liable  foi'  up  to  40%  of  all  the  payroll  tax  on  plan  con- 
tributions. Now,  such  payments  are  limited  to  $500  to  $4,000,  depend- 
ing on  circumstances.  Also,  the  time  period  for  self-coiTection 
was  doubled  to  two  years.  Visit  www.benefitslink.com  for  easy-to- 
find  info  on  pensions  and  other  benefits. 


BUSINESS'  CLASS  ACT 


!»S)OI 


TRAINING  PROGRAMS  ARE  WAY  UP 

Smait  companies  are  fighting  the  la- 
bor sciueeze  by  raising  workers' 
skills,  not  just  wages.  A  new  Coop- 
ers &  Lybrand  survey  of  fast-gi'owing 
companies  finds  more  than  half  have 
launched  new  ti'aining  initiatives  in  the 
past  two  years — 42%  with  internal  pi'o- 
g]-ams  and  3()%'  using  outside  courses. 
The  federal  government  is  encom-aging 
the  trend  witli  tax  incentives.  Workers 
can  receive  up  to  $5,250  in  compensa- 
tion, tax-free,  for  undergi-ad  studies  or 
gi-aduate  courses  that  are  job-i-elated. 
Last  year's  tax  act  extended  tiie  benefit 
to  courses  starting  by  June  1,  2000. 
Sui-vey  respondents  cited  a  wide  vaii- 
i'Ay  of  educational  needs.  Problem-solv- 
ing (31%)  and  computer  and  technical 
skiii.^  (21%)  topped  the  fist.  Twelve  per- 
cent sa\  that  even  basic  math  and  read- 
hig  skills  ;  f-e  wanting. 


NETWORK  NEWS 


Even  very  small  business  is  go- 
ing high-tech  with  networks, 
according  to  International  Data 
Corp.  More  than  half  of  net- 
worked businesses  with  under  20 
employees  have  servers.  Such 
technology  speeds  Net  connec- 
tions and  supports  more  sophisti- 
cated software 
without  requir- 
ing a  lot  of 
tech  staff.  Ris- 
ing spending 
(chart)  by  com- 
panies of  fewer 
than  100  work- 
ers IS  due  to 
falling  prices 
and  more  Inter- 
net/Web use. 


SMALL  BIZ  LAN  AND 
SERVER  SPENDING 


-  ESl- 


A  BILLIONS  OF  DOLLARS 
DATA:  INTERNATIONAL  DATA  CORP 


For  more  information  on  small- 
business  LANs,  visit  BW  Plus' 
at  www.businessweek.com  or 
AOL  at  keyword:  BWEnterprise. 
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New  Business  I 
by. 


IMBER  OF  SMALL  BUSINESSES  OFFERING  X 


PACIF 
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by  drops  ol 
in  Oregon  a 
in  Califoi 
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OF  THE  SCHMOOZE 


le  think  it  cheesy  or  sleazy,  but 
ledian  Aye  Jaye  says  schmooz- 
iust  shows  you  care.  Not 
;t!y  about  busi- 
s,  his  good-hu- 
ed  new  book.  The 
'en  Rule  of 

.VI ng.  tells 
and  why  special 
t.ment  of  oth- 
— employees, 
its,  friends,  and 
jses — can  pay 
dividends  without  costing 
much.  (Sourcebooks,  $12.95 
432-7444) 


i  out  tha  t  we  were  paying 
too  qnickly.  Our  cashflow 
I  significantly." 

.  Runck,  vice-president  for  finance 
Transport  &  Rigging  Inc.,  on  how 
ing  helped  his  company  (page  4) 


Do  CEOS  improve  with  age  or  lose  theii'  edge?  Both,  according  to  Hag- 
berg  Consulting  Group,  an  executive  development  firm  that  does  most 
of  its  work  in  Silicon  Valley.  Hagberg  reviewed  the  performance  eval- 
uations of  550  top  executives  done  by  both  the  executives  themselves  and 
their  colleagues.  CEOs  under  35  years  old  don't  prioritize  well  and  forget 
details,  the  study  claims,  but  they're  also  daring  and  decisive.  Older  CEOs 
are  better  listeners  and  planners,  but  not  as  persuasive.  That's  why  ven- 
ture capitalists  often  pair  senior  sages  with  young  CEOs. 

THE  AGE-OLD  QUALITIES  OF  CEOS 


YOUNGER 

Energetic 
Daring 
Creative 
Impulsive 
Hard-driving 
Nonconformist 
Apprehensive 


OLDER 

Open-minded 
Detail-oriented 
Organized 
Sensitive 
Even-tempered 
Trusting 
Delegating 


DATA:  HAGBERG  CONSULTING  GROUP 


|S  ROSE  AN  AVERAGE  13%,  SAYS  A  D&B  POLL 


siness  starts  in  the  U.  S.  fell  2.2%  in  1997,  Dun  &  Bradstreet  Corp.  data  show, 
he  early  1990s  saw  loads  of  laid-off  workers  go  solo;  now^  a  tight  labor  market 
ncourages  marginal  entrepreneurs  to  stay  on  a  payroll.  Also,  rising  expenses 

squeeze  margins — discouraging  would-be  entre- 


I 


WEST  NORTH  CENTRAL 

:ains  of  about  10%  in  Iowa  and  North 
akota.  Similar  losses  in  Nebraska  and 
,ansas.  Missouri,  the  region's  startup 
^       power,  fell  2.7%, 


peneurs  w'ho  need  to  break  even  quickly. 
Startups  in  1997  w^ere  generally  larger, 
creating  11*;^  more  jobs  than  '96.  Failures 
rose  14*7^,  the  first  uptick  in  three  years. 


NEW 
ENGLAND 

Double-digit 
downers  in  most 
states.  Vermont 
had  the  region's 
only  gain,  5%. 


SOUTH  ATLANTIC  & 
EAST  SOUTH  CENTRAL 

Recoveries  in  D.C.,  Delaware, 
Maryland,  and  North  Carolina. 
Alabama  way  in  front  with 
16%  growth. 


DATA  DUN  &  BRADSTREET 


POSSIBLE  AUDIT 


FIE  ON  FILING 

f  you  haven't  filed  your 
taxes  yet,  you're  not 
alone — just  in  the  minority. 
Some  14%  of  303  small- 
business  ovi^ners  polled  re- 
cently said  they  usually  get 
extensions,  and  7%  don't 
start  until  a  week  before 
Apr.  15.  Some  of  them  may 
be  the  same  ones  who  keep 
receipts  in  the  proverbial 
shoebox  (15%). 
Most  business 
owners  are  more 
organized, 
though.  Roughly 
half  start  prepar- 
ing three  months 
ahead,  and  25% 
allow  at  least  a 
month.  Three- 
quarters  file  re- 
ceipts and  use  ac- 
countants. Only 
10%  use  tax  prepa- 
ration software;  4%  dump 
the  job  on  a  spouse. 
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Management 


BEHER  YOUR  BUSINESS: 
BENCHMARK  IT 

Measuring  your  company  against  others  can  spark  changes  that  give  you  a  leg  up 
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Business  owners  lil<e  to  think  they 
know  intuitively  what's  going 
right  at  their  companies — and 
what's  not.  But  Elfrena  S.  Foord, 
a  financial  adviser  in  Sacramento,  want- 
ed hard  evidence.  In  her  business,  win- 
ning the  client's  tnist  is  eveiything.  She 
needed  to  know  if  she  was  getting  it. 

So  the  managers  at  Foord,  Van 
Bruggen  &  Ebersole  decided  last  year 
to  check  on  what  customers  really 
thought  about  their  service  by  doing- 
some  benchmarking — a  process  that 
measures  a  company  against  the  stan- 
dards and  practices  of  other  companies. 

The  results  were  surprising  and 
sometimes  humbling.  Wliile  the  firm  got 
high  marks  for  performance  compared 
with  its  peers,  a  consultant's  study  con- 
cluded that  the  partners  weren't  meet- 
ing often  enough  with  clients.  "I  also 
found  out  I  wasn't  as  good  a  communi- 
cator as  I  thought  I  was,"  says  Foord. 
She  promptly  em-olled  in  a  foiu- weekend 
course.  The  upshot,  says  Foord,  is  that 
today  business  is  up  10%,  a  rise  she 
credits  in  part  to  the  benchmarking 
study. 

BEST  PRACTICES.  The  use  of  bench- 
marldng  is  gTownng  quickly  among  small 
companies  as  it  becomes  easier  to  do, 
exjierts  say.  Huge  amounts  of  data  have 
become  accessible,  on  software  and 
through  the  Web,  that  allow  owners  to 
find  out  how  rival  companies  are 
doing — and  how  they  do  it.  Done  prop- 
erly, the  process  can  improve  customer 
satisfaction,  identify  industry  break- 
thi-oughs,  and  spai-k  changes  that  give  a 
company  new  c(>mj)etitive  advantages. 

Benchmarking  falls  into  two  major 
categories.  The  first  is  a  simple  com- 
paiison  of  common  financial  measures — 
such  as  debt  load  and  inventory  lev- 
els— to  the  norms  for  a  particular 
industry.  But  these  ratios  tell  you  only 
that  something  is  wrong.  Finding  the 
pioblem  and  fixing  it  requires  a  second 
kind  of  benchmarking,  a  more  qualita- 
tis'tr-  but  still  systematic  seaix-h  to  iden- 
tify tile  best  practices  in  your  industry. 
Instead  of  merely  asking:  "How  am  I 
(!(ting?"  say  advocates  of  this  process, 


you  need  to  be  constantly  asking:  "What 
can  I  do  better?" 

The  financial  snapshot  is  an  impor- 
tant fii'st  step,  though.  The  idea  is  to  fo- 


cus on  key  business  ratios 


Other  criteria  to  focus  on  include 
ventoiy  tm-nover,  retiuTi  on  investme 
selling,  general  and  administrative  (d' 
penses  as  a  percentage  of  revenue,  a 


waitr 


hit 

to  see  if  you're  way  out  of  current  and  quick  ratiiftcm 


STRATEGIES 


liquidity  measures,  such 


sync  with  similar  companies.  For  ex- 
ample, if  you're  canying  more  debt  than 
most  rivals,  you  might  have  trouble 
weathering  a  recession  or  price  war. 


wliich  tell  you  whether  you  have  enou 
cash  on  hand  to  pay  routine  bills.  "( s 
ten,  businesses  think  their  performar 
is  pretty  good  and  are  shocked  to  s  ife 
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UPWARD  PATH:  Instead  of 
merely  asking:  ^'How  am  I 
doing?"  say  advocates  of 
this  process,  you  need  to 
be  constantly  asking: 
"What  can  I  do  better?" 


1  they  compare  to  others,"  says 
luel  W.  Bookhart,  a  benchmarking 
5ultant  in  Chadds  Ford,  Pa. 
'ake  Rountree  Transport  &  Rigging 
,  a  specialized  long-distance  trucking 
pany  based  in  Jacksonville,  Fla.  In 
1,  Rountree  used  Dun  &  Bradstreet's 
inesScope  database  to  see  how  its 
unts  receivable  and  payable  stacked 
igainst  its  rivals.  It  discovered  that 
•eceivables  went  uncollected  for  an 
'age  of  48  days,  vs.  an  average  33 
;  for  the  industry.  In  effect,  Roun- 
was  giving  its  customers  an  inter- 
rree  loan. 

ON  THE  BILLS.  The  problem,  offi- 
discovered,  was  that  Rountree  dri- 
waited  until  they  returned  to  the 
e  terminal  to  turn  in  invoices.  Now, 
ices  are  turned  in  immediately  after 
)  to  the  closest  terminal.  This  simple 
ige  cut  bilhng  time  in  half,  from  12 
1  to  6  days,  and  outstanding  receiv- 
s  dropped  to  28.5  days,  well  below 
industry  average. 

Ve  also  found  out  that  we  were  pay- 


ing bills  too  quickly,"  says  Thomas  D. 
Runck,  vice-president  for  finance.  Now, 
bills  are  paid  five  days  befoi-e  the  due 
date,  unless  a  discount  is  offered  for 
eai'ly  payment.  "Our  cash  flow  improved 
significantly,"  says  Runck. 

The  real  benefits  of  benchmarking 
come,  though,  from  taking  a  more  pro- 
active approach.  Instead  of  waiting  for  a 
problem  to  arise,  avid  benchmarkers 
make  it  part  of  their  routine  to  seek 
out  and  measui'e  the  best  practices  in 
use  elsewhere — and  then  shamelessly 
adopt  those  tactics  as  their  own. 

Unlike  ratios,  compaiisons  of  business 
practices  don't  come  neatly  packaged  in 
a  database;  someone  has  to  go  out  and 
look  for  them.  The  search  need  not  be 
limited  to  your  rivals.  You  can  compare 
processes  witliin  your  ovni  organization 
or  among  companies  with  similar 
processes,  even  when  they're  outside 
your  industry.  The  inspiration  might 
even  come  fi'om  best  practices  at  a  com- 
pany that  is  completely  differ-ent. 

Populai"  targets  for  benchmai'king  in- 
clude cycle  time — how  long  it  takes  to  do 
a  job  or  launch  new  products — and  asset 
management,  which  scrutinizes  how 
equipment  and  people  ai'e  employed.  But 
customer  satisfaction  is  the  topic  studied 
most  often,  and  it's  not  just  a  matter  of 
asking  customers  what  they  think.  The 
trick  is  in  how  you  ask  it,  as  the  Hous- 
tonian  Hotel  &  Spa  leamed  when  it  set 
out  in  1990  to 
benchmark  its 
customer  service 
against  its  peers. 

The  idea  was  to 
identify  problems 
from  customer  com- 
ments and  then 
adopt  the  best  prac- 
tices to  improve  the 
Houston  hotel's  rat- 
ing. It  soon  became 
apparent  that  the 
Houstonian's  exist- 
ing effort  at  bench- 
marking was  part  of 
the  problem.  The 
staff  always  left  a 


40-question  comment 
card  in  each  of  the 
300  rooms,  but  the  re- 
sponse rate  was  a 
meager  2% — no  more 
than  par  for  the  in- 
dustry. "We  only 
heard  fi*om  those  who 
were  very  dissatisfied 
or  very  satisfied," 
says  Greg  Clark,  ex- 
ecutive vice-president. 

Clearly,  the  sui"vey 
itself  didn't  measure 
up  to  best  practices. 
The  solution  came  not 
from  another  hotel,  but  fi'om  a  nearby 
auto  dealership  where  a  hotel  manager 
was  having  his  car  serviced.  The  cashier 
handed  him  his  bill  and  a  comment 
card — with  only  fom-  questions.  Unlike 
Houstonian's  exhaustive  quiz,  this  one 
took  only  seconds  to  fill  out. 
START  DIGGING.  So,  the  Houstonian 
chopped  up  its  sui'vey  into  10  different 
cards  with  four  questions  each  and 
handed  one  cai'd  to  customers  at  check- 
out. The  result?  Today's  response  rate 
has  soared  to  80%.  The  staff  chimed 
in  by  proposing  that  suggestions  from 
the  cards  should  be  circulated  daily,  in- 
stead of  going  to  company  headquar- 
ters. The  payoff:  Clark  says  customers 
who  say  they  would  choose  the  Hous- 
tonian again  rose  from  85%  five  years 
ago  to  99%  recently. 

Sound  like  something  you  would  like 
to  ti-y?  There  are  two  ways  to  go  about 
it:  You  can  do  it  yourself — providing 
you  can  spai'e  the  time.  Or  you  can  hire 
a  consultant,  providing  you  can  afford 
the  considerable  fees. 

First,  decide  what  to  benchmark  by 
starting  with  a  good  intenial  financial 
analysis  from  a  commercial  database 
(table,  page  6).  Tr-ade  groups  and  gov- 
ernment agencies  also  offer  databases 
designed  to  help  you  compare  financial 
perfoiTOance  and  benefits  against  your 
peers. 

Next,  put  together  a  benchmarking 
team.  To  do  it  right, 
they  will  need  to 
devote  half  a  day 
each  week  for  a  cou- 
ple of  months.  It 
won't  work  if  the 
goals  aren't  specific, 
so  choose  no  more 
than  thi-ee  topics  to 
benchmai'k  at  once. 

Then,  start  dig- 
ging. "Ask  youi"self, 
where  can  I  best 
learn  the  process  I 
want  to  improve," 
says  Fred  D.  Bow- 
ers, a  consultant 
based    in  Acton, 


Measuring  Up 

More  than  80%  of  fast-growing  small 
companies  employ  benchmarking  to 
improve  their  performances.  The  most 
commonly  used  gauges: 

INDUSTRY  NORMS 


I  PRIMARY  COMPETITOR 
I  INDUSTRY  LEADER 


DATA  ERNST  &  YOUNG 
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Mass.,  who  in  I'M)  created  Digital  Equip- 
ment Corp.'s  benchmai'king  pi'ogi'am. 

You  can  arm  your  team  with  a  host 
of  (lata  on  benchmarking  from  the  Web 
and  your  local  library.  A  good  place  to 
start  is  the  Benchmarking  Exchange 
(www.benchnet.com),  which  helps  com- 
panies share  information  from  surveys, 
mai'ket  studies,  and  lists  of  best-practice 
companies.  Take  a  peek  at  rivals'  Web 
sites.  Business  gTimshoes  who  specialize 
in  "competitive  intelligence"  often  are 
amazed  at  the  intimate  data  some  com- 
panies choose  to  post. 

Next,  identify 
companies  that  may 
serve  as  bench- 
marking "part- 
ners"— companies 
with  best  practices 
that  might  teach 
you  what  they  do. 
Network  among 
customers,  suppli- 
ers, and  employees, 
and  ask  them  who 
they  think  is  best  at 
the  process  you're 
trying  to  improve. 
Other  sources  to 
poll  include  cham- 
bers of  commerce, 
small-business  de- 
velopment centers, 
trade  associations, 
industry  experts 
who  know  of  break- 
through practices, 
and  companies  that 
have  won  local  and 
state  quality  awai'ds. 
(In  fact,  say  bench- 
marking experts, 
consider  applying 
foi'  an  award  even 
if  you  don't  have  a 
prayei"  the  process 
provides  discipline, 
and  it's  a  good  way  to  get 
PLAN  TO  SHARE. 


Management 


not  be  allowed  to  do  hands-on  work  for 
liability  reasons,  but  you  still  can  leam 
enough  to  do  a  fair  imitation  back  at 
youi"  office. 

Some  owners  may  know  which  ai'eas 
need  improvement  but  are  lost  as  to 
how  to  make  the  changes.  That's  where 
consultants  can  help.  Fees  can  range 
from  $250  for  an  informal  customer- 
satisfaction  survey  to  $75,000  for  an 
in-depth,  qualitative  benchmarking 
study. 

It's  money  well  spent  if  you  find  the 
right  person.  Consider  Master  Mainte- 


Benchmarking  Resources 


timates  with  a  laptop  computer.  A.- 
generating  more  business.  Bowers 
Eileen  as  an  untapped  resource.  He 
gested  Master  fann  out  the  billing 
painting,  which  freed  Eileen  to  li 
in  more  revenue  by  doing  estimates 
making  cold  calls.  For  good  meas 
he  suggested  a  Web  site  to  incr 
their  exposure,  a  tactic  used  by  o 
contractors.  But  the  most  surpri 
suggestion  was  that  the  McGa 
should  stop  bidding  on  eveiy  cont 
that  came  along  and  concentrate  on 
most  profitable  jobs.  Today,  the  Mc( 
rys  aim  to  do  w 


WEB  SITES  &  SOFTWARE 


►  AMERICAN  SOCIETY  FOR  QUALITY 

(www.asq.org):  Offers  a  best-prac- 
tices data  repository  and  a  registry 
of  consultants.  Promotes  networking 
with  other  benchmarkers. 

►  AMERICAN  SOCIETY  OF  TRAINING  & 
DEVELOPMENT  BENCHMARKING  FORUM 

(www.astd.org):  Provides  a  forum  to 
benchmark  training  processes 
against  other  companies,  statistics 
on  training  and  development  costs. 

►  AMERICAN  PRODUCTIVITY  &  QUALITY  CENTER 
INTERNATIONAL  BENCHMARKING  CLEARING 
HOUSE  (www.apqc.org):  Provides  arti- 
cles, lists  educational  programs  and 
studies,  and  offers  research  services 
available  to  help  benchmarkers. 

►  DUN  &  BRADSTREET  BUSINESSCOPE  (soft- 
ware): Provides  statistical  analysis  of 
similar  companies,  $99. 

►  MANAGEMENT  ROUNDTABLE  (www 
trainingforum.com/MRT):  Provides  a 
forum  for  giving  and  receiving 
advice,  network  service,  and  articles. 


►  THE  BENCHMARKING  EXCHANGE 

(www.benchnet.com):  Offers  surveys, 
market  studies,  and  lists  of  best- 
practice  companies. 

►  U.S.  INTER-AGENCY  BENCHMARKING  & 
BEST  PRACTICES  COUNCIL  (www.va  .gOv/ 
fedsbest/index.htm):  Provides  a  cal- 
endar of  benchmarking  events;  offers 
expansive  list  of  related  benchmark- 
ing Web  sites  and  library  resources. 

►  U.S.  NAVY  BEST  MANUFACTURING  PRACTICES 

(www.bmpcoe.org):  Offers  case  stud- 
ies from  corporations. 


BOOKS 


►  BUSINESS  PROCESS  BENCHMARKING  by 

Robert  C.  Camp  (ASQ  Quality  Press, 
Milwaukee,  1994,  $40) 

►  THE  BENCHMARKING  BOOK  by  Michael  J. 
Spendolini  (AMACOM  Press,  Ameri- 
can Management  Assn.,  New  York, 
1992,  $19.95) 

►  BENCHMARKING  FOR  BEST  PRACTICES:  WIN- 
NING THROUGH  INNOVATIVE  ADAPTATION  by 

Christopher  E.  Began  and  Michael  J. 
English  (McGraw-Hill,  1994,  $29.95) 


feedback). 
Getting  your  would- 
be  partner  to  help  is  another  matter. 
Dii'ect  hvals  might  be  I'eluctant  to  shai'e 
their  methods,  but  others  may  embrace 
the  idea  if  you  don't  come  empty-hand- 
ed, says  Michael  J.  Spendolini,  a  bench- 
marking consultant  in  Laguna  Beach, 
Galif.  "Offer  to  give  something  in  re- 
■r"n,"  he  says.  For  instance,  if  you're 
i  ing  to  improve  your  customer  satis- 
fa';  n  process  and  you  already  have  a 
gi  i  ;t.  order  system,  plan  to  share  it 
W!'i!i    :air  benchmarking  partner 

It'  i'DSsible,  conduct  one  or  more  on- 
site  V  its  to  obsei-ve  and  compare  your 
partn'.  :'  's  methods  firsthand.  You  may 


nance,  a  small  paint-deleading  contractor 
in  Concord,  Mass.  "We  knew  we  did 
good  work,  but  we  just  weren't  getting 
the  jobs,"  says  Bob  McGariy,  who  stall- 
ed the  five-person  company  with  his 
wife,  Eileen,  in  1988.  McGariy  did  a  ht- 
tle  benchmaiiving  on  liis  own  with  other 
contractors  and  learned  that  his  bids 
took  too  long  to  work  up,  which  in  turn 
meant  he  had  less  time  to  sohcit  other 
business,  and  they  needed  to  be  more 
accurate.  So  he  hrred  Fred  Bowers  to 
find  the  industry's  best  practices  and 
set  them  up  at  Master. 

After  a  month,  Bowei-s  was  back  with 
some  answers.  To  speed  up  the  bids. 
Bowers  recommended  doing  on-site  es- 


for  large  govt 
ment  agencies. 

All  told, 
McGarrys  estit^ 
that  Bowers'  ad 
will   help  Ma 
more  than  doi 
its  revenue  in 
next    year — 
means  his  $30J 
fee  will  pay  foi 
self  several  ti 
over. 

As  for  Elfij 
Foord,  the  fmaij 
adviser  v/ho  war 
to  survey  her 
tomers,  she  tur 
to  Success  Proi 
Inc.,  a  consull 
firm  in  San  DiJ 
Calif.,  that  spei 
izes  in  measui 
best  practices,  n 
consulting  firm 
better  answers 
was  better  able 
analyze  the  d 
than  if  we  did 
survey  ourselv 
Foord  says.  | 

That  $5,000 
vey  was  just 


beginning  of  her  company's  quest 
best  practices.  Today,  Foord  says, 
partners  routinely  benchmark  by 
tending  industiy  conferences,  goin 
seminars,  and  networking  among  o 
professionals  to  find  out  better  wa: 
doing  business.  "Benchmarldng  has 
come  a  way  of  life  for  our  firm," 
says.  "It's  a  mind-set."  It's  also  the 
of  thinking  that  keeps  you  in  fron 
the  competition — a  good  place  for 
business  to  be.  ; 

By  Toddi  Gtttner  in  New  I 

For  more  on  benchmarking  resources,  goto' 
BW  Plus!  at  www.businessweek.com  or  AGLj 
keyword:BWEnterprise. 
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Companies 


MOVIE  PALACE 
COUP 

Harvard  grads  create  a  buzz  building  Mexican  cinemas 


ENTREPR 


latthew  Heyman  had  just  one 
idea  when  he  arrived  at  Har- 
vard business  school  in  1991, 
I  tVesh  from  a  middle-manage- 
ment job  in  the  cinema  industry.  He 
vi^anted  to  mn  a  big  theater  chain.  If  he 
couldn't,  he  would  start 
his  own.  It  didn't  matter 
where.  "I  asked  eveiyone  from  eveiy 
country,"  says  Heyman. 

Hearing  of  opportunities  south  of  the 
border,  he  enlisted  two  Mexican  class- 
mates to  help  him  transform  his  goal 
into  a  business  plan.  Togethei;  they  con- 
ceived the  idea  of  buOding  fii-st-rate  the- 
atei-s  in  Mexico  City,  where  the  industry 
was  in  a  shambles.  The  plan  fulfilled  a 
course  i-equirement  for  their  last  se- 
mester, but  to  Heyman  that  was  beside 
the  point.  "We're  not  doing  this  for  a 


gr-ade,"  he  told  his  class  partners  Adol- 
fo  Fastlicht  and  Miguel  Angel  Davila. 
"We're  doing  this  to  do  it." 

Five  year's  later-,  the  trio  has  man- 
aged to  turn  its  class  project  into  a 
class  act.  Gr-afluating  ft'om  Har-var'd  was 
the  easy  pari.  Since  1993, 
  they  have  fought  for  fi- 
nancing, battled  the  local  union,  and 
weathered  Mexico's  wor-st  recession  in 
60  years.  Today,  theii'  company,  Cadena 
Mexicana  de  Exhibicion,  or  Cinemex, 
dominates  the  movie-theater  scene  in 
Mexico  City,  with  147  of  the  city's  416 
screens  and  $35  million  in  sales  last 
year" — about  40%  of  the  city's  ticket  r-ev- 
enues.  Its  shareholders  now  include  J.  P. 
Morgan  Capital  Corp.  and  Hoyts  Cine- 
mas Gr'oups  of  Sydney,  Austr'alia.  "This 
was  my  shot  at  entrepreneurship,"  says 


THREE  AMIGOS:  Fastlicht,  Heyman 
and  Davila  "revitalized  the  indu-sf 

Heyman,  the  son  of  a  TV  salesman  t 
Los  Angeles. 

Certainly,  Hai-var-d  diplomas  and  ! 
connections  didn't  hurt.  But  vision, 
sistence,  and  a  feel  for  the  local  i 
ketplace  mattered  mor-e.  "In  a  nuts 
they've  revitalized  the  industry," 
Luis  Rur'z,  sales  manager  for  Videock 
a  Mexican  film  distributor.  || 
STALE  POPCORN.  The  trio's  timing 
no  accident.  Their  plans  for  Cine 
took  shape  as  the  government  was 
ing  decades-old  price  controls  on  tici 
that  had  discouraged  owners  ft-om 
gr-ading  their  decrepit  theaters.  So 
quality  was  abysmal  and  the  pope 
stale.  Middle-class  Mexican  movieg 
had  retr-eated  to  their  videocassi 
recor'ders.  Heyman  bet  that  they'd 
for  top-notch  sound,  image,  and  senj 

Even  before  the  business  plan 
done,  the  three  grad  students  bega 
bluff  Cinemex  into  existence  wit 
more  backing  than  their  per'sonal 
accounts.  Fastlicht,  now  31,  used 
family  connections  in  Mexico  City's 
estate  business  to  announce  Cinei 
was  seeking  space  to  lease — a  bi( 
legitimize  the  venture  to  potential 
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8:02  a.m.  Installed  network. 

8:59  a.m.  Connected  with  staff. 

(In  more  ways  than  one.) 


Introducing  Intel  InBusiness  networking  products  for  small  business. 


The  hardest  thing  about  setting  up  a  small  business  network  is  getting  over  the  idea  that  it's 
hard  to  do.  Intel  InBusiness  '  products  feature  stackable  hubs  and  switches  specifically  designed 
for  your  small  business.  With  just  four  simple  installation  steps,  anyone  can  set  up  a  network 
quickly  and  easily*  So  your  team  can  share  Internet  access,  e-mail.  files,  printers  or  deep  thoughts. 

For  nK)rc  information,  call  1-800-538-3373.  extension  670.  or  visit 
us  at  our  Web  site.  So  you  can  get  in  touch  with  your  employees.  Not  to 
mention  their  PCs.    ►  www  mtel  com/network/bw.htm 


©ly'^S  Inlc'l  CoipouiliiHi    B.iscd  on  ciislonicr  Iccdback.  cslinulcd  insi.illjiion  liiiic  is  S7  niiriiitcs 
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vestors.  Meanwhile,  Heyman,  who  at  29 
had  been  making  $100,000  as  Cineplex 
Odeon  Corp.'s  vice-president  for  busi- 
ness affairs  in  Toronto,  unsuccessfully 
sought  financial  backing  from  his  for- 
mer employer. 

Their  money  dwindled  that  semester 
as  the  tiio  racked  up  ah"  miles  back  and 
forth  to  Mexico  City.  Heyman  raided 
his  savings  account.  Davila,  now  32, 
tapped  the  scholarship  funds  he  had 
gotten  for  tuition.  (As  a  i-esult,  he  didn't 
get  his  diploma  until  he  could  pay  Har- 
vard back  a  year  later.)  By  April,  1993, 
Heyman  and  his  partners  had 
finished  the  plan,  but  they  need- 
ed $6  million  to  bring  it  to  life. 
A  contact  with  A.  Allen  Fried- 
berg,  the  retired  CEO  of  what  is 
now  Sony/Loews  Theaters,  gave 
them  entree  to  chief  executives 
of  U.  S.  chains,  but  everyone 
turned  them  down.  Tliey  finished 
up  their  mbas;  Heyman  went 
home  to  his  family  in  Los  Ange- 
les. Davila  and  Fastlicht  re- 
turned to  Mexico  City  to  raise 
capital.  That  summer,  Davila 
even  turned  down  a  job  at  Gold- 
man, Sachs  &  Co.  to  pursue 
their  goal. 

WINNING  COMBO.  Cinemex'  big 
break  came  in  October,  1993, 
from  an  investment  fund  of  J.  P. 
Morgan  &  Co.  Months  earlier, 
at  a  Mexico  City  dinner  party,  a  friend 
had  told  Fastlicht  that  an  associate  at 
Morgan's  local  office  was  interested  in 
investing  in  movie  theaters.  Fastlicht 
gave  him  their  plan,  which  eventually 
endefl  up  with  fund  managers  in  New 
York.  They  liked  the  combination  of 
Heyman's  movie-theater  backgTound  and 
the  local  expertise  offered  by  Fastlicht 
and  Davila,  who  is  well-connected  in 
government  circles.  Says  Tim  Purcell, 
who  nms  J.  P.  Morgan  Capital's  Latin 
business  from  New  York:  "They  were 
very  impressive,  and  they  had  enthusi- 
asm." Morgan  Capital  agreed  to  invest 
as  much  as  $8  million  for  40%  of  Cine- 
mex. With  Morgan's  backing,  hesitant 
Mexican  investors  who  had  i)ledged  only 
small  amounts  now  signed  on  for  more, 
while  CMEX  Investors,  an  affiliate  of 
('hicago's  JMB  Realty,  put  up  almost  $5 
million.  Altogether,  Cinemex  had  $21.5 
iriillion  in  startup  ftrnds. 

Tlien,  in  December,  1994,  before  Cin- 


Companies 


emex  could  open  its  fii'st  theater,  the 
government  devalued  the  peso.  The  dol- 
lar value  of  what  local  investors  had 
put  up  suddenly  fell  by  half.  But  Hey- 
man and  his  partners  grimly  pushed 
ahead.  Soon,  all  of  the  international  cin- 
ema chains — except  Dallas-based  Cine- 
mark  USA  Inc. — had  dropped  theii'  plans 
to  enter  Mexico;  Cinemex  had  Mexico 
City  almost  to  itself. 

In  August,  1995,  the  company  opened 
its  fii'st  multiplex  in  a  new  kixmy  shop- 
ping mall,  investing  $3.5  million.  But  to 
revolutionize  Mexican  moviegoing  meant 


CINEMEX'  SCRIPT  FOR  GROWTH 


lexi 


MARKET  An  estimated  20  million  people  in 
CO  City  and  its  suburbs. 

STRATEGY  Build  first-class  multiplexes,  and 
charge  movie-mad  Mexicans  a  premium  for  quality. 
Price  tickets  lower  in  working-class  neighborhoods 
while  maintaining  luxury  image. 

MANAGEMENT  Keep  control  in  hands  of  three 
original  partners  while  taking  in  outside  investors. 

GOALS  Expand  from  147  screens  to  216  screens 
by  end  of  1998  and  ultimately  to  400;  continue  to 
expand  in  poorer  neighborhoods. 

CHALLENGES  Stave  off  new  competition  from 
U.S.  chains  such  as  Cinemark  and  General  Cinema 
and  giant  Mexican  chain  Organizacion  Ramirez. 


first  breaking  the  movie  theater  union, 
says  Davila.  Rigid  work  iiiles  had  cre- 
ated massive  inefficiencies:  a  popcorn 
seller,  for  instance,  wasn't  allowed  to 
handle  soft  drinks.  The  union  fought 
back,  occupying  the  lobby  with  150  pro- 
testers a  few  days  before  opening.  Davi- 
la hired  security  guards  to  keep  the 
picketers  out  and  then  outflanked  the 
union  by  opening  on  Wednesday  rather 
than  the  expected  Friday.  The  union 
moved  the  battle  to  the  local  labor 
board,  but  it  ultimately  sided  with  the 
company  and  recognized  a  more  flexible 
union.  Cinemex  now  has  some  1,100 
employees.  About  65  work  at  head- 
quarters; the  i-est,  mostly  students,  nm 
the  theaters. 

The  buzz  gi-ew  as  Cinemex  contin- 
ued to  open  multiplexes.  The  theaters 
charged  premium  prices,  about  $3.50, 
but  even  in  the  midst  of  recession,  mid- 
dle-class Mexicans  seemed  willing  to 
pay  for  cjuality.  Would  the  worldng  class. 


too?  In  May,  1996,  Cinemex  opened 
doors  in  a  poorer  neighboi-hood.  "If  ii 
deal  wasn't  going  to  work,  our  mark 
was  this  big,"  says  Heyman,  his  thui 
and  forefinger  in  a  loose  pinch.  Tick^ 
at  that  theater  went  for  a  dollar 
than  the  others.  Even  then,  with 
average  Mexican  eaiTiing  just  over  $1^ 
day,  Cinemex  was  expensive.  Yet 
strategy  worked.  Working-class  familj 
splui'ged  on  movie  tickets  and  sna| 
as  if  they  were  "going  to  Disneylan 
says  Heyman. 

HOMESICK.  Cinemex'  success  has  dra 
new  capital  for  expansion, 
late  1996,  Hoyts  Cinemas,  a  pi 
licly  held  company  with  theati 
worldwide,  bought  a  35%  sti 
in  Cinemex  for  $22  million. 

Despite  big-time  backing,  L 
three  partners,  who  all  go  k 
the  title  of  "director,"  rem? 
firmly  in  charge.  Heyman  is 
dealmaker  and  strategist.  He 
tends  film  festivals,  buys  eqi 
ment,  and  negotiates  with  ( 
tributors.  Davila  presides 
operations,  and  Fastlicht  dire 
the   real   estate  departme 
Their  deal  v/ith  investors  \ 
give  each  of  them  a  stake  of  j 
over  5% ,  probably  by  yeai''s  e 
What  about  competition? 
Mexico  rebounds,  U.  S.  cha 
are  piling  in,  whQe  old  local  pi 
ers  regi'oup.  "This  is  the  city  that  1 
the  closest  risk  of  satm*ation,"  says  / 
jandro  Ramirez,  chief  operating  offi 
of  Mexico's  largest  movie  theater  ccj 
pany,  Organizacion  Ramirez.  In  Ji 
Ramirez  plans  to  open  his  eighth 
CO  City  multiplex  in  a  middle-class  s| 
urb.  It  will  ofier  a  cafe,  child  cai'e,  an| 
customer-service  counter  to  call  ta 
and  make  dinner  reservations. 

The  competition  isn't  scaring  off  C  jStei'a 
emex,  which  is  confident  it  can  m£ 
tain  its  lead.  "We're  going  to  own  M 
ico  City,"  boasts  Heyman.  He  figu 
the  metropolis  could  eventually  supp 
700  screens,  with  400  belonging  to  C 
emex.  At  its  ciuTent  gi'owth  rate,  Ci 
mex  could  reach  that  goal  in  a  coupk 
years.  Then  what?  Heyman,  admitte 
homesick,  says  he  would  cash  out 
the  right  price:  "I  would  love  to  ru: 
theater  chain  in  the  U.  S.,"  he  says, 
ter  Mexico  City,  that  would  be  a  ciiierto 
By  Elisabeth  Malkht  in  Mexico  Ci 


eyman  bet-correctly-that  middle-class  Mexicans 
would  pay  for  top-notch  sound  and  image 


•  ilo  fon, 
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Gateway  Business  Direct  is  the  right  company  for  your  business, 
innovative  PC  and  network  packages  make  short  work  of  the 
enges  you  face  every  day  -  with  affordable  prices,  24-hour  service 
custom-built  technology  that  towers  above  the  competition.  Plus 
k  financing  over  the  phone  makes  your  life  even  easier  Call  today! 


■  :twork-Tested  GP-Series  PCs  from  $1299 
lo '  Portable  PCs  from  $1899 

■  >-Series  Servers  from  $2299 

•  cr-to-Peer  Complete  Networks  from  $2739 

s  iw'o  CPSeriei  PCs,  network  uink,  buiiiKH  software  and  xtiij'  maiiiiiil.) 


in 


Pentium  {[ 


GAFEmr2ooo 


"YOU'VE  GOT  A  FRIEND  IN  THE  BUSINESS"* 

CALL  888-285-6241  www.gateway.com 


SS8j  way  2000,  Inc  All  rights  reserved  The  Intel  Inside  Logo,  Intel  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel  Corporation  Not  all  Gateway  PCs  contain  the  Pentium  II  processor  (i/lany  Gateway  products 

:usj  sngineered  to  Gateway  specilications.  which  may  vary  from  the  retail  version  of  the  software  and/or  hardware  in  functionality,  performance  and  compatibility  All  brands  and  product  names  are  trademarks  of  their  respective 

'oara  All  pnces  and  configurations  are  subject  to  change  without  notice  or  obligation.  Prices  do  not  include  shipping  and  handling  or  any  applicable  taxes  Call  us  for  a  free  copy  of  our  limited  warranty  This  warranty  gives  you  specific 

•Inij  and  you  may  also  have  other  rights  which  vary  from  Stale  lo  State  Some  Slates  do  not  allow  the  exclusion  or  limitation  of  incidental  or  consequential  damages,  so  Ihe  above  limitation  or  exclusion  may  not  apply  lo  you 
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Marketing 


SELLING  THE  SIZZLE 
OF. .  .WATER? 

Fountainhead  hopes  to  package  its  way  to  profitability 


You're  a  fledgling  company  in  an 
exploding  market.  You  think  your 
product  superior  to  rival  brands, 
but  most  consumers  can't  tell  the 
difference.  You've  no  profits,  little  to 
spend  on  marketing,  and  about  500  com- 
petitors, fi'om  expansion-minded  locals  to 
global  giants.  You  need  big  volume  to 
break  even.  So,  how  do  you  boost  dis- 
tribution and  get  customers'  attention 
For  Fountainhead  Water  Co.,  the 
answer  was  packaging.  After  cap- 
ping the  first  five-gallon  jug 


Fountainhead  moved  fast  on  its  sec- 
ond choice,  a  tall,  fluted  bottle.  Rolled 
out  last  spring,  it  won  awards  from  in- 
dustry groups  and  praise  PACKAGING 

-and  proved    distributors  signed  on  wh^. 


0 


from  its  Blue  Ridge  mountains  aquifer 
in  1991,  the  Atlanta-based  company  ex- 
panded in  the  $4  billion  bottled  water 
mai'ket  with  a  flow  of  new  designs.  By 
199(j,  sales  hit  $5  million,  yet  jjrofits  re- 
mained elusive.  President  Kevin  Mc- 
(Hanahan  sought  a  packaging  break- 
through. The  concept  was  a  bottle  with 
dual  appeal:  an  unusual  two-liter  size — 
the  recommended  daily  dose — and  ele- 
gance for  a  dinner  table.  After  choosing 
from  ()()  design  proposals,  Fountainhead 
spent  $2.'"),000  on  a  prototyjje  and  tested 
it  on  slioppers  in  Nashville  and  Atlanta. 
"They  liated  it,"  says  McClanahan. 
"They  thought  it  looked  like  bleach,  like 
kitty  litter,  anything  you  might  not  want 
your  water  associated  with." 


sustainable?"  Rosenzweig,  presiden 
San  Francisco-based  Venture  Strat, 
Group,  was  CEO  at  Republic  of  Oi 
also  in  San  Francisco,  in  1992  wheii 
introduced  a  canister  imported  fu 
Japan.  Within  a  year,  competitors  i 
similar  canisters.   Fountainhead  i 
patenting  its  fluted  design  and  extr 
ing  it  to  most  of  the  line.  But  not 
design  innovations  are  patentable, 
example,  neither  the  size  nor 
vridened  spout  for  easy  pouring  car* 
protected. 

But  even  a  temporary  advantage  j 
give  a  small  company  a  leg  up — and 
can  be  critical,  particularly  with  a  pi 
uct  as  close  to  a  pui-e  commodity  as  [ 
ter.  Since  1993,  Fountainhead  has 
yearly  changes  in  packaging,  picking: 
sales  outlets  each  time.  E 


from  consumers- 
a  hit  with  distributors  and  retailers. 
"You  can  have  the  best  water;  fi-om  a 
3,000-year-old  well,  but  that  doesn't  sell 


it.  The  bottle  does,"  says  Fr"ed  Sipper*, 
pr-esident  of  New  Yor"k  bever-age  dis- 
tributor' Mootch  &  Muck  Inc.,  wlrich  jjut 
Fountainhead  in  local  stor-es. 

"For  an  early-stage  company,  it's  a 
very  str'ong  way  to  br-eak  through," 
says  brand 
exper-t  Bill 
Rosenzweig. 
"But    is  it 


TRY,  TRY  AGAIN 

The  fluted  bottle 
(left)  replaced  the 
'bleach  bottle'  effort 


SLx-pack  of  orre-liter  bottles  was  laimcfe 
in  1994,  pusliing  sales  from  less  thai 
million  in  1993  to  about  $4  million  in 
A  squeezable  sport  bottle,  intr-odi 
in  1995,  br-ought  in  35  more  dist: 
utors.  Likewise,  the  fluted  bcfe 
has  luT'ed  major  regional  su 
mar-ket  chains  such  as  Kr( 
Winn-Dixie,  and  Big  Bear 

Killer-  packaging  may  cost 
than  advertising,  but  it's 
cheap.  The  fluted  bottles 
Fountainhead  2(?  to  5(2  n 
apiece  than  the  mass-prodr 
ones  used  by  most  wi 
companies.  Development  c 
add  up,  too:  $100,000  to  ni 
and  rejigger  machinery  for 
sport  bottle,  and  $175,000  mor4»' 
the  flutes. 

WARY  PUBLIC.  Those  costs  stinlrebyw! 
an  industry  that  competes 
price — particularly  as  contair 
account  for  40%  to  60%  of  v 
consumers  pay.  "Some  of  these  c 
we  have  to  just  absor-b,"  McClanf 
admits.  But  he  thinks  bigger  sales 
yield   Fountainhead's  first  profi' 
$500,000  to  $1  million  this  year. 

In  the  long  r-un,  water  quality 
be  key  to  building  sales,  analysts 
Having  discover-ed  that  filter-ed  tap 
ter-  can  be  bottled  and  sold,  U.  S 
sumer-s  ar'e  becoming  warier  of  cont 
The  Food  &  Dr-ug  Administr-ation 
cently  requir-ed  labels  that  ider 
sources  and  treatment  processes 
industry  groups  now  give  prizes 
taste  as  well  as  packaging.  Awar 
the  tr-end,  Fountainhead  is  startin 
include  taste  tests  irr^' 
mari^eting  efforts.  Will 
suniers  notice  the  dil 
ence?   Maybe.  For 
Fountainhead  is  pleasf 
they  just  notice  the  bol 
Bi)  Edith  Up 
in  New 


W3 
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1  is  Sir 


Just  imagine  what  the  real  stuff  can  do. 


iveiyone  who  runs  a  small  business  has 
'iL-nt  goals.  You  just  need  some  time  to 
'  'infjiish  them.  That's  why  our  software 
iijsigned  to  save  time.  So  you  can  do 
e  business. 


with  WinFax  PRO,'"  No  more  hours  waiting 
to  pnnt,  standing  at  the  fax  machine  or  battling 
those  pesky  paper  jams. 

Of  course,  you'll  want  to  protect  those 
critical  files.  So  Norton  Utilities  '  offers  you 
comprehensive  data  protection  against  disk 
errors  and  alerts  you  to  problems  before 
data  is  harmed.  All  in  the  background. 

Then  if  someone  brings  in  an  infected 
floppy,  zap.  Meltdown.  Fortunately,  Norton 


Antivirus™  detects  and  destroys  viruses  and 
repairs  infected  files. 

All  of  these  small  business  solutions 
include  LiveUpdate,'"  which  automatically 
gives  you  the  latest  software  updates.  And 


-et's  say  you  came  out  with  a  new  product 
i  you  want  to  let  the  world  know.  Well, 
jast  potential  customers.  Just  plug  in  the 
irmation  and  ACT!™  provides  you  with 
rcontacts'  names,  their  addresses,  phone 


ibers,  the  last  orders  placed,  the  name 
■our  prospect's  spouse  and  dog. 
'ou  could  then  fax  the  details  to  your  sales 
is  simultaneously  from  your  computer 


Order  your 
free  trial  CD. 

Get  ACT!,  WinFax  PRO,  Norton 
Utilities  and  Norton  Antivirus  free  for 
30  days.  Call  now  for  your  trial  CD. 

1-800-835-6222 

ext.9NA21 


in  the  case  of  Norton  AntiVirus,  the  very 
latest  virus  definitions,  free  of  charge. 

You  see,  although  you  may  have  filled 
in  some  of  the  blanks  differently,  Symantec's 
small  business  solutions  wil!  help  everyone 


I  BULLETIN  I 
I  LIVE  I 
I  UPDATE  I 


have  time  to  do  more  business.  Check  out 
our  CD  that  allows  you  to  test  them  out  in 
your  own  working  environment. 

There's  no  to  waste, 

Cnounj 


SYMANTEC. 


jct  information  or  employment  opportunities  visil  us  at  wvw  symantec.com.  CD  available  in  PC  formal  only  In  Canada,  call  1 -800-365-864 1  In  Australia,  call  02-9850- 1 000  In  Europe,  call  31  -7 1  -535-31 1 1  Symantec  and  the  Symantec  logo  are  U  S  registered 
and  ACTi,  WinFax  PRO.  Norton  Utilities,  LiveUpdate  and  Norton  AntiVinjs  are  trademark's  of  Symantec  Corporation.  All  other  brand  names  or  trademarks  are  the  property  of  tfieir  respective  owners.  ©1998  Symantec  Corporation.  All  nghts  reserved 


ENTERPRISE 


I 


Technology 


COMPUTERS:  TO  LEASE 
OR  NOT  TO  LEASE 

Stop  counting  the  pennies;  what  matters  is  how  cutting-edge  you  have  to  be 


Yon  can  buy  that  hot  new  Pentium 
II  desktop  for  $8,000.  Or  you  can 
lease  it  for  only  $110  a  month. 
Sounds  like  a  gi'eat  way  to  save 
money,  right?  So  you  do  the  math,  mul- 
tiplying $110  by  the  86  months  of  the 
lease,  subtracting  your  tax  break,  com- 
paring it  with  buying,  and — whoops, 
leasing  doesn't  look  like  such  a  gi'eat 
deal  after  all.  At  best,  you  will  have 
saved  a  few  dollars  or  just  barely  bro- 
ken even. 

So  why  is  the  computer  world  going 
gaga  over  leasing,  with  rentals  expected 
to  double  during  the  next  five 
years?  In  a  word,  flexibility.  Ad- 
vocates say  leasing  lets  you 
switch  svstems  more  often  to 


ure  on  three  years  before  yom*  desktop 
turns  into  a  doorstop.  At  that  pace, 
buying  becomes  a  major  burden  for 
the  typically  cash-strapped  small  busi- 
ness. For  instance,  getting  new  com- 
puters for  a  five-person  office  could 


keep  up  with  fast-moving  technology, 
while  leaving  you  with  more  cash  to 
expand  your  business.  It's  a  strategy 
with  increasing  appeal  to  small  busi- 
nesses, with  about  12%  already  leasing 
one  or  more  of  their  computers,  says 
Raymond  L.  Boggs,  an  analyst  at  mar- 
ket-research firm  IDC/Link.  That's  about 
the  same  rate  as  lai'ger  companies,  says 
Joseph  C.  PucciareUi,  research  directoi' 
at  Gailncr  (Jroup,  who  expects  one  out 
of  every  four  personal  computers  to  be 
leased  hy  2002. 

At  best,  Boggs  says,  you  should  fig- 


mean  coming  up  with 
$15,000  eveiy  36  months — a 
major  blow  to  your  bank 
balance  or  line  of  credit 

But  if  you  lease,  your 
cash  hoaixl  is  left  intact  and 
available  for  gi'owth  oppor- 
tunities. In  effect,  leasing 
serves  as  another  source  of  financing. 

When  it  comes  time  to  get  rid  of  the 
old  computer,  there's  another  advantage: 
You  just  ship  it  back  to  meet  its  maker. 
That  would  be  just  fine  with  Adrian 
Selby,  who  has  foui-  old  computers  clut- 


tering his  consulting  office  in  Coi-nw 
Bridge,  Conn.,  where  he  creates  sptH 
effects  for  corporate  presentations.  It' 
field  where  teclmology  i-ai'ely  stands  > 
for  long.  "My  needs  are  always  chai 
ing,"  says  Selby.  "I  considei'  these  thii 
disposable  after  two  yeai 
MANAGEMENT     So  last  year,  he  took  ou 
^^^^^^^j^  lease  on  a  sla 

of-the-art  laptop  from  Dell  Compu 
Coi-p.,  and  he  fully  expects  to  exchai 
it  for  a  new  one  in  1999.  Tech  expes 
concede  that  you  could  come  out  a  f 
bucks  ahead  if  you  buy  a  compul 
and  resell  it  yourself.  In  reali 
though,  you'll  probably  waste  va 
able  time  on  the  sale  and  fail 
get  top  dollar  anyway. 
SOUP  TO  NUTS.  Which  lease 
right?  They  come  in  a  dizzying 
ray  from  independent  leasing  cc 
panies  and  retail  stores.  Some  gc 
deals  are  being  offered  direct  fri 
manufactui'ers  such  as  Compaq  Co 
puter  Inc.  and  Dell,  with  terms 
short  as  24  months.  Typical  plans  r 
three  years  and  give  you  the  option 
buy  the  machine  when  the  lease  expi] 
at    then-market    prices    for  us 
equipment. 

A  more  popular  variation  sets  1 
option-to-buy  price  at  10%  of  t 
original  I'etail  value,  making  it  easy 
plan  your  budget.  In  practice,  y 
might  pay  $111  a  month  for  a  mach 
worth  $2,999,  which  pegs  youi-  purchi 
;  option  at  $299.  If,  however,  you're  pr 

ty  certain  you  won't  want  the  old  clu] 
er  in  2000  when  the  lease  expires,  } 

THINGS  CHANGE: 

Your  desktop  may  be  a 
doorstop  in  three  year 


can  skip  the  option  to  buy  and  sa 
$108  in  payments  over  the  duration 
the  contract. 

Some  vendors,  such  as  IBM  Crec 
are  offering  soup-to-nuts  packages  p: 
viously  available  only  to  the  larg( 
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Victory  over  the  burdensome  task 
of  adding  networic  storage  Is  at  iiand. 


^  ^      ^  Finally,  inexpensive  network  storage  that's  so  easy  to  install  anyone  can  do  it. 

mwmWwMm^*     Snap!  Server  from  Mei^idian  Data  —the  new  category  of  storage  servers  that  allows  you  to  prevail  over  the 
time  and  cost  constraints  usually  associated  with  adding  network  storage.  Starting  at  just  $995  for  the  4  GB 
/er  (or  up  to  12  GB  for  $1795)  every  Snap!  Server  comes  preconfigured  to  recognize  your  network.  Just  plug  it  in  and  turn  it  on, 
.-.  'i  i  no  network  downtime.  Snap!  Server  is  quick  to  install  and  easy  to  use,  and  its  price  will  help  you  win  the  battle  of  the  budget. 
Iii  Idct,  Snap!  Server  even  has  an  unconditional  30-day  money-back  guarantee.  So  visit  our  web  site  today  and  sign  up  to  win  a  free 
'->'  ip!  Server.  And  conquer  the  problem  of  adding  network  storage  for  good.  For  information,  visit 
,  www.snapserver.com/busworcall  1-888-343-SNAP  ext.  600.  ... 

i  MERIDIAN 


Snap!  Server  and  Network  Storage  Made  Simple  are  trademarks,  and  the  Meridian  logo  is  a  registered  trademark  ot  Meridian  Data,  inc  ©1998  Meridian  Data.  Inc  All  rights 


Network  Storage  Made  Simple 


Get  Online 
and  get 

In  Touch! 

Business  Week  Online's 
Small  Business  Center 
on  America  Online  is  a 
place  where  small-business 
owners  and  entrepreneurs 
can  find  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 


AHEND 


specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions. 


COMMUNICATE 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  small 
business  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  business  and  other  subjects. 


INTERACT 


with  Business  Week  editors. 


BE  IMAGINATIVE 


Use  the  Small  Business  Center  in  the  way 
that  works  best  for  you  and  your  business. 


the  Business  Week  Online  main  screen,  click  the 
.V  Plus!  button,  then  select  BW  Online's  Small 
iipss  Center  from  the  list  of  BW  Plus!  choices. 


For  a  free  trial  diskette  including  50  tree 


hours  on  AOL,  call  1-800-641-4848  and 
^S'^  mention  Business  Week. 


ENTERPRISE 


Technology 


customers.  The  36-month  lease  inchides 
installation,  six  months  of  teclinical  sup- 
port, and  the  option  to  upgi-ade  to  new 
technology  after  two  yeai's,  in  return 
for  a  set  fee.  You  can  also  add  high-end 
sendees  such  as  system  monitoring  and 
maintenance.  The  point:  You  can  put  a 
lid  on  all  the  other  costs  of  owTiing  a 
computer,  wWch  IDC  estimates  can  ex- 
ceed one-tliii*d  of  the  machine's  price. 

Wlaichever  lease  you  decide  on,  the 
total  monthly  pa\Tnents  can  quickly  top 
a  computer's  sticker  price.  But  look  at 
youi"  final  cost.  Thanks  to  the  Internal 
Revenue  Service, 
you'll  get  a  bigger 
tax  break  on  leas- 
ing, because  the  fees 
can  be  deducted 
every  year.  By  con- 
trast, you  would 
have  to  depreciate  a 
computer  purchase 
using  a  much  less 
generous  iRS  foiTnu- 
la.  If  you  boiTow  to 
finance  a  purchase, 
that  jacks  up  the  fi- 
nal cost  even  more. 
The  result?  "Usual- 
ly, there  won't  be  a 
big  difference  at  the 
end  of  the  day  be- 
tween leasing  and 
bu\'ing,"  says  James 
M.  Piazza,  a  tax 
partner  at  Arthur 
Andersen  Enter- 
prise Group. 
LOWBALL?  All  the 
same,  leasing  has 
some  real  pitfalls. 
For  instance,  the 
seller  could  increase 
the  sticker  price  or 
lowball  the  future 
value  of  the  comj^ut- 
er,  which  would  raise  your  payments. 
And  keep  an  eye  on  cash  flow.  Find  out 
the  annualized  financing  cost  of  the  lease 
and  comjjai'e  it  with  the  rate  you  could 
get  on  a  loan.  "If  you  can  lease  at  a 
rate  only  slightly  higher  than  what  it 
would  cost  you  to  boiTow  and  then  to 
buy — say,  Y7c — then  leasing  is  a  better 
deal,"  Piazza  says. 

For  instance,  the  Sill  lease  cited 
above  costs  the  equivalent  of  23%  an- 
nually— not  bad  if  your  alternative  is 
the  22%  interest  charged  by  CompUSA 
for  its  in-house  credit  cai'd.  But  it's  pret- 
ty steep  compai"ed  with  15%  on  the  best 
small-business  credit  cai"ds.  And  if  your 
business  has  cash  earning  2%  in  some 
bank  account  that  isn't  going  to  be  used 


THE  LOGIC  OF  LEASING 


Reasons  to  lease  a  computer 
instead  of  buy  ing: 

TO  SAVE  CASH 

There's  no  big  sum  to  lay  out. 
Your  bank  account  and  borrow- 
ing power  remain  untapped,  so 
you'll  still  be  able  to  jump  on 
new  opportunities. 

TO  SAVE  ON  TAXES 

The  cost  of  a  lease  can  be 
deducted,  which  reduces 
taxable  income. 

TO  SAVE  TIME 

A  leased  computer  can  simply 
be  shipped  back.  By  contrast, 
finding  a  buyer  for  an  old 
computer  takes  time  from  your 
regular  work,  and  you're  not 
likely  to  get  top  dollar. 

TO  SAVE  YOUR  NECK 
Computers  now  become 
obsolete  in  about  three  years. 
Leasing  allows  you  to  update 
quickly  and  easily — and  keep 
up  with  the  competition. 


for  some  other  pui-pose,  then  leasg 
doesn't  make  a  great  deal  of  sense,  t 
isn't  the  answer  all  the  time,"  s;s 
Ralph  Mango,  a  \ice-president  at  III 
Financial  Sendees. 

Thinking  about  breaking  yoiu*  ie 
eaiiy?  Don't.  Most  contracts  force  yui 
pay  the  remaining  installments  or  e: 
a  large  penalty  (although  some  coii 
nies  may  cut  you  a  deal  if  you're  lonl-: . 
to  upgi'ade).  Also,  make  sm-e  you  st 
thinking  about  how  you're  going  to 
place  the  machine  six  months  bef 
the  lease  exph-es,  says  Gaitner  Grrn 
Pucciarelli.  Otli 


wise,  the  deadl 
will   arrive,  y 
whole  life  will  • 
be  on  that  com] 
er,  and  you'll  1: 
no  choice  but 
sign  a  lease  ext 
sion — boosting 
total  cost  far 
yond  what  it  wi 
have  cost  to  1 
And  under  any 
cumstances,  ex] 
to  pay  the  fi-ei 
when  it's  timt 
ship  the  comin 
back.    At  tod; 
rates,  that's  typ\ 
ly  about  $80.* 

What's  the  1 
i"ationale  for 
leasing?  If 
don't  have  to  ^ 
on  the  cutting  t- 
of  technology, 
better  to  buy  Scjft||^, 
companies  use  a 
puters  mostly 
word  process 
and  don't  get  m; 
rial  from  outS 
companies  crea 


with  newer  softwai'e.  In  that  case, 
computer  will  probably  still  be  usi 
long  after  its  third  birthday. 

Brian  D.  Brumit,  a  tech  specialisi 
Coopers  &  Lybrand  LLP,  points 
that  you  can  also  use  a  combinatioi 
leasing  and  buying  to  minimize  co 
This  means  leasing  the  hottest  i 
chines  for  the  top  technical  people  \ 
constantly  need  upgi'ades  and  buji 
less  advanced  macliines  for  office  w( 
ers  doing  low-tech  jobs  like  simple 
ing  who  "can  make  do  with  seco 
best,"  says  Brumit.  Assuming, 
course,  that  the  superheated  comp 
tion  generated  by  technology  doe 
raise  the  bai*  for  "second-best." 

By  Beth  McGoldrkk  in  Hot 
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STAY  HOME. 


0 


WORK  AT  HOME. 

Whether  your  home  is  your  office  or  you  just  want 
a  day  out  of  the  office,  you  can  work  at  home  with  a 
dual-function  DirecDuo"'  dish.  That's  because  you  can 
use  it  to  get  Turbo  Internet  '''  service  from  DirecPC" — the 
fastest  Internet  access  available  nationwide — to  get 
connected  up  to  14  times  faster  than  a  standard  28.8 
modem.  So  thanks  to  DirecDuo,  your  commute  can  be  as 
far  as  your  computer  and  as  easy  as  your  "start"  key. 


1-800-DIRECPC  ext.  117 


PLAY  AT  HOME. 

Everybody's  getting  more  TV  with  DirecDuo 
too.  And  by  more,  we  mean  hundreds  of  great 
TV  channels,  first-run  movies  and  exclusive 
sporting  events — all  with  crystal-clear  digital 
picture  and  sound — from  DIRECTV  and 
USSB'.  So  contact  us  today  and  stay 
home  more  often. 


www.direcduo.com 


MORE  TV.  FASTER  INTERNET.  ONE  DISH 


DirecPC 


DIRECTV 


=  DirecDuo 


©  1998.  Hughes  Network  Systems,  a  Hughes  Electronics  Corporation  company,  DirecDuo,  DirecPC  and  Turho  Internet  arc  trademarks  of  Hughes  Network  Systems,  a  Hughes 
Electronics  Corporation  company.  DIRECTV  is  a  registered  trademark  ol  Hughes  Electronics  Corporation  USSB  is  a  registered  trademark  of  United  States  Satellite  Broadcasting 


:  I'-WS  Microsoft  Coip<;i<'jtion  All  rights  reserved  Microsoft.  BackOffice.  Windows  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  counlr 
iri  the  bO  Uf  ite'J  Sf-^Tt-s  and  the  Oisifict  of  Columbia  only.  Offer  limited  to  while  supplies  last. 


When  your  people  can  access  and  share  information,  your 
business  is  going  to  run  more  efficiently  and  more  intelligently. 

Microsoft  BackOffice  Small  Business  Server  connects 
everyone  to  everyone  and  everyone  to  everything  from  one 
central,  secure  place.  It  lets  you  control  sensitive  data  like 
payroll  and  performance  reviews.  And  it  lets  your  employees 
immediately  access  important  information,  like  status 
updates  on  orders  and  past  purchases,  so  they  can  service 
your  customers  better  from  the  office  or  on  the  road.  They 
can  even  share  files  without  sharing  floppies  so  there  are 
fewer  obstacles  to  getting  more  work  done. 

Tying  your  PCs  together  helps  you  make  smarter,  quicker 
business  decisions.  And  our  Small  Business  Server  has  the 
software  you  need  to  set  up  a  network  and  easily  manage  it. 
When  growth  demands  you  add  office  equipment  like 
computers,  printers  and  modems  to  the  server.  Wizards  pop 
up  on  your  computer  screen  and  walk  you  through,  step  by 
step,  using  simple,  everyday  words. 

We'll  send  you  our  free  16-page  small  business  guide  with 
CD-ROM  when  you  call  1-800-60SOURCE.  It's  full  of  relevant, 
pertinent  advice  to  help  you  succeed. 

We  make  software  to  meet  your  small  business  needs.  And 
it  all  starts  with  Windows  .  Everything  fits  seamlessly  together 
to  form  a  digital  nervous  system  so  your  business  is  ready, 
willing  and  able  to  deal  with  what's  around  the  corner. 

More  teamwork.  More  growth.  More  control. 


Where  do  you  want  to  go  today? 

www.microsoft.com  smailbiz/ 
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Personal  Business 


PANNING  FOR  GOLD 
IN  THE  NEW  TAX  CODE 

Look  hard  and  you'll  find  that  there  are  nuggets  in  the  Tax  Relief  Act 


T 


After  reading  the  1997  Taxj^ayer  Re- 
lief Act,  Susan  Ginsberg  and  Gene 
Myers  decided  that  1998  was  the 
year  for  their  small  Chicago  CPA  firm 
!o  splurge  on  two  new,  automatic  feed- 
-uid-soit  photocopy  machines.  "It's  a  lux- 
i!>  v  we  had  always  done  without,  but 
'iV;  decided  to  treat  ourselves,"  Gins- 
b.'-,.,  --ays. 

'I'iiv  purchase  lets  Ginsberg  Myers  & 
As:-'i::-.,ii  ■.'  take  advantage  of  an  $18,500 
tax  dediu;: ion  for  office  equipment 
buughl  in  i:!98,  up  from  $18,000  last 
ye;!r.  More  ii:  portant,  it  helps  them  hold 
their  iiidividual  incomes  under  $100,000 


in  1998.  In  turn,  this  makes  them  eligi- 
ble to  convert  their  tax-defen-ed  iras 
into  Roth  iRAs — which  is  worth  thou- 
sands of  dollars  in  tax  savings.  Says 
Ginsberg:  "Spending  on  office  equip- 
ment is  a  way  to  have  our  cake  and 
eat  it,  too."  TAXES 


smaller  compa 
don't  do  much  in 
ity,  Diesslin  adds. 
Some  gems  hi 
emerged,  however, 
pecially  from  inn 
tions    that  wer 
specifically  desig 
with  small  busine" 
in  mind.  One  exa 
is    the    Roth  I 
which  unlike  the 
ventional  ira  doe 
impose    a  tax 
wthdrawals.  Beca 
business  owners  h 
more    control  o| 
their  income  than  I 
dinary  wage  eam| 
do,  they  have  mor 
an  opportunity  to 
under  the  income 
its  and  thus  reap 
benefits. 

Even  minor  C 
such  as  the  $500 
crease  in  the  eq' 
ment-expense  ded 
tion  are  welcome  a 
time  when  comput 
seem  to  become  ob 
lete  the  day  af 
they're  delivered, 
ly  creative  own 
can  maximize 
benefit  by  taking 
a  loan  to  finance 
purchase  as  late 
Dec.  31.  Even  though  you  haven't  1 
out  a  dime  yet,  the  law  lets  you  t 
the  full  $18',500  deduction  in  1998 
classic  case  of  deduct  now,  pay  later. 

Want  another  double  play?  Re 
carefully  between  the  lines  on  hea 
insurance.  This  year,  the  pre" 


That's  the  kind  of  ingenuity  it    ums  are  45%  deductible  for 


takes  to  squeeze  a  break  from  the  tax 
rules  that  take  effect  this  year.  "The 
law  tinkers  with  eveiything,  but  doesn't 
make  major  changes,"  says  David 
Diesslin,  a  Fort  Worth  financial  planner 
who  specializes  in  helping  small  busi- 
nesses. Some  of  the  breaks  targeted  for 


self-employed.  That's  up  from  40% 
1997 — a  deduction  that  inches  up 
100%  by  2007. 

If  you  don't  want  to  wait,  say  t 
experts,  hire  your  spouse.  Sole  prop 
etors  can't  fully  deduct  theu'  own  poli 
but  they  can  deduct  the  ftill  cost  of 


your  c< 
I  Web  site  name 
or  it  could  beM 
jyour  businJiK 


whether  you  run  an  accounting  firm 
or  an  art  gallery,  if  you  don't  protect 
your  good  name  on  the  Internet  (by 
putting  a  ".com"  on  the  end  of  it), 
you  could  end  up  a  nobody. 

Because  whether  you're  currently  online 
or  planning  to  be  in  the  future,  the 
only  way  to  prevent  others  (including 
your  competition!)  from  getting  your 
name  is  to  reserve  or  register  it  first! 
Network  Solutions  WorldNIC™  Services 
can  help.  Our  unique  suite  of  services 
includes  RegistrationPlus)"  which  lets 
you  reserve  your  Web  name  quickly, 
easily  and  inexpensively  -  even  if  you're 
not  yet  on  the  Internet, 

So  don't  wait  until  it's  too  late.  Visit  our 
Web  site  or  coll  us  today.  And  defend 
your  good  name. 


1-888-642-9675  ext.  100 
www.worldnic.corri 


NETWORK 
SOLUTIONS 

WORLDNiC  SIRViCiS 
We're  The  Dot  Com  People, 
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employee's  policy — and  as  an  employ- 
ee, your  spouse  can  cover  the  entire 
family,  including  you. 

There's  also  a  break  on  capital  gains 
for  serial  business  owners — those  who 
sell  off  one  venture  and  roll  the  money 
into  another.  Instead  of  shelling  out  the 
standard  taxes  on  your  profit,  you  can 
defer  them  from  the  sale  of  small-busi- 
ness stock  if  you  use  the  money  within 
60  days  to  buy  stock  in  another  small 
business.  There  are  some  conditions, 
though,  says  James  Caskey,  an  Indi- 
anapolis tax  accountant:  You  must  have 
acc{uii"ed  the  stock  at  original  issue,  held 
it  for  at  least  five  years,  and  sold  after 
Aug.  5,  1997. 

DONT  BOTHER.  Most  of  the  other  bally- 
hooed  small-business  breaks  ai'e  likely  to 
disappoint,  despite  the  fanfare  when 
they  passed.  How  about  the  new  $1.3 
million  estate  tax  exemption  for  small 
family-owned  businesses  and  fanns?  It's 
a  nonstarter,  says  John  Dadakis,  an  es- 
tate-law expert  at  Rogers  &  Wells  in 
New  York,  because  the  burdensome 
rules  outweigh  any  benefit.  Besides, 
Dadakis  adds,  the  exemption  is  worth 
less  each  year;  it's  offset  by  the  stan- 
dard estate  tax  exemption,  now  at 
$625,000,  wliich  is  increasing  in  stages  to 
$1  million  by  2007. 

Similarly,  the  new  law  exempts  small 
companies  from  the  Alternative  Mini- 
mum Tax  if  their  average  annual  gi-oss 
receipts  were  $5  million  or  less  in  1995, 
1996,  and  1997.  But  practitioners  say 


Personal  Business^ 


such  businesses  seldom  paid  the  amt 
anyway.  "I've  never  seen  it  happen," 
says  Ed  Slott,  a  tax  accountant  in 
Rockville  Centre,  N.  Y.  A  new  chaiitable 
deduction  for  corporations  that  donate 
computers  to  schools  won't  be  of  much 
practical  value  either,  says  Kyi'a  Hol- 
lowell  Morris,  a  tax  planner  in  Mt. 
Pleasant,  S.  C,  because  you  have  to 
have  some  tax  basis 
left  in  the  equipment — 
not  very  likely,  she 
says,  since  small  busi- 
nesses tend  to  write 
the  equipment  off 
quickly. 

The  experts  are 
more  interested  in 
some  of  the  more  gen- 
eral changes  that  could 
benefit  small-business 
owners  disproportion- 
ately. For  instance,  the 
dramatic  cut  in  capital- 
gains  tax  rates  for  in- 
dividuals— they'll  drop 
to  as  low  as  8%  by  2005 — is  an  excellent 
reason  to  give  company  stock  to  your 
children  and  gi-andchildren  now  instead 
of  risking  federal  inheritance  taxes  that 
run  as  high  as  55%,  plus  any  state 
levies.  And  the  Roth  ira  is  practically 
made  to  order  for  small-business  own- 
ers, who  have  many  ways  to  lower  and 
defer  income. 

Just  don't  get  too  creative.  Defening 
income  and  accelerating  expenses  to 


Where  It  Hurts 

What's  the  most  burdensome 

levy  for  small  business? 

Payroll  and  personal  income 

taxes,  says  a  recent  poll. 

BIGGEST  TAX  BURDEN 

PAYROLL  TAX 

41% 

PERSONAL  INCOME 

37 

CORPORATE  INCOME 

11 

CAPITAL  GAINS 

6 

ESTATE 

3 

OTHER 

2 

DATA:  ARTHUR  ANDERSEN  ENTERPRISE  GROUP 

squeeze  under  the  $100,000  limit  t 
year  will  raise  your  1999  income — .  i 
25%  of  the  amount  you  withdrew  ftu 
tax-deferred  iras  to  finance  the  Rh 
IRA  will  be  added  to  your  1999  inco 
"Youi-  1999  tax  bracket  could  go  fi 
28%  to  36%  as  a  result,"  Caskey  s; 
so  you  will  wind  up  paying  more.  W( 
still,  if  the  IRS  later  disallows  somt 
your  deductions  as 
aggressive,  it  mi; 
retroactively  push  y 
1998     income  u 
$100,000,  warns  Slot 
and  that  would  disq' 
ify  you  for  a  Roth  i 
Speaking   of  1 
problems,  don't  rus 
open  a  Roth  if  yo" 
any  reason  to  wo 
about  lawsuits, 
state  laws  protect  i 
from  creditors,  but 
statutes  refer  specifi 
ly  to  tax-deferred  i 
not  Roth  IRAS.  Ad 
Seymom-  Goldberg,  a  Gai'den  City  (N. 
tax  lawyer  and  pension  specialist: 
until  your  state  updates  its  laws.  Ot 
wise,  the  Taxpayer  Relief  Act  may  t 
into  another  headache,  and  you  can 
the  aspu-in  won't  be  deductible. 

By  Lynn  Brenner  in  New 

Brenner  is  tfie  author  of  Smait  Q 
tions  to  Ask  Your  Financial  Advis 

(Bloomberg  Press,  1997). 


CAREFUL-THAT  KEOGH  MAY  BE  HOT 


It's  so  clever  it  sounds  illegal:  Con- 
vert your  Keogh  plan  to  a  tax- 
deferred  IRA,  which  the  old  law 
allows,  and  then  use  the  new  law  to 
convert  that  into  a  Roth  ira.  Pay  the 
fees,  and  voilk — your  major  retire- 
ment asset  is  now  tax-free. 

Well,  it  is  legal.  The  problem  is 
that  your  Keogh  might  not  be — a  fact 
that  thousands  of  account  holders  will 
have  to  conft'ont  even  if  they  don't 
tiy  to  convert  to  an  IRA. 

The  problem  is  most  likely  to  affect 
the  thousands  of  Keogh  plans  sold  by 
brokerages,  mutual  fimds,  and  banks 
dming  the  past  decade.  The  most 
common  flaw:  Plan  documents  were 
n(jt  amended  to  confomi  vnth  routine 
changes  in  the  law  since  1986,  be- 
cause the  institutions  that  sold  the 
plans  failed  either  to  stay  on  top  of 


the  requu-ements  or  to  notify  cus- 
tomei's.  Nor  did  they  have  much  in- 
centive to  do  so:  As  custodians  rather 
than  fiduciaries,  the  institutions  aren't 
liable  for  the  violations,  says  Seymour 
Goldberg,  a  Garden  City  (N.  Y.)  tax 
lawyer  who  specializes  in  pensions. 
"I'm  seeing  this  with  two-tliirds  to 
thi'ee-quailers  of  my  new  clients — 
one  plan  after  another  that's  no 
good,"  Goldberg  says. 

It's  unclear  just  how  many  Keoghs 
are  at  risk;  at  last  count,  there  were 
900,000  accoimts  with  1.4  million  par- 
ticipants, according  to  Spect)'em 
<  Jroup  in  San  Francisco.  But  illegal 
plans  are  so  prevalent  that  last  month 
the  IRS  said  it  will  allow  owners  to 
come  clean  in  exchange  for  a  limited 
range  of  fines.  The  maximum  penalty 
for  a  business  with  fewer  than  11  em- 


ployees: $4,000.  The  ceiling  hits  $8,00( 
for  up  to  50  workers  and  $12,000  for 
employers  of  up  to  100. 

By  IRS  standards,  it's  a  good  deal. 
If  yoiu"  company  is  audited,  the  maxi- 
mum penalty  is  loss  of  the  tax  bene- 
fits derived  in  the  prior  tlu'ee  years. 
If  you  roll  an  illegal  Keogh  into  an 
IRA  and  get  caught,  the  entire  amount 
is  immediately  taxable  because  it 
counts  as  a  withdi-awal,  notes  Gold- 
berg. "There's  also  a  6%-  fine  for  each  I 
year  you  maintain  the  illegal  IRA,  with 
no  statute  of  limitations,"  he  says. 

If  you  bought  an  off-the-shelf  plan 
and  didn't  sign  any  plan  documents 
between  1992  and"  1994,  says  Gold- 
berg, you'd  better  raise  the  issue  with 
yom-  advisers.  The  IRS  may  not  be  so 
forgiving  when  you're  ready  to  retire. 

By  Lynn  Brennei 
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four  more  desks:  $625 


second  laser  printer:  $999 

larger  conference  table:  $755 

becoming  a  bigger  fish  in  the  pond: 


priceless 


the  new  Executive  BusinessCard  has  a  higher  credit  limit  and 

a  range  of  payment  options  designed  to  help  manage  your  cash  flow, 
to  learn  how  to  apply,  call  1-800-727-8825. 


there  are  some  things  money  can't  buy. 

for  everything  else  there's  MasterCard. 


www.mastercard.com 


WALK 

THROUG 

WALL 


A/ith  Norton  Products  Inside  Your  Computer 
There  Are  No  Barriers  to  Achieving  Your  Goals. 

town  go  the  barriers.  Up  goes  productivity,  whether  you're  at  home  or  at  the  office.  With  Norton  products  you  walk 
irough  the  walls  between  you  and  your  goals.  Norton  products  eradicate  viruses,  blow  away  junk  files,  and  eliminate 
□ftware  problems  before  they  cause  crashes.  Ail  behind  the  scenes,  automatically.  Go  ahead,  take  the  first  step. 


SYMANTEC. 


EHminate  today 

tomorrow's 

iwwones. 


jiuifll  fSa.  »n<  net""** 


orton  Antivirus  4.0 

lare  data  without  sharing  viruses. 
)cate  and  kill  known  viruses  from 
jy  source  so  you  can  safely  roam 
B  web,  get  email  attachments, 
^are  floppies  and  use  network 
58.  It  works  behind  the  scenes 
provide  continuous  protection, 
■  you  can  work  with  confidence, 
thout  the  hassles  of  chewed-up 
js  and  programs. 


NORTON  ^ 

®  ia 

1; 

Thesafest 

w^to 

1  remove 

pn^rams 

Norton  Uninstaii  Deluxe 

Cut  through  the  clutter  and  be 
more  productive.  Automatically 
clean  up  junk  files  and  programs 
that  drag  down  your  PC's  perfor- 
mance. Maintain  custom  settings 
and  preferences  when  copying 
or  moving  programs.  Try  new 
programs  without  performance 
and  software  conflicts.  You'll  fly 
through  your  tasks  without  old  files 
and  programs  dragging  you  down. 


NORTON  ® 

i^:  i  i 

Automatic 

problem  sotvii^j 
wHhSX  [f^' 

thecrash  \ 
protection  A 

^/ 

THIJIilH^^''* 

Norton  CrashGuard  Deluxe 

Lead  a  crash-free  life.  Automatically 
nd  your  PC  of  crash-causing  soft- 
ware problems;  check  for  conflicts 
and  download  fixes  via  the  Internet; 
and  optimize  your  hard  drive  for 
top  performance.  No  more  lost 
files  or  screen  freezes.  You'll  enjoy 
more  time  to  do  as  you  please, 
free  from  irntating  crashes  and 
unproductive  downtime. 


et  what  you  want  from  your  computer.  Feel  like  you  can  walk  through  walls  with  Norton 
'oducts.  Visit  your  nearest  retailer  to  buy  these  Windows'"  95  products  or  try  them  risk-free 
www.symantec.com/promos/nci04.html 


ilo  Viruses,  No  Junk,  No  Crashes,  No  Barriers. 


SYMANTEC. 


lantec,  the  Symantec  logo,  and  Norton  Antivirus  are  U  S  registered  trademarks  of  Symantec  Corporation.  Norton,  Norton  Uninstall,  and  Norton  CrashGuard  are  trademarks  of 

lantec  Corporation  Windows,  and  the  Windows  logo  are  registered  trademarks  of  Microsoft  Corporation.  All  other  brand  names  or  trademarks  are  the  property  of  their  respective  owners. 

)98  Symantec  Corporation  All  hqhts  reserved. 
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Roundtable 


DEALING  WITH 
CONFLICTS  AT  HOME 

A  talk  with  relationship  counselor  Azriela  Jaffe 


I^'s-  a  dileinma  faced  by  iturnij  entre- 
preneurs: How  do  you  keep  a  mar- 
riage strong  while  meeting  the 
rrnind-the -clock  demands  of  a  small 
business? 

Azriela  Jaffe.  SS.  has  been  on  both 
sides  of  the  quandary.  First,  she  en- 
dured the  lojinch  of  her  husband's  ac- 
counting firm.  Then,  two 
years  later  in  199-5,  she 
abandoned  a  1-5-year  human  resources 
career  in  banking  and  social  services 
to  start  her  owji  busiiiess.  Anchored 
Drearns,  from  her  Lancaster  (Pa.)  home. 
There  she  publishes  an  international 
online  newsletter  for  entrepreneurial 
couples  on  business  and  relationship  is- 
sues (www.isquare.coyn/azJf.htm)  and 
coaches  couples  in  phone  and  online 
sessions.  She  is  the  author  of  Honey,  I 
Want  to  Start  My  Own  Business 
( Ha  rpe  rB  us  in  ess,  $2-3) . 

Enterprise's  Dennis  Bennan  recently 
spoke  with  -Jaffe — shortly  before  the 
biiih  of  her  third  child  in  three  years — 
about  the  impact  a  new  venture  can 
have  on  spouse  a)i.d  family. 

Q:  \Mui.t  drore  you  to  write  your  book? 
A:  It's  essentially  the  book  that  I  wish 
we  had  read  befoi-e  my  husband  quit 
his  job.  At  the  time,  my  husband  and  I 
were  both  masters-level  professionals 
in  coiporate  jobs — youi"  basic  dual-ca- 
reer beast.  My  husband,  at  my  encoui'- 
agement,  decided  to  leave  his  job  to 
stait  his  own  business  out  of  oui'  house. 
And  if  the  business  had  launched  the 
way  we  had  ho]jed,  and  eventhing  had 
been  rosy,  I  suppose  I  would  be  on  an 
entirely  different  path.  But  the  fact  is, 
the  ti-ansition  for  my  husband  from  be- 
ing employed  in  a  coiporate  job  to  being 
self-employed  was  harder  than  we  ever 
txpected — on  him,  on  us  as  a  couple, 
and  on  our  family. 

VliPn  did  you  realize  that  things 
'  n't  going  as  planned — and  what 
iiOjijH  ned  )vhev  you  reached  that  point? 
A:  One  of  the  finst  things  that  hap- 
pen^'d  is  ihat  our  financial  projections 
till-  mv  husband's  business  were  way 


WORK  &  FAMILY 


off,  and  we  were  unprepared  for  how 
we  were  going  to  handle  that.  I  don't 
care  how  many  women  proclaim  the/re 
now  feminists.  My  experience  is  that 
most  women  have  difficulty  being  the 
primary  provider  for  their  family.  And 
it  was  very  hard  on  my  husband's  ego 
to  suddenly  be  cast  in  the  role  of  not 
being  the  primaiy  bread- 
winner. 


Q:  There  seems  to  be  a  fine  line  be- 
tween supporting  a  spouse  while  also 
being  realistic  aboid  the  spouse's  entre- 
preneurial dreams.  How  do  you  do  it? 
A:  There  is  a  conversation  that  couples 
absolutely  need  to  have  fi-om  the  veiy 
beginning  of  the  process,  where  they're 
clear  with  each  other  about  the  kind  of 
sacrifices,  financially  and  emotionally, 
they're  wilhng  to  make. 

The  spouse  who  is  becoming  unsup- 
portive,  belligerent,  angiy.  resistant,  or 
dowmight  crabby  about  what's  happen- 
ing in  the  business  is  very  often  not 
getting  his  or  her  concerns  addressed. 
And  those  conceins  may  be  something 
as  simple  as.  'T  don't  feel  like  we  have 
enough  insm-ance,"  or  "I'm  wonied  that 
we're  going  to  lose  the  house."  And  if 


FIRSTHAND:  Jaffe,  mother  of  two, 
endured  the  start  of  her  husband's 
business  before  launching  her  own- 
advising  entrepreneurial  couples 


that  person  doesn't  feel  like  they  have 
the  abUity  to  have  a  dialogue  with  their 
spouse,  then  they  start  getting  even 
more  resistant  and  put  the  brakes  on 
the  whole  process. 

Q:  What's  the  worst  that  can  happen 
when  these  communication  breakdowns 
strike? 

A:  One  woman  who  contacted  me  had 
lost  her  home,  even  her  pets,  because 
she  and  her  husband  had  to  move  fi-om 


a  house  to  a  i-ental  property.  Tliey  had 
veiw  coveted  tmst  fund  that  she  ha 
relied  on  for  years  but  was  now  dwi] 
dling  dowTi  to  what  she  felt  to  be  almo: 
nothing.  Her  husband  was  iimning 
business  into  the  gi'ound.  What  mi 
the  situation  so  painful  was  that  the] 
maniage  was  disintegi-ating  because  Y 
didn't  even  want  to  come  home  an; 
more.  Wlien  he  did,  he  had  nothing  bi 
a  veiy  angi-y,  frightened  spouse  wl 
kept  nabbing  his  face  in  his  failures. 


no:| 
lie| 
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his  gets  down  to  a  couple  of  basics. 

IS  that  this  couple  had  not  estab- 
■il  a  way  to  set  boundaries  with 

"then  She  had  no  way  to  say,  "tliis 
111  much,"  or  "this  has  got  to  stop." 
y  were  just  ignoring  each  other, 
n  I  lost  touch  with  her,  the  business 

still  not  profitable,  and  he  was  re- 
ig  to  give  up  on  it. 

•'on  mentio7i  in  your  book  that  eii- 
rnieurs  starting  a  business  ca)i 

II  spouse  experiencing  some  of  the 
''ys  an  affair  might  provoke. 

can  very  much  feel  like  there  is, 
1'  a  sudden,  a  third  person  in  the 
•iage.  If  you  just  take  the  sex  out  of 
vcrything  else  is  there.  You've  got 

t  lung  or  someone  totally  occupy- 
>  nur  fantasies  and  your  dreams, 

thinking  and  yom-  time. 

Iifore  a  spouse  jumps  into  entre- 


preneurship,  would  you  recommend  the 
couple  draw  up  a  written  agreement 
outliiiing  boundaries  and  expectations? 
A:  If  you  are  willing  to,  wiiting  it  dowTi 
always  helps  solidify  the  commitment. 
But  I  hesitate  to  say  every  couple 
should  do  anything. 

Q:  \Miut  about  a  "contracV  with  the 
kids? 

A:  That  brings  up  one  of  the  tragedies 
of  entreprenemnal  life:  One  reason  for 
starting  a  business  might  be  to  spend 
more  time  with  your  family,  then  the 
business  takes  over  your  life.  One  of 
the  best  ways  to  make  sm-e  that  you 
don't  lose  touch  with  your  family  is  to 
identify  the  things  that  hold  it  together, 
be  it  having  family  dinners  at  night  or 
going  to  church  on  Sunday. 

Q:  What  particular  qualities  have  you 
found  that  help  couples  handle  the  Jutv- 


oc  of  entreprene^irial  life? 
A:  A  lot  of  what  makes  a 
strong  entreprenemial  cou- 
ple is  what  makes  a  strong 
marriage  in  the  fu'st  place. 
Wliat  may  not  be  so  obvi- 
ous, that  I  certainly  have 
discovered,  is  that  you've 
got  to  have  a  sense  of  hu- 
mor about  all  this.  If  you 
take  entrepreneui'ship  too 
seriously  in  yoiu*  maniage, 
you're  going  to  end  up  go- 
ing ci"azy.  You  should  ap- 
preciate and  enjoy  the 
business,  but  you  shouldn't 
be  so  attached  that  if  it 
should  change  you're  go- 
ing to  fall  apait. 

Q:  What  types  of  busi- 
nesses take  the  greatest 
toll  on  family  life? 
A:  Retail  is  the  worst 
when  it  comes  to  locking 
you  into  certain  hours.  I 
remember  veiy  vividly  a 
couple  I  interviewed  that 
was  running  a  Mailbox 
Etc.  business  and  had  put 
it  up  for  sale.  They  dicln't 
think  through  what  it 
would  actually  feel  like, 
six  days  a  week,  to  be  sit- 
ting in  a  Mailbox  Etc.  of- 
fice. They  felt  really 
'  '  apped  in  the  business. 

Then  the  other  issue, 
when  you're  dealing  with 
a  manufactming  business, 
is  the  amount  of  invest- 
ment and  capital  that's  re- 
I  cjuired.  And  very  often, 
the  financial  risks  and 
losses  are  much  more  cb-a- 
matic  when  you're  dealing 
with  high-tech  or  manufacturing  busi- 
nesses than  when  you  are  with  smaller 
home-based  seivices. 

Q:  How  can  starting  a  business 
strengthen  a  marriage? 
A:  The  point  is  that  you've  found  yom* 
right  livelihood,  whether  it's  woi'king  to- 
gether in  a  business  or  whether  one  or 
both  of  you  ai-e  self-employed.  As  much 
as  we  can  talk  about  the  downside  of  self- 
employment,  we  can  also  acknowledge 
that  a  spouse  trapped  in  an  unliaj^py  cor- 
porate job  is  not  good  for  a  maniage, 
either.  So,  in  the  best-case  scenario,  both 
members  of  the  couple  are  tlniving  in 
theii'  work  lives  and  then  they  ai'e  gaining 
a  certain  amount  of  freedom,  indepen- 
dence, and  control  over  their  lives,  and 
that  dramatically  enhances  a  marriage. 

Join  Jaffe  for  a  live  chat  on  Apr.  19  at  9  p.m. 
EST.  Go  to  AOL  at  keyword:  BWTalk. 
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WHEN  A  PHONE  HEADSET 
IS  THE  RIGHT  CALL 

Good  ones  can  prevent  workplace  injuries  and  make  workers  more  productive 


lalking  on  the  phone  can 
be    a    pain    in  the 
neck — literally.  Just 
ask  Jean  Dunn,  'sS^ 
the  branch  manager  ."i^^^. 
for  Interim  Pei-sonnel 
Power,  a  temp  agency 
in    Lackland,   Mo.  Shf 
spent  so  much  time  with 
the  phone  awlcwai'dly  bal- 
anced between  her  head 
and  shoulder  that  by  the 
end  of  the  day,  her 
muscles  were  in  con- 
stant pain.  "I  would  go 
home  and  mh  on  the 
Flex-All  and  just  eat 
a  lot  of  ibuprofen," 
says  Dunn,  who  was 
visiting    a  physical 
therapist  up  to  four 
times  a  month. 

Then,  two  years 
ago,  she  bought  a 
telephone  headset. 
The  pain  eventually  fad 
ed  away,  and  the  physi 
cal-therapy  visits  end- 
ed, too. 

Such  workplace 
injuries  ai'en't  un- 
common in  modern  ^, 
offices.  Susan  J.  Is- 
ernhagen,  a  consultant  --^ 
with  Duluth  (Minn.)-ba.se(l 
Isernhagen  Woi-k  Systems  who  special- 
izes in  work-relatefl  injui-ies,  says  ca- 
sual phone  users  can  be  victims,  too,  if 
they  have  sloppy  postui'e  that  puts  an 
undue  strain  on  muscles.  Headsets  help 
avoid  that  problem  and  can  make  work- 
ers more  productive  by  leaving  their 
hands  free. 

But  not  every  model  vrill  do  the  tiick. 
You  should  expect  to  pay  about  $150 
to  .$200  for  a  commercial-    OFFICE  TECH 

grade  unit  that  includes  a    Some 

headset  and  accompanying  amplifier. 
"Some  who  are  slightly  savvy  balk  at 
the  price  because  they  think  they  can 
go  to  UadioShack  and  buy  one  for  $50," 
says  Steve  Seltzer,  an  efficiency  expert 
in  Hai-vai-d,  Mass.  "If  you  do  that,  you'll 


get  a  headset  that  doesn't  fit  very  well 
ami  people  who  won't  use  it." 

Good  fit  isn't  the  only  consideration. 
Headsets  come — or  don't  come — with  a 
host  of  options,  including  one  or  two 
eaipieces,  noise  filters,  quick-disconnect 
cables,  and  mute  buttons, 
are  clearly  sturdier 
than  others,  a  major  consideration  if 
you  spend  most  of  your  day  on  the 
phone.  And  soimd  quality  can  vaiy  fi'om 
superb  to  downright  tinny. 

You'll  also  need  to  consider  the  de- 
sign and  how  you'll  feel  about  wetuing  it. 


Dunn  already  had 
ceived  a  headset  fii 
the  coiporate  offi . 
but  shunned  it  1- 
cause  the  headb;r: 
style  messed  up  1 
Hair — a  concern  whi 
meeting  clients.  The  he;- 
set  that  eventually  satisf 
her  could  be  wom  simply 
draping  it  over  her  eai'. 
Wliich  headset  you  p  ^ 
depends  on  what  kindii 
an  office  you're  mnniir. 
If  it's  a  noisy  place  wji 
a  lot  of  people  in  t? 
same  room,  a  heads^ 
with  two  earpieces 
make  it  easier  to  hei; 
and  a  noise-canceli 
device  in  the  microphc 
will  ensure  that  tj 
person  on  the  otlj 
end  can't  hear 
cacophony,  eithj 
If  the  headset  \ 
be  used  in  a  hij 
visibility  locati 
such  as  a  recept; 
or  customer-S' 
vice  area,  ims 
can  be  as  import; 
as  sound  quality. 
if  you  spend  a  lot 
time  away  from  your  desk,  a  cordi' 
model  may  be  the  answer. 
NO-BRAINER?  With  these  possibilities 
mind,  we  looked  at  a  dozen  commer(|! 
models,  all  from  leading  headset  ma: 
facturers  and  available  through  distifl 
utors  and  the  mail.  We  also  tester 
couple  of  consumer  models  sold  at  re 
stores. 

If  price  were  the  only  considerati 
models  such  as  the  RadioShack  HS- 
cun'ently  available  for  as  little  as 
would  be  the  no-brainer  buy.  But  it 
noticeably  less  comfortable  than  m 
expensive  headsets,  and  oui-  testers  s 
the  sound  was  more  muffled.  It 
comes  without  conveniences  such  a 
quick-disconnect,  which  allows  you 
untether  yourself  fi-om  the  phone  wi 
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READY    FOR   A    HOTEI.   THAT'S   ALL  BUSINESS? 


Call  3L-800- HO  LI  DA  Y 

FOR  REBERVATIOIMS. 


■iris.      IVlEETiNts  Facilities 


Business  Class  Is  Standard- 


Irvine 

Pteasanton 
San  Diego 
San  Francisco 
i2  locations' 
CONNECTICUT 


DISTRICT  OF 
COLUMBIA 

Aiflkand'ia.  VA 
FLORIDA 
Clearwater 
Fort  Myers 
Miami 

Orlando  (2  locations) 
Panatria  Cit> 
Tampa 


GEORGIA 

i'ir:'ire  !3  locations; 
ILLINOIS 

Clicago-Napefviile 
Decatur 

INDIANA 

Indianapolis 

•  7  locations) 
LOUISIANA 
^•j.v  Orleans 

■2  locations  I 
MARYLAND 
Baltimore 
Solomons 


MASSACHUSETTS 

3r'-' 

MICHIQAN 

Autxjrn  HniS 
MINNESOTA 

Minneapoits 
1.2  locations! 

MISSOURI 

Columbia 

St.  Louis 

St.  Peters  ■ 
St.  Ctiaries 

NEW  JERSEY 

Clark 

Clinton 


NORTH.  CAROUNA 

H-CMCry 

OHIO 

Ciev.,'iiina 

PENNSYLVANIA 

Ptiiiadelpfiia  Area 

i3  locations) 
Pinsburg.". 
SOUTH  CAROUNA 
Greenville 
TENNESSEE 
Knoxviiie  (2  locations; 
Wempnis 

Nashville  t2  locatlonsi 


TEXAS 
Dallas 

i6  iocationsi 
Houston 

.'2  locations; 
San  AntooiO 
VIRGINIA 
Lyrichhurg 
Richmond 
WASHINGTON 
Oiyn-iaia 
Seattle 
WISCONSIN 
'^leton 


CANADA 
NOVA  SCOTIA 

Kaiifai 
ONTARIO 

Brampton 

Truonto 

WirKlsor 

QUEBEC 

Montreal 
MEXICO 

Guadaiaiara 

SOirniAMERICA 
COLOMBIA 

Santa  Fe  <!e  Bogot; 


lay  Hospitality  Corporation.  Ail  rights  reserved  Mos!  noiels  are  mdepencJentiy  ov/neri  and'or  operated. 


WWW.HOLIDAY-INN.COM 
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out  having  to  remove  the  headset. 

Given  the  bargain  price,  it  might  be 
good  enough  for  infrequent  users.  If 
you're  on  the  phone  all  day,  though, 
check  out  the  on  Netcom/Unex  Optima 
OPT-iN  and  Af:s  Wii-ele.«s  Inc.'s  Applause 
Monaural  (which,  despite  the  company's 
name,  is  not  cordless). 
Some  callers  said  they 
heard  our  testers  more 
clearly  on  these  headsets 
than  on  a  regular  phone 
handset,  perhaps  because 
of  the  noise-canceling  fea- 
ture found  in  both  mod- 
els. The  Applause  sup- 
pressed background 
sounds  so  well  when  the 
headset  user  wasn't 
speaking  that  the  caller 
on  the  other  end  could 
barely  heai'  a  radio  blast- 
ing in  the  background. 
COMFORT  ZONE.  Both  the 
Optima  and  Applause  fea- 
ture headband-style  de- 
signs, which  we  found  to 
be  more  effective  in  help- 
ing us  hear  clearly  and  in 
limiting  distractions  from 
backgi-ound  sounds.  But 
you  may  not  want  to  base 
your  decision  on  audibility  alone.  The 
headbands  on  the  Acs  Wii'eless  Stratus 
Ultra  and  CN  Netcom/Unex's  Profile  mrr- 
Fi.KX  proved  much  less  comfortable,  and 
while  the  headband  on  Hello  Dii-ect's  Ul- 
traLight  Pro  fit  well  enough,  its  stiff 
plastic  boom  was  hard  to  adjust. 

In  a  high-visibility  location  whei-e  im- 
age counts,  a  headband  won't  do.  In- 
stead, you'll  want  a  headset  that  looks 


Buyers  Guide; 


sleek,  sounds  excellent,  and  is  easy  to 
remove.  With  these  criteria,  the  edge 
goes  to  the  Plantronics  TtiStar,  an  over- 
the-eai'  model  that  combines  clear  sound 
with  unobtrusive  design.  Most  of  the 
other  models  were  the  Jintithesis  of  sleek, 
especially  ones  that  featui-ed  spongy  mi- 


from  up  to  150  feet  away,  along  vrith 
cent  sound  quality.  It's  not  compati 
v«th  digital  phone  lines,  but  a  compj 
called  KONEXX  (800  275-6354)  offer 
$225  adapter  that  bridges  the  gap 

Even  then,  cordless  headsets  n 
not  be  appropriate  for  everyone.  G 


Use  Your  Head 


Which  headset  is  best?  The  answer  depends  on  how  you  plan  to 
use  it.  List  price  includes  amplifier  and  noise  canceler; 
all  come  with  mute  buttons  and  volume  controls. 


MANUFACTURER 

MODEL 

LIST  PRICE/TYPE 
STYLE 

PHONE # 

WHY  BUY 

RADIOSHACK 

HS-149 

^  $30/Cord 
;  Headband 

800-843-7422 

Low 
price 

PLANTRONICS 

TriStar 

:  $128/Cord 
;  Over  ear 

800-544-4660 

Good 
looks 

ACS  WIRELESS 

Applause 
Monaural 

:  $206/Cord 
;  Headband 

800-995-5500 

Heavy 
use 

GN  NETCOM/ 
UNEX 

Optima 
OPT- IN 

;  $206/Cord 
;  Headband 

800-345-8639 

Heavy 
use 

PLANTRONICS 

CT-90I-HS 

$225/Wireless 
:  Both 

800-544-4660 

Mobility 

DATA:  BEACON  RESEARCH  GROUP  INC 

APPLAUSE  MONAUR 


crophones  that  look  like  big  black  acorns 
floating  in  ft"ont  of  your  face. 

Cordless  models  go  beyond  being 
merely  hands-free.  Untethered  to  the 
phone,  you  can  caiTy  on  a  conversation 
as  you  walk  over  to  a  file  cabinet  or 
down  the  hall  to  the  water-  cooler 

In  this  categoiy,  another  Plantronics 
model  stood  out,  the  (T-901-hs,  because 
it  has  controls  that  can  dial  and  cut  off 


gory  T.  Moffatt,  a  cri 
nal  lawyer  at  Bost 
based  law  firm  Fo 
Hoag,  &  EHot,  says 
mled  out  cordless  moc 
because   wireless  ( 
may  be  picked  up 
eavesdroppers.  "It  j 
makes    sense  not 
broadcast  these  com 
sations,"  he  says. 
No  matter  which  model  you  cho 
one  thing  does  make  sense:  putt 
down  the  receiver — for  good. 

By  Mie-Yun  Lee,  editorial  directo 
BuyersZone  (vmm.buyerszone.comj 
Boston 


For  more  information  on  headsets,  go  to  BW I 
at  www.businessweek.com  or  AOL  at  keyv 
BWEnterprise. 


WIRING  YOUR  CAR  PHONE  FOR  SAFETY  I 

 _ 


Saving  your  neck  takes  on  a 
whole  new  meaning  when  it 
comes  to  car  phones.  Critics 
call  them  a  major  safety  hazard — 
and  they  won't  get  any  argument 
from  Brian  Senory,  who  sells  tele- 
phone accessories  for  Tampa-based 
SenCommunications.  He  was  taking 
down  directions  on  his  cellular 
phone  in  February,  1997,  when  he 
rolled  right  through  a  red  light,  hit 
another  car,  and  caused  $3,000  in 
damage.  The  irony:  His  own  prod- 
uct line  includes  wireless  headsets 
for  use  on  cellular  phones.  "I  never 
felt  I  had  a  need  for  one,"  says 


Senory,  who  now  counts  himself  as 
a  customer. 

The  good  news  is  that  cellular 
headsets  are  inexpensive,  retailing  for 
as  little  as  $20.  Much  Uke  office  mod- 
els, car-phone  headsets  leave  both 
your  hands  free,  and  their  noise  can- 
celers  can  eliminate  most  of  the  road 
sound  that  afflicts  models  with  micro- 
phones mounted  in  the  cab.  Check 
youi-  cell  phone  for  a  headset  jack;  if 
it  doesn't  have  one,  some  phones  can 
be  retrofitted  with  a  special  adapter 
for  about  $40. 

Of  the  ones  we  tested,  the  $60 
Plantronics  CHS142-N  had  the  best 


outgoing  sound  quality.  With  a  tradi 
tional  design  that  plants  the  micro- 
phone close  to  your  mouth  and  a 
noise  canceler,  background  traffic 
sounds  were  effectively  muffled.  Yoi 
can  wear  it  over  the  ear  or  as  a 
headband. 

You'll  hear  a  little  better  with  th« 
$40  Jabi-a  EarSet.  This  clever  desig|  - 
hangs  the  microphone  and  speaker  . 
from  a  plastic  earpiece  that  rests 
comfortably  inside  your  ear.  It  come 
with  thi'ee  different  sized  ear  gels  t 
ensure  a  comfortable  fit,  and  the  re- 
sult is  somewhat  better  reception  ft 
the  driver.  Mie-Yun  L 

■i 
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Which 


PAPER 

4 


DO  YOU 


ck 


ose 


MORE  CAREFULLY? 


You  probably  spend  more  time  clioosing  p;iper  for 
our  bathroom  than  your  office.  But  the  lact  is,  paper 
lakes  a  big  difference  in  the  quality  of  what  you  pi  int. 
o  it's  worth  taking  a  moment  to  consider  the 
aper  you  choose. 

Hammermill  Jet  Print  is  engineered  to 


get  brighter  colors  from  an  inkjet  printer.  And 
Hammermill  Laser  Print  is  specially  made  to  give  vou 
sharper  results  from  a  laser  printer. 

You'll  get  the  best  out  of  yoiu'  printer  with 
Hammermill  paper.  Atid  you  don't  e\en  have 
to  squeeze  it  to  choose.  Caboose  Hammermill. 


hi  fnr  samjjli's  and  infornuilion,  call  1-800-242-2148.  Or  visit  our  Web  site  at  www.haniniermillpaper.com  international(A)  paper 


From:  Microsoft  Office  97  Small  Business  Edition 
Sent;  Monday,  9:00  a.m. 
To:  Everyone  who  has  to  do  everything 
Subject:  How  to  do  it. 


helps  you  save  time  on  the  work  that  needs  to  get 
done,  so  you  can  spend  more  time  on  the  work  you  actually  like  to  do.  So,  pound  away  on  letters 
and  documents  knowing  Office  97  Small  Business  Edition  is  following  along,  correcting  your  spelling, 
watching  your  grammar,  and  generally  helping  out  when  you  need  it.  Pull  up  your  budget  and 
accounting  numbers  and  analyze  them  in  ways  that  make  it  easier  for  you  to  make  informed 
decisions.  Use  the  Microsoft  Outlook"  integrated  e-mail  program  to  keep  in  touch  with  customers 
and  vendors  and  stay  on  top  of  your  schedule.  And  because  Office  Small  Business  Edition  includes 
Microsoft  Publisher  98,  you  can  create  your  own  professional-looking  newsletters,  brochures, 
business  cards— even  Web  sites.  In  other  words.  Office  97  Small  Business  Edition  is  a  suite  of  smart, 
easy  productivity  tools,  linked  together  to  help  you  do  your  best  work  and  circumvent  the  busywork. 
To  learn  more  about  it,  and  to  find  out  about  the  free'  product  enhancements  and  assistance  you 
can  get  through  Microsoft  Office  Update,  visit 


Microsoft 


Where  do  you  want  to  go  today?  www.microsoft.com/office/sbe/now/ 
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Sl)eakiiig  fi'om  his  car 
phone,  Jim  C.  Suttles 
says,  "My  whole  day  is 
a  commute."  As  a  national 
mai'keting  rep  with  Partners 
Title  Co.,  a  45-employee 
mortgage  title  company  in 
Houston,  he  spends  much  of 
his  time  visiting  clients.  But 
the  hours  en  route  ai'en't 
wasted.  Suttles  hones  his 
professional  sldlls  listening  to 
taped  versions  of  best-selling 
business  books.  "It's  a  great 
way  to  stay  up  on  things," 
he  says. 

Suttles  is  not  the  only  one 
keeping  up  by  keeping  his 
ears  open.  Audiobooks  are  a 
$2  billion  business,  up  fi'om 
$250  million  a  decade  ago. 
And  wliile  books  on  tape 
used  to  be  mostly  fiction,  to- 
day there's  a  substantial  se- 
lection of  business  titles.  "It's 
an  incredible  gTowth  area," 
says  Anne  Gaudinier,  execu- 
tive editor  of  the  HaiperAu- 
dio  division  of  HaiperCollins 
Publishers  Inc.  Of  the  (;:;,n00 
books  available,  the  Audio 
Publishers  Assn.  estimates 
that  25%  to  30%  are  busi- 
ness-related. Some  are  in- 
stnictional,  teaching  sales 
techniques  or  leadei'ship 
skills.  Others  entertain  and 
inspire,  such  as  Be)i  &  Jer- 
/'//s  Double  Dip.  Biographies 
of  entrepreneui's  such  as 
Sam  Walton  are  also  popular. 
PEP  TALKS.  Tapes  are  tlie 
only  way  Pi.  Jeff  Sayers,  the 
time-pressed  owner  of  a 
fledgling  pizzena  chain  in 
Austin,  Tex.,  can  finish  a 
book.  He  recently  enjoyed 
Pour  Your  Heart  Into  It  by 
Starbucks  Coip.  ceo  Howard 
Schultz.  Sayers  identified 
with  the  author's  early 
stniggles  and  was  reassured 
by  his  ability  to  overcome. 
"It's  good  to  hear  a  success 
stoiy  and  know  it's  possible 
to  make  it,"  says  Sayers, 
who  bought  copies  of  tlie 
tape  for  his  managers.  J. 
Michael  Savage,  an  audio- 
book  fan  and  partner  at  the 
law  fh-m  Maynard,  Coopei-  & 
(iaie,  even  keeps  a  minili- 
bi-ary  of  tapes  in  his  office, 
fi"om  which  clients  and  em- 
ployees of  tlie  BiiTningham 
(Ala.)  fuin  are  welcome  to 
boiTow. 


Heard  Any  Good 
Books  Lately? 


1                      ROLL  THE  TAPE 

Here's  a  sampling  of  places  to  look far  audio  husitms  books. 

AUDIO  BOOK  CLUB 

www.atJdiobookclub.com 
888  567-AUDIO 

HELLER  AUDIOBOOKS 

www.helleraudiobooks.com 
800  218-8181 

EARFUL  OF  BOOKS 

www.earful.com 
800  5-EARFUL 

TERRY'S  WORLD 
AUDIOBOOKS 

www.idsonline.com/terraflora/audio 

DATA  BUSINESSWEEK 

Besifles  saving  time,  au- 
diobooks can  offer  another 
advantage  over  paper  ones. 
Many  business  book  authors 
are  also  professional  speak- 
ers and  recoi'd  their  own 
work.  Healing  Tlte  Pursuit 
of  Wow!  from  Tom  Peters 

may  be  more  inspirational 
than  I'eading  it.  "Certain 
speech  patterns  can  excite 
people  and  make  them  more 
likely  to  attend  to  the  mater- 
ial than  they  would  other- 
wise," explains  Fiobert  D. 
Shei-wood,  associate  profes- 

sor  of  education  at  Vander| 
bilt  University.  At  Heller 
Audiobooks  in  Manhattan, 
lot  of  the  customers  are  \M 
Street  types  who  listen  to 
motivational  audiobooks  tc] 
"get  pumped  up"  before  tl| 
morning  bell,  says  owner 
Robert  L.  Heller. 

There  is  one  |)otential 
drawback,  tiiough.  Most  aij 
diobooks  are  heavily  editei 
to  keep  down  prices  and 
tening  times,  so  taped  verj 
sions  may  not  be  as  com- 
plete as  printed  books 
unabridged  i-eading  of  Jai 
B.  Stewart's  Den  of  Thievi 
for  example,  costs  $104  a: 
is  19.5  hom's  long.  The 
abridged  version  is  a  mon 
reasonable  3  hours  and 
$16.00 — about  average  in 
price  and  length.  At  the  1(  >l 
end,  a  one-horn-  abridged 
tape  of  The  Way  of  Rea  l 
Wealth  by  Mai'k  Waldman 
just  $5.50.  For  the  ti-uly 
time-pressed,  $135  a  year 
buys  taped  synopses  of  tw 
titles  per  month  fi'om  Auc 
Tech  Business  Book  Sum- 
maries Inc.  in  Chicago  (80 

308-T.M,K). 

CHEESES  AND  BOOKS.  Au( 

books  are  widely  available 
and  a  gi-owing  number  of 
tailers  also  rent  them,  for 
about  $4  i^ei'  week.  Clubs 
such  as  Columbia  House  ( 
(800  965-96(55)  and  Audio 
Book  Club  Inc.  give  dis- 
coimts  of  15%'  to  70%'  to 
members  who  commit  to  1 
a  set  number  of  titles.  Ro; 
waniors  can  even  stop  at 
outlets  of  Cracker  Bairel 
Old  Countiy  Store  Inc., 
which  have  canied  audio- 
books — popular  with  tmcl 
ers — since  1993.  Cracker  || 
Barrel  books  can  be  re 
turned  for  a  refimd,  minui 
$3  for  each  week  that  the 
customer  has  kept  the  taj 
at  any  of  the  chain's  330 
lets  in  34  states. 

No  matter  where  you  | 
yom*  hands  on  them,  busi- 
ness audiobooks  can  be  a 
gi'eat  investment.  Suttles 
calls  the  tapes  "career*  de^ 
opment  made  easy."  That' 
enough  to  make  any  entr( 
preneur  all  ears. 

By  Kate  Mur 
in  Horn 
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fhat's  it  going  to  tal(e  for  your  office  of  fiue  Every  customer  likes  to  be  treated  as  if 

I  serve  your  clients  Wke  an  office  of  fiftyP  theyVethebestcustomeryouhave  Ihats 
"ly  you  need  a  Lucent  small  business  phone  system.  We  specifically  design  our  phone  systems  to 
eet  the  needs  of  businesses  like  yours.  With  features  such  as  built-in  caller  ID  and  voicemail  you'll  be 
ore  accessible,  more  efficient  and  therefore  better  able  to  take  care  of  your  customers'  needs.  Plus, 
ir  systems  are  designed  to  grow  easily  as  your  company 
ows,  and  are  backed  by  a  wide  choice  of  service  programs. 
:3're  with  you  for  the  long  haul.  So  even  with  a  handful  of 
'nployees,  to  your  customers  you'll  be  big-time  all  the 
me.  To  set  up  an  appointment,  just  give  us  a  call  today  at 
(00  325-7465  ext.  332  or  contact  your  local  Lucent  Authorized 

aler  We  make  the  things  that  make  communications  work; 


Lucent  Technologies 

•e"  Ub,  Innovltions 

'  800  325-7466  CXI.  332 


Pocket 

The  handy  new  ZipLight  pocket  flashlight  teams  a  replaceable  battery 
pack  with  any  classic  Zippo  case.  Customer  response  has  been  overwhelming 
for  ZipLight,  voted  most  popular  new  Zippo  product  of  the  year! 

ZioDo  Chic 


Fashionable  and  functional,  the  new  ZipLight  features  the  same  sound,  teel, 
and  personality  as  the  familiar  Zippo  lighter. 


Brush  Chrome 

iiish  with 
two-color  surfaci 


Business  Gift 

Thousands  of  companies  have  made  Zippo  products  their  choice  of  gifts 
for  decades.  Our  imprinting  techniques  are  among  the  most  advanced  in  the  business, 
and  our  quality  is  second  to  none. 

Free  OfFer' 


imprint 


Now,  for  a  limited  time,  when  you  order  custom  imprinted  ZipLight 
pocket  Hashlights,  they'll  each  come  in  an  attractive  combination  gift  box 
with  an  extra  battery  pack ...  FREE! 


Zippo 


To  place  an  order,  or  for  more  information,  call  I- 
But  call  today,  this  offer  ends  June  30, 1998! 
C-.italog  minimums  ripply  •  Made  in  USA 


-254-448 1  (press  I  at  prompt)  or  fax  800-362-3598. 


ZipLight 


nformation  Technology 


TERNET 


fHE  NEW 

RATINGS  GAME 

ir  all  the  techno-sawy  out 
ere,  measuring  traffic 
the  Web  remains  a 
ly  inexact  science 


V 

r  ■  r 


hen  executives  of 
SpcrtsLine  USA  Inc. 
sat  down  in  March  to 
review  their  mai'keting 
1  with  America  Online  Inc., 
v  didn't  anticipate  spending 
hour  poring  over  conflicting 
a  on  how  many  people  visit 
1'  Web  site.  After  an  exasperat-  * 
session,  both  sides  decided  to 
ak  off  that  part  of  the  review, 
ich  the  numbers  from  different  rat- 
companies,  and  come  back  later.  "We 
en't  getting  anywhere — we  weren't 
n  looking  at  the  same  measure- 
its,"  says  Kenneth  Dotson,  Spoits- 
e's  vice-president  for  marketing, 
iich  knock-down  fights  over  measiu'- 
Internet  traffic  are  all  too  common, 
le  the  Web  has  been  timnpeted  as  a 
tal  marketplace  where  advertisers 
(1  tai'get  precise  demograpliic  gi'oups 
gather  reams  of  data  on  buying 
ts,  the  reality  is  altogether  different, 
ly's  teclmology  just  isn't  up  to  snuff, 
advertisers  still  can't  aim  their  Web 
any  more  accurately  than  they  can 
sy  magazine  ads.  Worse,  even  basic 
surement  techniques  for  sizing  up 
most  popular  Web  sites  are  so  var- 
that  a  list  of  the  top  25  sites  is  in- 
itly  disputed. 

ILISHLY  DIFFICULT.  The  problem  tliis 
-tes  is  more  than  just  data  fiiistra- 
Reliable  measurement  methods  are 
ntial  for  the  Net  to  become  the  ad- 
ising  bonanza  Web-site  operators 
banking  on.  By  2002,  online  ad  rev- 
3S  are  expected  to  hit  $9  billion — a 
fold  jump  from  the  $1  billion  spent 
997,  says  Jupiter  Communications, 
ertisers  say  they  have  been  holding 
in  part,  because  of  differing  tallies, 
affects  ad  spending  when  you  see 
^  discrepancies  in  numbers,"  says 
:nan  Lehoullier,  managing  director  at 
y  Interactive  Worldwide,  an  ad 


agency  with  71  clients,  including  Dell 
Computer,  and  Procter  &  Gamble. 

Web  sites  measure  their  own  popu- 
larity, largely  by  the  number  of  "hits," 
or  the  times  a  page  or  parts  of  a  page 
are  called  up.  Sites  then  tiy  to  convert 
that  into  "unique  visitors,"  so  that  one 
person  calling  up  several  pages  is  not 
counted  more  than  once.  That's  an  in- 
exact science,  and  advertisers  want  pre- 
cise— and  impartial — data. 

That's  devilishly  difficult.  Figuring 
out  how  to  zero  in  on  specific  gToups  of 
buyers  is  improving,  though  the  Holy 
Grail  of  laser  targeting  by  age,  income, 
and  past  buying  habits  is  generally  still 
out  of  reach  (page  78). 

Even  the  easier  target  of  measuring 
the  number  of  people  visiting  a  Web 
site  is  a  tough  slog.  For  the  past  couple 
of  years.  Media  Metrix  Inc.,  founded  by 
market  research  fii-m  npd  Group  Inc., 


The  next  18  months 

should  shake  out 
which  services-and 
techniques-win  out 


was  tlie  only  game  in  town  for  tracking 
the  popularity  of  sites.  Now,  the  com- 
pany is  being  challenged  by  a  band  of 
rating-service  wannabes.  Last  fall,  up- 
start RelevantKnowledge  Inc.  began 
nipping  at  the  leader's  heels.  On  Mai*.  30, 
NetRatings  Inc.,  a  startup  backed  by 
Hitachi  Ltd.,  launched  a  rival  sei-vice. 
And  this  summer,  PC  Data  Inc.,  which 
tracks  hardwai'e  and  softwai'e  sales,  and 
Nielsen  Media  Research,  of  TV  research 
fame,  are  joining  the  ft-ay. 

The  snag:  Each  uses  different  meth- 
ods for  monitoring  usage,  which  pro- 
duces conflicting  results.  Consider  Feb- 
niary's  tallies:  The  hsts  of  the  top  25 
Web  sites  put  together  by  Relevant- 
Knowledge  and  Media  Metrix  shared 
only  19  names.  And  while  both  ranked 
the  search  engine  Yahoo!  in  the  top 
three,  they  varied  on  the  other  two  top 
slots.  "I  think  no  data  is  better  than 
wi'ong  data,  especially  when  the  indus- 
try is  saying  we  can  be  an  effective 
medium,"  says  Marshall  Cohen,  presi- 
dent of  Marshall  Cohen  Associates,  an 
entertainment  and  Internet  consultant. 

Tlie  differences  stait  with  the  survey 
groups.  Each  service  has  a  gi'oup  of 
people,  or  "panel,"  who  agree  to  install 
software  on  their  PCs  to  monitor  their 
movement  online.  Media  Metrix  re- 
cruits its  panel  by  buying  population 


BUSINESS  WEEK  /  APRIL  27,  1998  73 


Information  Technology 


lists  and  conducting  random  mailings 
and  phone  calls.  Some  45,000  people 
have  agreed  to  take  part  in  its  sur- 
veys, but  only  30,000  actually  do.  Of 
those,  9,400  were  Web  users  in  Febru- 
ary. Media  Metrix  executives  say  that 
by  enlisting  PC  users  who  are  not  all 
Netizens  yet,  they  can  track  people  as 
they  start  to  come  online. 
NO-NOs.  RelevantKnowledge,  in  contrast, 
relies  on  random  phone  calls  to  recruit 
people  who  already  use  the  Web.  Wliile 
11,000  have  agreed  to  be  pail  of  Rele- 
vantKnowledge's  survey  group,  only 
4,000  usually  participate. 

The  size  of  the  sample  can  be  cnacial. 
While  the  Nielsen  TV  panel  of  5,000  peo- 


vice-president  of  consimier  and  strategic 
research  at  the  Weather  Channel.  Net- 
Ratings defends  its  practice  of  recniiting 
right  off  the  Web,  saying  a  savvy  panel 
gives  more  useful  results. 

The  varied  sample  gi'oups  are  only, 
one  of  the  ingredients  that  contribute  to 
conflicting  data.  Another  issue  is  that 
none  of  the  services  adeciuately  factors 
in  people  who  use  the  Net  at  work. 
Ti-acking  firms  miss  up  to  one-third  of 
Web  usage  if  they  focus  only  on  the 
home,  says  IntelliQuest  Inc.,  a  technol- 
ogy market-research  firm.  "The  tough 
thing  is  that  so  much  of  what  we  do  is 
business-to-business  advertising,  and 
none  of  the  services  do  a  good  job  giv- 


tions  aimed  at  making  the  software  1 
intrusive. 

International  Web  usere  also  get  sb 
shiift.  RelevantKnowledge  began  w 
ing  with  a  Swedish  partner  in  Mm 
and  the  other  services  have  plans  in 
next  year  to  attack  the  problem.  "Tli 
important  to  us,"  says  Sean  Pfister, 
rector  of  research  and  analysis  at  c. 
Inc.,  whose  technology  news  and  se" 
sites  get  between  8%  and  15%  of  t 
traffic  from  international  users. 

Tlie  new  ratings  semces  may  be 
dying  the  waters  for  now,  but  the  ad 
competition  is  expected  to  lead  to  m 
reliable  measui'ements.  Media  Metrix 
ready  has  been  forced  to  slice  dat 


RATINGS  HERE.  THERE.  AND  EVERYWHERE 


MEDIA  METRIX 

TOP-RATED  PROPERTIES: 


NETRATINGS 

TOP-RATED  PROPERTIES:t 


RELEVANTKNOWLEDGE 

TOP-RATED  PROPERTIES:** 


AOL.COM 


Netscape^ 


2. 


Netscape' 


^  ^Mictosoft 

The  pioneer  of  Web  ratings 
relies  on  a  survey  group  of 
30,000  people  who  have 
software  installed  on  their 
PCs  to  track  usage.  Rat- 
ings are  based  on  reach — 
the  percentage  of  visitors 
at  a  Web  site  each  month 
vs.  the  total  number  of 
Web  users. 


3, 1  f§9iitnH09 


Uses  the  Web  to  recruit  a 
sample  group  that's 
expected  to  rise  within  a 
year  to  25,000  people, 
from  2,000  at  launch. 
Presents  data  in  a  variety 
of  ways,  such  as  listing  top 
sites  by  most  page  views 
(or  times  a  page  is  loaded 
into  a  browser)  per  person. 


Signs  up  survey  group, 
now  made  up  of  1 1,000 
Net  users,  via  phone. 
Plans  this  year  to  expand 
to  20,000  people,  in  part 
by  going  international,  its 
data  show  the  number  of 
first-time  users  who  visit  a 
site  each  month. 


NIELSEN  MEDIA 
RESEARCH 

Plans  to  begin  offering 
data  this  summer.  Sur- 
vey group  now  numbers 
3,500  and  is  expected 
to  reach  10,000  by 
yearend.  Group  selec- 
tion made  through  ran- 
dom-digit phone  calls. 
Hasn't  decided  yet  how 
it  Will  slice  data.  Plans 
to  track  Net  usage  on 
non-PC  devices,  like  TV 
set-top  boxes  connecte 
to  the  Internet. 


*  Group  of  sites  rated  from  home  in  February     t  Group  of  sites  rated  week  of  Marcfi  15 


**  Group  of  sites  rated  in  February 


pie  is  plenty  for  the  52  cable  and  net- 
work channels  it  monitors,  small  sample 
sizes  for  monitoring  the  Web  make  it 
difficult  to  track  usage  beyond  the  top 
200  to  300  sites.  Ad  agencies  and  Web- 
site operators  say  that,  ideally,  they 
would  like  to  see  panel  sizes  of  at  least 
10,000  people. 

The  latest  comjmny  to  join  the  mea- 
surement game,  NetRatings,  already  is 
drawing  criticism.  Its  sample  gi'oup  of 
2,000  pales  next  to  that  of  Media 
Metrix,  although  NetRatings  expects 
within  a  year  to  have  25,000  ])artici- 
pants.  And  some  potential  clients  fret 
that  its  group  is  recinuted  off  the  Web — 
which  can  tilt  results  toward  heavy 
users,  rather  than  a  cross-section.  Self- 
selection  for  survey  gi'oups  also  is  con- 
sidered a  no-no,  because  it  means  the 
jn-ocess  of  seltction  isn't  random.  "Those 
of  us  who  are  (  onservative  researchers 
wouldn't  call  something  that's  self-se- 
lected a  sample,'  says  Jim  Alexander, 


ing  infoiTnation  on  that,"  complains  Alan 
May,  media  director  at  Anderson  & 
Lembke  Inc.,  the  agency  that  handles 
Microsoft  Corp.'s  Web  ads.  In  March, 
RelevantKnowledge  included  about  700 
Web  users  at  work,  while  Media  Metiix 
included  850.  All  three  plan  to  expand 
work  coverage,  but  admit  difficulties. 

The  problem  lies  in  convincing  com- 
panies that  it's  0.  K.  for  employees  to 
install  tracking  software  on  their  com- 
puters. This  software  is  more  sophisti- 
cated than  cookies,  the  tiny  software 
programs  commonly  used  by  individual 
sites  to  monitor  usage.  The  fear  is  that 
the  software  can  potentially  trace  iden- 
tities, as  well  as  confidential  data,  such 
as  memos  or  sales  information.  "If  peo- 
ple ai'e  concerned  about  cookies,  imagine 
how  they  would  feel  about  this  technol- 
ogy," says  Manish  Bhatia,  vice-president 
foi'  intei'active  sei-vices  at  Nielsen,  which 
won't  audit  work  usage  initially,  al- 
though it's  developing  technical  solu- 


ways  comparable  to  rivals.  By  June, . 
company  plans  to  offer  home  and  w| 
data  combined.  That's  something  RI 
vantKnowledge  ali'eady  provides.  N 
Ratings  and  RelevantKnowledge  also  I 
beefing  up  theii-  ability  to  track  Amej 
Online  Inc.'s  subscribers,  who  accol 
for  40%  of  all  Web  usage  from  hoj 
Today  Media  Metiix  tracks  all  of  a| 
subsciibers,  while  its  rivals  have  limj 
access.  The  reason:  aol  executives 
they  ai'e  hesitant  to  give  caite  blanchj 
new  tracking  companies  without  detj 
on  then-  methodologies. 
EARLY  BETS.  Other  forces  also  ard 
work  to  standaitlize  ratings.  This  moj 
the  Advertising  Research  Founda^ 
formed  a  committee  of  companies 
use  the  ratings  sei-vices.  The  object! 
to  look  into  how  the  sei-vices  open 
"At  the  minimum,  the  idea  is  to  und 
stand  what  the  companies  are  doj 
It's  unclear  now,"  says  James  Spaj 
president  of  the  foundation,  a  nonpil 
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We  Jove  Europ 
too  much 
to  ffy  you 
only  to  Paris. 


'  "  '"'''^■^rvou  m  plain  English. 


TH£  HEARTS  Of  THE  W'OKLD^J^^^ 


"TO  THE  OUTSIDE  WORLD  THIS  IS  A  PIZZA  COMPANY.  TO  ME,  IT'S  AN  ENTERK 


NET  PROFILES 


0  3  8 


NETWARE 

K  0  V  E  I  L   DIRECTORY    S  E  R  V  I  f!  E  S 
IV  N  A  G  E  W  I  S  E 

'.^  S  0  U  P  W  I  S  E 


MATTHEW  MAGUIRE 


DIRECTOR, 

INFORMATION  TECHNOLOGY 


DOMINO'S  PIZZA"=^ 


RK  OF  MULTIPLE  PLATFORMS,  PROTOCOLS  AND  USERS.  EITHER  WAY  WE  DELIVER." 


T 


Matt  Maguire  knows  all  about  delivery.  His  company  delivered  over  226  million  pizzas  last  year  And 
with  4,500  stores  across  the  country,  Moft's  network  had  to  deliver  the  same  superior  performance  and 
reliability  that  made  Domino's®  the  world's  leader  in  pizza  delivery. 
To  do  that.  Matt  chose  Novelli  networking  solutions.  NetWare.*,  software  as  the  core  server  operating 
system,  NDS  "  technology  to  manage  his  other  operating  systems,  including  SCC'  UNIX*  and  Windows 
NT'-  ManageWise'  to  support  all  1,200  remote  devices  in  his  network  from  a  single  location.  And 
GroupWise'  messaging  services  to  leverage  the  ubiquity  of  the  Internet  to  give  employees  worldwide 
access  to  their  email. 

All  in  a  seamlessly  integrated  system  that  could  adapt  to  the  changing  needs  of  the  business  and  scale 
up  as  it  grew 

The  result?  On-site  technician  calls  were  reduced  to  twice  a  year,  administration  tasks  were  performed  in 
minutes  instead  of  hours,  money  was  saved,  productivity  was  increased,  employees  stayed  in  touch,  and 
Matt  looked  like  a  genius. 

iw  that's  delivering,  www  novell.com 


Novell 


Solutions 


Information  Technology 


gi'oup  that  encourages  marketing  and 
ad  research.  Media  Metiix  also  has  met 
with  the  Media  Rating  Council,  which 
accredits  I'atings  services  that  disclose 
their  procedures  and  abide  by  them. 

So,  which  method  will  win  out?  In 
the  next  12  to  18  months,  a  front-rimner 
is  bound  to  emerge.  For  one,  the  sheer 
cost  of  using  the  services,  which  can 
range  from  $40,000  to  hundreds  of  thou- 


sands of  dollars  annually,  will  force  Web- 
site operators  to  be  selective.  "Our  tac- 
tic this  year  is  to  buy  all  the  data  that 
looks  valuable,  get  really  knowledge- 
able about  it,  and  then  next  year  drop 
what  we  don't  think  is  worth  paying 
for,"  says  Karen  Edwards,  Yahoo!  Inc.'s 
vice-president  for  brand  marketing. 

Early  bets  are  on  Media  Metrix,  be- 
cause it  leads  the  pack,  with  150  clients. 


and  has  the  biggest  survey  group.  Ar 
although  Nielsen  is  late  to  the  part 
its  brand  name  and  resources  ha\ 
caught  advertisers'  attention.  "Med 
Metrix  is  the  front-mnner,  but  nobor 
has  got  it  right  yet,"  says  analyst  Cb' 
Charron  of  Forrester  Research  In 
That  means  there  will  be  more  dai 
angst  before  the  Web  measures  up. 

By  Heather  Green  in  New  Yoi 


TRACKING  WHO  SURFS  WHERE 


The  Internet  hasn't 
delivered  on  one-to- 
one  marketing — 
yet.  But  a  raft  of  ser- 
vices are  becoming 
ever  more  sophisticated 
in  helping  advertisers 
target  ads  and  track 
their  effectiveness. 
"We're  constantly 
learning  more  about 
which  eyeballs  are 
going  where,"  says 
Norman  Lehoullier, 
managing  director  at  ad 
agency  Grey  Interac- 
tive Worldwide. 

To  do  this,  advertis- 
ers rely  on  a  variety  of 
services.  They  mix  and 
match  the  ratings  infor- 
mation from  companies 
such  as  Media  Metrix 
Inc.  vdth  data  from  oth- 
er companies  such  as 
Excite  Inc.'s  MatchLog- 

ic,  or  AdKnowledge.   

These  services  let  advertisers  and 
Web-site  operators  serve  up  ads  to 
specific  audiences  and  then  assess 
the  response. 

FOLLOW  THE  LINKS.  How  is  the  in- 
formation used?  Ask  Fragi-ance 
Counter,  a  Brentwood  (N.Y.)-based 
cosmetics  retailer,  which  during  the 
past  two  quarters  used  ratings  info 
fi-om  Media  Metrix  and  Relevant- 
Knowledge  to  select  sites  that  were 
popular  with  women.  Fragrance 
Counter  then  added  its  proprietary 
technology  to  figure  out  how  success- 
ful its  ads  were. 

The  result:  Ads  linked  to  keyword 
searches,  such  as  "perfume"  or  "Es- 
it  e  Lauder,"  as  well  as  to  the  shop- 
•;..-r  areas  on  search  engines,  were 
<  .  I  ,  :  <r  the  most  effective.  Ads  in  the 
\       '  Inc.  shopping  area,  for  exam- 
hi  !  a  "click  rate,"  or  percentage 


DONATO:  Prytag  info  out  of  consumers  with  online  sweepstakes 


of  people  who  chcked  on  the  ad,  of 
4% — compared  with  less  than  1%  in 
the  Yahoo!  local-content  area.  And 
the  percentage  of  people  who  bought 
a  product  was  3%  in  the  Yahoo! 
shopping  guide,  vs.  less  than  1%  in 
the  local-content  area.  "From  what 
we've  learned,  we'll  pay  significant 
cash  for  the  placement  we  want," 
says  Eli  Katz,  vice-president  for 
marketing  at  Fragrance  Counter. 

Still,  the  information  advertisers 
can  get  is  limited.  Most  of  the  ad- 
tracking  services  are  confined  to  col- 
lecting such  data  as  which  browser 
a  cybernaut  uses  and  what  country 
he  or  she  lives  in.  That's  pretty 
slim,  although  it  does  the  trick  for 
technology  news  service  cnet  Inc., 
which  uses  such  data  to  target  Win- 
dows-based-software ads  at  Win- 
dows 95  users.  Another  way  to  aim 


ads  is  through  a  method 
called  "context" — moni- 
toring the  overall  con- 
tent a  cybernaut  is 
viewing  and  serving  up 
ads  accordingly.  If  some- 
one is  searching  on  the 
keyword  "car,"  for  exam- 
ple, a  General  Motors 
Corp.  ad  might  pop  up. 

Getting  precise  demo- 
graphic information  is 
the  most  difficult.  That's 
because  it's  still  hard  to 
get  wary  consumers  to 
provide  personal  data 
such  as  age,  income,  and 
sex.  One  way  Excite  is 
attacking  that  problem  is 
by  running  online  sweep- 
stakes— a  gimmick  that 
puts  cybemauts  in  the 
ininning  for  prizes  like 
vacations  to  Florida  in 
exchange  for  personal  in- 
formation. "This  helps 
advertisers  introduce 
more  knowledge  into  their  decisions," 
says  Craig  Donato,  Excite's  vice- 
president  for  database  marketing. 

Other  services  are  attacking  the 
problem  more  broadly  by  trying  to 
track  usage  across  many  sites,  cmg 
Information  Services  Inc.'s  Engage 
plans  later  this  month  to  introduce 
an  ambitious  service  called 
Engage.Knowledge,  which  will  start 
off  with  10  million  profiles  of  Web 
users.  These  profiles  will  be  collected 
from  a  host  of  sites,  including  search 
engine  Lycos  Inc.,  that  monitor  us- 
age on  their  Web  sites.  The  data  col- 
lected by  Engage.Knowledge  can  be 
sliced  into  800  categories,  including 
sports  and  hobbies,  for  advertisers 
and  Web-site  operators.  It's  far  from 
advertising  nirvana,  but  it's  one  step 
closer. 

By  Heather  Qreen  in  New  York 
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Anioco  and  Aquabound,  a  Canadian 
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sucngth.  excdteni  creep  rearetance.  low 
motstute  atasorplioti  and  sirffness, 
Aquabound  drarnaiicatly  leduced  the  wan 
thidkness  odhe  holKxw  paddle  This 
(esults  in  3  Bflhlweighl  blade  thai  can 
withstand  3  feal  bealiofj  Irom  »txis  and 
gravel,  and  the  sifcsses  of  rushing  waief 
currents  and  nianne  growth. 

This  broad  far>gc  of  ctiaracterisiics 
.s  also  propelling  Arnodel  mio  a  wide 
vanety  ol  other  applicaiions 

Before  you  gel  your  next  project  on 
stream,  can  us  3!  (BOO)  621-0626,  Oct  875 
Or  corttad  our  offices  in  Ger>eva.  Kong 
Kong.  Mbx.co  City  or  Sao  Paulo  We'll 
helpkeetj  it  moving  in  the  right  d 
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What  can  we  do 
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What  can  we  do 
to  get  you  excited? 


L.D.  DeSIMONE,  CHAIRMAN  OF  THE  BOARD  &  CEO 
GREY  ADVERTISING,  NEW  YORK,  NY 


omJf}ani^ 


W.R.  TIMKEN,  JR.,  CHAIRMAN,  PRESIDENT  &  CEO 
WYSE  ADVERTISING,  CLEVELAND,  OH 


inners 


'   oj  ike 

jor  Excellence  in 


usiness 

Hence  in  (Z 


waras 


Js 


orporare 


certisin 


9 


/996 

Amoco  Chemicals 
Andersen  Consulting 
Digital  Equipment 

Fujitsu,  Ltd. 
Hewlett-Packard 
Hoechst  AG 
IBM 

Lucent  Technologies 
Merrill  Lynch  &  Co. 
Siemens  Corporation 
Sprint 
Texas  Instruments 


Amoco  Chemicals 
Andersen  Consulting 
Digital  Equipment 
Fortis 
Fujitsu,  Ltd. 
GE  Capital 
IBM 

Morgan  Stanley 
Norfolk  Southern 
Siemens  Corporation 
Sun  Microsystems,  inc. 
Unisys 


/995 


Amoco  Chemicals 
Ford  Motor  Company 
GE  Capital 
Hewlett-Packard 
IBM 

Microsoft  Corporation 
NCR  Corporation 
The  Principal  Financial  Group 
Rockwell  International 
Siemens  Corporation 

Sprint 
^  Texas  Instruments 


/993 


Amoco  Chemicals 

Citibank 
Digital  Equipment 
Fortis 
Fujitsu,  Ltd. 
IBM 

Norfolk  Southern 
Siemens  Corporation 
Sprint 
Sun  Microsystems,  Inc. 
Tandem 
Unisys 


est  React 


'i-Je. 


A  Division  ofThcMcGraw  HillCompar, 


edia 


TELLITE  TV 


RIME  TIME 
OR  PRIMESTAR? 

;ould  soar  if  Justice  finally  clears  its  News  Corp.  merger 


1 1  or  four  years,  the 
I  powerful  cable  com- 
panies that  own 
PrimeStar  have 
the  broadcast  satel- 
service  as  a  kind  of 
ty  blanket.  In  the 
of  rural  viewers,  it 
a  way  to  sign  them 
when  they  couldn't 
cable.  And  for  urban 
Hers,  most  of  whom 
idy  subscribed,  the 
was  to  nab  the  few 
;ale  customers  who 
Id  otherwise  bolt  to 
peting  direct  broad- 
satellite  (DBS)  ser- 
;.  In  both  cases,  ca- 
?ouldn't  lose, 
ow,  as  its  DBS  rivals 
CTV  Inc.  and  Echo- 
•  Communications 
3.  pick  off  growing 
bers  of  cable  cus- 
irs,  PrimeStai-  wants 
lay  for  keeps.  It  is 
ng  the  government 
pprove  a  $1.1  billion 

t  merger  agreed  to   

May  ivith  Rupert  Murdoch's  News 
J.,  which,  along  with  MCi  Communi- 
ms  Corp.,  controls  key  satellite  slots 
uphnk  facilities.  The  gambit  is  cin- 
for  PrimeStar  A  decision  by  the 
ice  Dept.  to  block  the  alliance  would 
'  Pi-imeStar  the  high-powered  satel- 
slots  it  needs  to  match  sei-vices  of- 
i  by  rivals.  Yet  the  government  is 
;r  pressure  to  be  tough,  since  per- 
ing  the  deal,  even  with  conditions, 
Id  give  cable-TV  interests  a  foothold 
.gh-powered  DBS,  the  only  real  com- 
tion  for  the  big  cable  franchises 
ss  the  U.  S. 

nder  review  since  July,  the  case  is 
coming  to  a  head,  say  soui'ces  close 
le  talks.  In  a  matter  of  weeks,  the 
panies  are  expected  to  meet  with 
stant  Attorney  General  for  Antitmst 
I.  Klein.  Lawyers  close  to  the  case 
ct  him  to  either  nix  the  deal  outright 


BEAMING  UP:  With  a  merger,  CEiJ  O'Brien  sees  "a  national  busine>^ 


or  demand  strict  safeguards,  such  as  a 
consent  decree  requiring  PrimeStar's 
cable-TV  owners  to  sell  progi-amming  to 
rival  DBS  operators  on  equal  tenns.  The 
Federal  Communications  Commission 
must  also  approve  the  deal. 
CABLE  CONNECTION.  For  PrimeStar,  the 
merger  with  Murdoch  is  vital  just  to 
stay  aloft.  Although  it  has  signed  up 
2.1  million  subscribei-s  since  1994,  second 
only  to  DirecTV's  3.5 
million,  PrimeStar 
uses  a  medium-pow- 
ered satelhte  and  of- 
fers only  160  chan- 
nels, about  two-thirds 
that  of  its  rivals.  It 
can't  provide  Inter- 
net services  and  re- 
quires dishes  twice 
the  size  of  competi- 
tors'— averaging  36 


inches  in  diameter,  a  tura-off  for  subiu'- 
banites  and  city  dwellers. 

But  if  the  deal  is  okayed,  PrimeStar 
would  gain  control  of  28  satellite  slots 
MCI  won  at  auction  in  1996  for  $682.5 
million,  (mci  and  News  Corp.  teamed 
up  then  to  compete  in  satellite  TV;  mci 
technically  holds  the  license.)  That 
would  give  it  29%  of  the  high-powered 
transponders  that  can  blanket  signals 
across  the  continental  U.  S.  PrimeStar 
President  and  ceo  Dan  O'Brien  says 
the  company  plans  to  compete  aggi'es- 
sively  on  price  and  hopes  to  double  sub- 
scribers, from  2.4  million 
projected  for  the  end  of 
1998  to  5  million  by  2002. 
"PiimeStar  knows  the  in- 
dustry really  well  and 
has  relationships  in  place, 
so  the  new  slots  would 
make  them  remarkably 
competitive,"  says  DBS 
analyst  Jimmy  Schaeffler 
of  market  researchers 
The  Carmel  Group  in 
Carmel,  Calif. 

Still,  there's  no  dodg- 
ing the  cable  connection. 
With  the  public  mad 
about  cable  rate  hikes, 
which  last  year  rose  at 
fom-  times  the  rate  of  in- 
"^^^H  flation,  it's  no  wonder 
regulators  are  looking 
askance  at  the  proposed 
merger  The  concern  is 
^*jrV  that  allocating  scarce 
A  %  '""'^  spectrum  to  cable 
*  interests  may  not  be  in 
consumers'  interest. 
"( 'ongi-ess  has  an  explic- 
it policy  to  promote 
competition  to  cable. 
The  last  thing  we'd  want  is  to  allow 
the  very  companies  that  are  monopo- 
lists to  dominate  this  alternative  trans- 
mission medium,"  says  Gene  Kimmel- 
man,  co-director  of  the  Consumers 
Union  in  Washington. 

Indeed,  PrimeStar's  investors  would 
seem  to  have  an  inherent  conflict  of  in- 
terest with  DBS.  After  all,  they  are  the 
five  biggest  cable  players:  TCi  Communi- 


SKY  WARS 

Regulators  will 
soon  rule  whether 
PrimeStar  can  use 
News  Corp.'s 
satellites,  extend- 
ing cable's  reach 
in  high-powered 
DBS 


COMPANY 

SUBSCRIBERS 

TRANSPONDERS 

MILLIONS 

DIRECTV/USSB 

3.5 

35 

PRIMESTAR 

2.1 

28* 

ECHOSTAR 

1.2 

22 

'Assuming  News  Corp.  merger  goes  through 
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cations,  Time  Warner,  Comcast,  Medi; 
One,  and  Cox  Communications.  Tbgethe 
they  sei-ve  67%  of  all  cable  homes  ai 
produce  much  of  the  content  as  owne 
of  such  units  as  Home  Box  Office,  tl 
Discovery  Channel,  and  cnn.  Its  in-hoiAi- 
programming  muscle  would  be  evef 
stronger  in  the  event  of  a  green  ligh 
since  News  Corp.'s  channels,  includin 
Fox's  news,  sports,  and  movie  service 
would  be  included.  "PrimeStar's  ownci 
have  such  a  complicated  aiTay  of  inti 
ests  that  it  is  impossible  to  engage  i 
anticompetitive  activities,"  says  Prini( 
Star's  attorney,  Philip  Vei-veer. 
CARTEL.  But  to  critics,  it  all  adds  up  to 
strong  incentive  for  PrimeStar's  cabl 
owner's  to  deny  pi'ogi"amming  to  rivals  c 
offer  shows  only  at  unfau-  prices.  Primt 
Stai-  hasn't  helped  overcome  any  mi; 
tmst  by  marketing  mainly  to  noral  cor 
sumers  while  shunning  existing  cabl 
subscribei-s.  In  1997,  only  15%  of  its  nei 
subscribers  were  won  over  from  cabli 
compai'ed  with  55%  for  DirecTV,  accorc 
ing  to  The  CaiTnel  Group.  Says  Chai'le 
W.  Ergen,  CEO  of  rival  EchoStar:  "W 
don't  believe  the  five  biggest  cable  coir 
panies . . .  should  be  able  to  form  a  caile 
It  won't  do  anything  but  raise  the  pric 
of  progi'amming  to  customers." 

Pi-imeStai'  execs  are  hoping  their  pla 
to  restructure  and  go  public  vrill  go 
long  way  towai'd  assuaging  critics.  If  th 
merger  goes  fomard,  20%-  of  all  share 
would  be  spim  off  to  the  public,  creatin, 
an  independent  bloc  of  shai'eholders  tha 
could  sue  if  management  failed  to  pui'su 
new  customers  vigorously.  News  Cnij 
would  have  a  30%  nonvoting  stake,  an^ 
senior  managers  would  get  options  tiei 
to  subscriber  gi'owth.  Rather  than  sittinii  . 
on  the  scai'ce  spectnmi  space  or  favoiini 
nu'al  subscribers,  "the  goal  is  to  have 
national  business  and  national  economie 
of  scale,"  O'Brien  says.  Even  so,  the  gov 
emment's  leash  will  be  short  if  it  give 
the  nod.  It  will  almost  certainly  r-equinfi 
ecjual  access  to  pr'ogr-amming  pr-oducei 
by  PrimeStar's  owner-s.  And  it  may  als 
monitor  subscriber  growth  in  cabl 
str'ongholds  and  demand  outside  direc 
tors  on  the  boai'd. 

Such  terms  wouldn't  keep  a  merged- 
Pr-imeStar  from  extending  cable's  read 
deep  into  DBS,  making  life  tougher  fo: 
Dir-ecTV  and  EchoStar-.  That  would  sat 
isfy  PrimeStar-'s  owners,  who  ultimatel; 
cai"e  mor-e  about  getting  paid  for  pro 
gr-amming  than  how  it  is  deliver-ed.  Bu, 
it  would  be  a  bittersweet  win.  Even  a: 
they  r-eached  mor-e  subscriber's  via  satel 
lite,  many  of  those  new  viewers  wouk 
be  pulling  the  plug  on  cable. 

By  Steven  V.  Brtdl  in  Los  Angele^ 
with  Catherine  Yang  in  Washington 
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The  Allendale  Spectrum  policy.  A  new,  simple  format.  Less  cumbersome. 

Easier  to  read.  Easier  to  administrate.  Manuscripted  to 
customer  specifications.  A  big  change  from  the  old  way  of  doing  things. 

.  ,.  \  If  you  think  you  know  Allendale,  think  again.  Access  our  web  site  at 
www.allendale.com  for  the  phone  number  of  the  office  nearest  you. 


i 


Special  Report 


THE 

Euro 

In  one  fell  swoop,  it  will  create  the  world's 
second-largest  economic  zone.  The  potential 
benefits  are  limitless — and  so  are  the  risks 

It  was  a  di-eam  of  Eui'opean  visionaries.  From  the  devastation  of 
war,  a  modern  Europe  would  be  rebuilt  with  diverse  cultures  but 
seamlessly  linked  economies.  Great  corporations  would  arise  in  a 
common  market,  and  workers  would  prosper  as  never  before.  Someday, 
when  a  fully  integrated  Europe  was  in  place,  they  would  cap  the 
achievement  by  giving  everyone  a  crisp  single  new  currency  to  replace 
those  faded  marks,  francs,  lire,  and  pesetas. 

It  never  happened.  Europe's  economies  remained  as  Dutch,  German,  French, 
and  Italian  as  ever,  and  its  nations  prospered  better  than  anyone  ch*eamed  by  re- 
building their  national  markets.  The  U.  S.  wanted  a  strong  Eui'ope  to  fight  com- 
munism during  the  cold  war.  The  Europeans  put  their  militaiy  into  nato,  but 
gcjveraments  clung  doggedly  to  their  own  national  power.  An  exasperated  foiTner 
Secretary  of  State,  Henry  A.  Kissinger,  famously  asked:  "When  I  want  to  talk  to 

Europe,  who  do  I  call?" 

Now,  all  that  is  about  to  change.  In  a  bold  step 
toward  eventual  political  union,  Europe  is  launch- 
ing a  monetaiy  revolution.  On  May  2,  11  coun- 
tries— Gennany,  France,  Spain,  Italy,  Ireland,  the 
Netherlands,  Austria,  Belgium,  Finland,  Portugal, 
and  Luxemboui'g — will  set  the  terans  under  which 
they  will  trade  in  their  national  money  for  an 
untested  currency,  the  euro.  They  are  sacrificing  a 
fundamental  element  of  sovereignty — the  right  to 
issue  their  own  money.  Instead,  a  European  centi*al 
bank  will  run  the  European  monetary  union.  Mem- 
bers will  also  suiTender  two  of  theii'  most  poweiful 
economic  safeguards — the  right  to  devalue  out  of 
trouble  or  run  budget  deficits  to  counter  mass 
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unemployment.  In  essence,  they  have  handcuffed 
their  government  spending,  tax  pohcy,  and  bond  and 
stock  markets  to  a  European  future.  The  only  way 
out  is  to  quit,  and  no  nation  shows  signs  of  doing  that. 
The  economic  tremors  could  shake  Europe  to  its  founda- 
tions. The  refoiTn  is  likely  to  unleash  an  unstoppable  market 
process  that  will  sweep  away  stractures  Old  Eui"ope  held  so 
dear — national  corporations  and  banks,  rigid  work  rules, 
generous  pension  payments.  In  their  place  could  emerge  a 
competitive  $6.4  tr-Ulion  economy,  second-largest  in  the  world. 
"Monetaiy  union  is  going  to  be  the  catalyst  for  Eui'ope's  re- 
vival— economically,  politically,  and  in  self-confidence,"  says 
Leonhard  Fischer,  a  board  member  of  Dresdner  Bank. 
JOB  THREAT.  But  the  risks  are  so  great  and  the  conse- 
cjuences  of  failiu-e  so  fai-reaching  that  many  outsiders  remain 

skeptical  that  nonnally  cautious  Euro-  ^  

jiean  politicians  would  ever  take  the  big 
step  and  implement  monetary  union.  In- 
deed, the  leaders  who  pushed  Europe 
to  the  point  of  no  return,  Gemnan  Chan- 
cellor Helmut  Kohl  and  the  late  Presi- 
dent Francois  Mitterrand,  were  only 
dimly  aware  of  the  economic  and  finan- 
cial whirlwind  they  were  stirring  up. 

Europe's  politicians  are  moving  for- 
ward for  three  reasons.  Fu'st,  few  Con- 
tinental European  leaders  have  been 
able  to  push  through  economic  reforms 
by  appealing  dii'ectly  to  voters.  Yet  Eu- 
rope's largest  employers  have  shovra 
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that  without  dramatic  change,  they  vdll  keep  shipping  jol 
offshore.  For  refoiTners,  the  em'o  has  become  a  backdoor  a  fdl 
proach  to  imposing  the  pain  needed  to  renew  Em-ope.  N<  i'J 
ther  voters  nor  special  interests  will  see  its  effects  until  if 
too  late.  The  euro  is  "a  Ti'ojan  horse,"  says  David  Bowei 
Eui'opean  equity  strategist  for  Men-ill  Lynch  &  Co. 

Many  gains  have  been  banked  ali-eady.  The  campaign 
join  the  eui'o  club' helped  governments  do  what  they  had 
do  anyway — curb  spending  against  the  demands  of  unioii 
politicians,  and  subsidized  companies.  i% 
Finally,  even  i-eluctant  politicians  recognize  that  busines  id 
confidence  is  up.  The  euro  cam.paign  has  helped  kick  c  itii 
more  growth  than  Europe  has  seen  in  nearly  a  decad  w,r 
Mergers  to  streamline  companies  jumped  48%  last  year 
$384  billion,  and  a  new  culture  of  shareholder  value  is  see 

  ing  into  executive  suites. 

But  there  ai-e  bumps  ahead  that  couliJ»i 
hui't  the  euro's  momentum,  or  even  d  ii 
rail  it.  The  currency  system  official 
starts  on  Jan.  1,  1999,  when  coi-poraSik 
books,  bank  transfers,  credit-card  paj 
ments,  and  even  home  mortgages  ca| 
begin  to  be  figured  in  eui-os  (table). 
European  Central  Bank  will  also  beg 
setting  interest  rates.  Euro  coins  ar 
notes  must  start  changing  hands  on  Ja 
1,  2002.  Just  the  mechanics  of  makir 
the  system  work  is  likely  to  cau^ 
shocks.  A  strong  economy  could  cushic 
the  blows.  But  if  a  recession  hits  Ei 
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MAY  2-3. 1998  Govern- 
ments pick  EMU  mem- 
bers and  set  exchange 
rates  for  entry. 

JAN.  1, 1999  European 


monetary  policy.  Nation- 
al currencies  remain,  but 


,  the  euro  will  be  blamed  and  politi- 
i  will  run  for  cover, 
ill,  the  real  measure  of  the  eui'o's 
power  will  be  how  much  deep-seat- 
conomic  reform  it  triggers  across 
Continent.  There  are  formidable 
1  ahead.  As  restmcturing  hits  and 
nployment  rises,  politicians  will 
i  under  intense  pressure  to  raise 
ding  and  taxes.  But  that  old  ap- 
?h  will  deepen  problems  in  the  eiu*o 
High-tax  economies  are  likely  to 
cen,  while  lower-tax  players  would 
Many  workers  w\l\  also  suffer.  If, 
ixample,  Spain  slumps,  will  its  workers  move  to  Ger- 
f  to  find  jobs?  The  answer  now  is  no — unless  govem- 
;s  agree  to  standardize  job  requirements  and  pensions, 
the  workers'  part,  old  habits  die  hard.  It  seems  likely, 
!ver,  that  if  French  socialists  hold  to  a  35-hoiu-  work- 
c  while  Portugal  allows  longer  hours,  companies  will 
i  south  to  save  costs,  just  as  U.  S.  companies  shunted 
from  New  York  to  Texas — and  now,  to  Mexico. 
lERED  BANKS.  Massive  job  disiTiptions  are  almost  a  cer- 
y.  By  most  estimates,  one  in  five  workers  will  be  af- 
d  by  mergers  and  downsizing,  and  some  5%  of  em- 
!es  could  lose  thi^u-  jobs.  Even  at  the  peak  of  America's 
isizing  and  Britain's  Thatcher  revolution  in  the  eai'ly 
i,  job  turmoil  was  not  gi-eater  than  these  levels.  Take 
s.  Analysts  estimate  that  as  many  as  a  half  of  the 
lOO  bank  branches  across  the  Continent  may  have  to 
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JULY  1,2002  National  cur- 
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JAN.  1,  2002  Euro  physi- 
cally begins  to  replace 


DATA  BANQUE  PARIBAS. 
EUROPEAN  COMMISSION 


People 


EUROPEANS  ARE 
BIG  SAVERS... 

:as  share  of  household  income 


...BUT  TECH 
SPENDING  LAGS 


iW  ECONOMY)  GOLDMAN.  SACHS  &  CO,  INTER-AMERICAN  lifVLKJI'MLNf  BANK,  MORGAN  STANLEY, 
;ANrv,  J  P  MORGAN  &  CO ;  GOLDMAN,  SACHS  &  CO ,  PEOPLE)  INItkNATIONAL  DATA  CORP,;  HSBC 
1  (;U  (THE  CORPORATION)  MORGAN  STANLEY;  INTERNATIONAL  FINANCE  CORP ,  GOLDMAN.  SACHS  &  CO  ; 

UllR  S  DRI 


Special  Report 


THE  EURO 


close.  Tens  of  thousands  of  workers  in  these  banks  could  be 
early  casualties  of  the  euro. 

No  govemment  could  withstand  a  siege  like  this.  Eu- 
rope probably  won't  have  to,  either  That's  because  job  cut- 
backs will  stretch  out  for  years,  even  as  new  jobs — tempo- 
rary and  full-time — are  created  in  small  companies  and 
sei"vice  businesses.  The  underground  economy  will  also  ab- 
sorb the  shock.  An  estimated  28  million  people,  or  neai-ly  one 
in  five  workers,  work 
off  the  books. 

But  the  key  to  the 
euro's  success  has  to  be 
growth.  Much  of  the  re- 
stracturing  now  gi-ipping  Eui-ope  is  a  result  of  deregulation 
as  companies  get  ready  to  meet  global  competition.  They  ai-e 
laying  a  foundation  for  economic  exjjansion.  In  deregulated  in- 
dustries such  as  telecoms  and  airlines,  new  players  ai"e  com- 
ing in.  As  lai'ger  companies  retool  and  shift  to  faster-gi'owfth 
areas,  new  sei-vice  companies  are  spiinging  up  around  them. 
These  are  providing  new  jobs — but  often  at  less  pay.  The 
Netherlands  has  pushed  unemployment  down  to  5.2%  from 
Eui'ope's  average  11%  rate  by  deregulating,  holding  the  line 
on  wages,  and  encom-aging  flexible  employment. 

Perhaps  the  gi'eatest  pro-growth  effect  of  the  eui'o  will 
come  as  it  spurs  price  competition.  As  prices  become  visible 
in  one  cuireney  across  the  Continent,  costs  will  be  instantly 
comparable.  Companies  will  reallocate  investment  to  the 
most  profitable  regions.  WMle  jobs  will  be  lost,  more  Em-o- 
pean  companies  should  be  able  to  compete  globally.  Says 
Louis  R.  Hughes,  president  of  General  Motors  Coi"p.'s  in- 
ternational operations:  "Whether  in  two,  thi-ee,  or  five  yeai's, 
Europe  will  be  a  lot  leaner  and  more  competitive." 

The  new  competitiveness  could  be  further  shai-pened  as 
Europe's  governments  start  comparing  tax  and  spending 
rates.  High  business  taxes  vrill  become  increasingly  difficult 
for  gover-nments  to  maintain  once  monetary  union  is  in  full 
operation.  Finland's  top  coi-porate  tax  rate,  for  example,  is 
just  27%,  vs.  57%  for  Gennany.  Once  the  euro  is  in  place, 
governments  will  no  longer  be  able  to  devalue  to  lower 
costs,  so  companies  will  have  to  move.  "If  you  remove  cur- 
rency as  a  safety  valve,  governments  will  be  forced  to  focus 
on  real  changes  to  become  more  competitive:  lower  taxes,  la- 
bor-mai-ket  flexibility,  and  a  more  favorable  regulatoiy  back- 
ch-op  for  business,"  says  Ravi  Bulchandani,  a  Morgan  Stanley 
Dean  Witter  &  Co.  economist  in  London.  If  that  happens,  an- 
alysts figure  euro  club  economies  could  expand  an  average 
3%  or  more  annually  over  the  next  decade. 

Foreign  investors,  led  by  finance  companies,  vdll  also 
spur  jobs  and  gi-owth.  Investment  banks  such  as  Morgan 
Stanley,  Goldman  Sachs,  and  Menill  Lynch  ai-e  shifting  peo- 
ple from  New  York  to  London  to  exploit  emu's  possibilities. 
The  lure:  a  giant  new  financial  mai'ket.  For  staiters,  the  eur-o 
zone  government  bond  market— at  $1.9  ti-illion  and  ahnost  as 
big  as  the  U.  S.  Ti-easury  market — is  apt  to  diversify.  That's 
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because  strapped  central  governments, 
which  generally  have  done  most  of  the  bor- 
rowing, are  expected  to  push  spending  onto 
municipalities. 
On  top  of  that,  the  corporate  bond  market  in 
the  euro  zone  is  valued  at  just  $160  bilhon,  one- 
sixth  the  size  of  the  U.  S.'s.  And  its  stock  markets 
have  a  combined  capitalization  of  just  $3.6  trillion, 
less  than  one-third  the  size  of  U.  S.  equity  mar- 
kets. Goldman,  Sachs  &  Co.  figures  the  corpo- 
rate bond  market  will  quadruple  in  size,  to  $800 
biUion.  Fragmented  Continental  equity  markets 
also  are  likely  to  merge. 

FLEXIBLE  WORKERS.  The  prospect  of  cheaper 
money  and  shareholder  demands  for  higher  per- 
formance are  also  changing  corporate  Europe. 
Underperforming  conglomerates  have  been  selling  units 
that  can't  match  rivals'  profits.  Siemens  last  year  spim  off 
its  dental-products  unit  into  a  leveraged  buyout,  a  com- 
pany called  Sirona.  Alcatel  Alsthom  in  France  and  Phihps 
Electronics  in  the  Netherlands  have  been  paring  down, 

too.  As  a  result,  com- 
panies are  investing  in 
winners — not  losers. 

Amid  this  restruc- 
turing, one  point  has 
been  obscured:  Workers  are  grudgingly  becoming  more 
flexible.  From  Daimler  Benz  to  tiny  knitting-needle  mak- 
er Gustav  Selter,  for  example,  German  companies  are  ne- 
gotiating plant-by-plant  pay  and  work-rule  concessions 
they  couldn't  before.  That's  one  reason  unit  labor  costs  in 
Europe  will  rise  just  0.7%  this  year,  Germany's  will  prob- 
ably fall  by  0.5%,  after  dropping  1.7%  last  year. 

As  the  euro  kicks  in,  it's  also  hkely  to  speed  deregula- 
tion, which  has  already  reordered  Europe's  corporate 
landscape.  Since  the  European  Union  mandated  deregu- 
lation of  airlines  last  year  and  of  telecoms  as  of  last  Jan- 
uary, upstart  challengers  have  been  taking  on  national 
giants  such  as  air  carrier  Alitalia  and  Deutsche  Telekom. 
Now,  Germany  says  it  will  totally  open  its  postal  market 
by  2003.  Klaus  Zumwinkel,  the  ex-head  of  mail-order  giant 
Quelle  who  now  is  ceo  of  Deutsche  Post,  says  he  will  be 
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SKEPTIC: 

**Monetary  union  is 
a  crazy  project.  It  : 
creates  deflation. 
That's  why  the 
currency  will  be  a 
disaster." 

— Emmanuel  Tbdd,  French 
Philosopher 


ready.  "In  the  real  world,  things  are  going  to  happen 
much  faster  than  politicians  expect,"  he  contends. 

Indeed,  some  European  investors  are  talking  about  a 
"golden"  scenario  for  the  Continent.  In  this  view,  Europe 
will  take  on  attributes  of  the  American  "New  Economy," 
with  high  productivity,  low  inflation,  and  steady  growth.  If 
Europe  becomes  an  expanding  economic  power,  it  will-u 
have  gained  the  wherewithal  to  pursue  its  own  global 
political  agenda.  Cementing  European  economic  union  will 
inevitably  lead  to  talk  of  greater  political  integration.  I 

The  big  question  is  how  European  citizens  themselves 
will  react  to  all  this.  Europe's  elites  have  promised  aver- 
age citizens  that  the  new  Europe  will  be  able  to  hold  its 
own  against  the  best  in  the  global  marketplace  and  create 
jobs.  What  they  have  left  unsaid  is  that  in  this  new  era, 
Europeans  will  face  a  more  economically  insecure  future, 
without  social  protections  they  have  enjoyed  until  now. 

But  optimists  beheve  the  politicians  are  unleashing  a 
process  that  will  mean  major  progress.  "The  market  tends 
to  push  things  much  faster  than  regulators  expect,"  says 
Mark  Frevert,  head  of  European  operations  of  U.  S.  en- 
ergy giant  Enron  Corp.  That's  perhaps  more  prosaic  than 
the  rebuilding  that  led  European  visionaries  to  dream  of  a 
common  currency  40  years  ago.  But  if  it  works  in  this  age 
of  global  markets,  it  could  prove  to  be  just  as  significant. 

By  Thane  Peterson  in  Frankfurt 


THE  EURO  COULD  REMAKE  EUROPE... 


COMPANIES 


FINANCE 


LABOR 


CONSUMERS 


TAXES 


Consolidation  in  manu- 
facturing will  acceler- 
ate as  companies 
merge,  close  plants, 
and  reorganize  distri- 
bution. Service  indus- 
tries could  boom. 


POLITICAL  TENSIONS 

In  a  downturn,  Euro- 
pean countries  will 
diverge  over  monetary 
policy.  Major  battles 
could  erupt  over  tax 
policies  and  subsidies 
to  poorer  EMU  nations. 


Continental  stock  mar- 
kets will  grow  larger, 
partly  by  merging.  Cor- 
porate and  junk-bond 
markets  will  boom. 
Low-profit  banks  will 
be  takeover  bait. 


As  capital  becomes 
more  mobile,  labor  will 
be  on  the  defensive. 
Unemployment  may 
fall  as  jobs  are  created, 
but  wages  will  be 
under  pressure. 


Consumers  will  get  a 
better  break.  Price  dif- 
ferentials will  narrow, 
and  cheap  imports 
from  Asia  and  Central 
Europe  will  become 
more  plentiful. 


...BUT  NOT  WITHOUT  DISLOCATION 

INCOME  INEQUALITY      BOOM  AND  BUST     GLOBAL  COMPETITION 


EMU  budget  deficit 
rules  may  force  cuts  in 
health  and  welfare 
benefits.  The  gap 
between  rich  and  poor 
may  expand. 


Forced  to  adopt  low 
interest  rates,  fast- 
growing  countries  such 
as  Ireland  may  suffer 
from  overheating  and  a 
bust  in  property  and 
stock  markets. 


As  Europe  attracts  for- 
eign rivals,  homegrown 
companies  will  be 
under  pressure  to 
invest  in  lower-cost 
Central  Europe  or 
Asia. 


Pressure  from  lower- 
tax  countries  may 
finally  force  Germany 
and  France  to  reform 
tax  systems  and  pare 
back  government. 


LOSS  OF  STYLE 

The  EMU  will  speed 
the  closing  of  small 
shops,  and  expansion 
of  chain  eateries  and 
discount  stores,  that 
could  diminish  local 
character. 
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While  you  can't 
unt  on  the  weather, 


MCI  makes  sure 


you  can  count  on 


As  those  storm  clouds  start  to  roll  in,  so  do  the  hits  on 
wwu'. weather. com,  one  of  the  ten  most  visited  sites  on  the 
Internet.  During  periods  of  extreme  weather,  the  site 
experiences  heavy  bursts  of  traffic  —  up  to  25  million  hits  — 
as  people  check  in  for  up-to-the-minute  weather  conditions. 
Fortunately,  as  the  site's  web  host,  MCI  offers  a  high-speed 
network,  bandwidth-on-demand  and  proactive  monitoring 
to  ensure  the  site  can  handle  peak  volume  periods.  After  all, 
The  Weatlier  Channel  woiJdn't  want  anyone  to  be  left  out  in 
the  cold.  To  find  out  how  MCI  can  help  manage  your  internet 
and  data  needs,  visit  www.mci.com/data. 


e  Weather  Channel' 


web  site. 


MCI 


FINANCE 


The  Great 
Money  Bazaar 

The  EMU  has  altered  the  landscape  for  good 


In  Europe's  new  economy,  finance  is  Ground  Zero,  the 
starting  point  for  the  viiluous  circle  that  Europe's  plan- 
ners intended  to  set  in  motion  with  monetary  union.  For 
the  first  time,  the  Continent  has  a  monetaiy  glue  that,  if 
it  holds,  will  force  its  economies  to  become  more  efficient, 
however  painful  that  might  be. 

Even  before  a  single  eiu'o  coin  is  circulated,  the  pi'ospect 
of  monetaiy  union  is  transfoiTning  Europe's  financial  scene. 
Cautious  German  and  Italian  investors,  who  formerly 
wouldn't  put  their  savings  into  anything  riskiei'  than 
their  own  govemment's  bonds,  now  have  an  appetite 
for  British  Telecom  equity  waiTants  and  Polish  debt. 
Banks  are  feeding  their  hunger  vdth  new  products 
and  sei-vices,  fi-om  mutual  funds  to  magazines.  Compa- 
nies are  financing  takeovers  and  U.  S.-style  management 
buyouts  by  issuing  their  first-ever  junk  bonds  and  cleaning 
up  their  reporting  to  prove  the  bonds  are  safe. 

Indeed,  after  Europe's  capital  mai-kets  switch  to  the  sin- 
gle currency  on  Jan.  1,  they  will  instantly  acquire  more 
muscle  and  longer  reach.  The  euro  will  wipe  out  some  $65 
billion  annually  in  ciUTency  exchange  costs  and  cut  the  mid- 
dleman out  of  trillions 
of  dollars'  worth  of 
transactions.  Making 
Europe's  monies  one 
will  create  a  vast  pool 
of  capital  that  is  suddenly  far  more  mobile  than  befoi'e. 

Overnight,  11  separate  govemment  bond  markets  will 
turn  into  a  single,  $2  trillion  behemoth.  Italy's  paltiy  $68  bO- 
lion  stock  market  has  the  jjotential  to  balloon  to  $275  billion. 
The  Continent's  coi-porate  bond  mar-ket  could  quadniple,  to 
nearly  $800  billion.  The  hundreds  of  billions  in  low-eaming 
government  funds  that  now  finance  workers'  retirement 
give  way  to  a  new  universe  of  fast-gi-owing,  privately 
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managed  pension  assets.  In  the  space  of  only  a  few  years, 
the  Europeans  hope  to  fashion  the  sort  of  unified  financial 
mai'ket  it  took  Americans  a  centuiy  to  establish. 
FRONT  LINES.  These  huge  financial  markets  wiW  reshape 
Europe's  coqjorations  and  modernize  its  economy.  Without 
the  traditional  weapon  of  currency  devaluation  to  patch 
over  economic  weakness,  governments,  companies,  and  banks 
will  have  to  fight  for  capital.  That  means  slashing  costs  and 
budget  deficits,  showing  stable,  predictable  gi'owth,  and  of- 
fering investors  appealing  returns. 

An  enlarged  financial  market  also  will  attract  more  in- 
'  estors  both  inside  and  outside  Europe.  No  longer  able  to 
:  •ade  on  ciuTency  lisk,  these  investoi^s  will  seek  yield  in  new 
jilaces.  Already,  money  is  flooding  into  the  fledgling  small-cap 
markets,  niutuiing  technology  and  biotech  startups.  Share- 
holders are  demanding  more  from  management  at  formerly 
complacent  corporate  giants,  quickly  rewarding  those  that 


streamline  and 
punishing  the 
laggai'ds. 

Financial  institu- 
tions are  at  the  fi'ont 
lines  of  the  fight  for  ca{> 
ital.  To  milk  the  nascent 
markets  in  asset  manage- 
ment, trading,  and  underwiit 
ing,  financial  services  firms  are 
joining  forces  across  national  bor- 
ders and  investing  in  technology. 
With  the  state's  role  shrinking,  they 
want  to  be  the  private  handiei-s  of  Eu- 
rope's savings  and  providers  of  its  safe- 
ty net.  "We  see  the  eiu'o  as  a  catalyst  for 
a  totally  new  approach  to  investing,"  says  Bernd  ' 
Maltzan,  head  of  private  banking  at  Deutsche  Bank. 

As  governments  cut  spending  to  qualify  for  the  EMU, 
terest  rates  have  come  down — to  just  5%  long-term  ; 
3.5%  to  4%  for  short  rates.  That  is  pushing  more  and  m 
investors  into  stocks.  And  because  Europe's  equity  ir 
kets  have  so  much  room  to  gr'ow,  the  34.8%  average  ris« 
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■opean  bourses  since  January,  1997, 
r  be  just  the  beginning, 
'he  forces  that  started  the  equity 
m  could  keep  driving  it  for  at  least 

more  yeai's.  First,  interest  rates  ai'e 
cast  to  stay  low.  Inflation  is  nowhere 

the  horizon  in  Europe's  core 
lomies,  and  emu  members  have  corn- 
ed themselves  to  continued  fiscal  dis- 
ne  post-euro. 

econd,  Europe's  privatization  wave 
keep  on  rolling.  Governments  are 
n  to  get  money-losing  businesses, 
1  banks  to  utilities,  off  their  books. 
'.  Morgan  &  Co.  forecasts  that  Eui'o- 
ian  privatization  offerings  will  total 
$62  billion  in  1998.  Third,  the  merg- 
er  mania  that  has  swept  the  region  in  the  past  sever- 
al years  will  gi'ow  wilder  as  companies  try  to  build 
European  muscle.  That  will  expand  the  tier  of 
transnational  giants  for  investor's — Eur'ope's  new 
blue  chips. 

Low  inter'est  r-ates  and  lots  of  new  stock  op- 
portunities bode  well  for  the  equity  mar*kets. 
But  they  won't  all  boom  together  The  r-eason 
is  that  investors  will  increasingly  bench- 
mar-k  their-  retur-ns  against  Eur-opewide 
indexes,  such  as  the  Dow  Jones  Em-o 
STOXX  50  or  ftse's  Eur-otop  100.  To 
match  the  indexes'  perfor-mance, 
they'll  need  to  shift  out  of  domestic 
mai'kets  towarxl  top  Eur-opean  equities. 
Instead  of  automatically  buying  Fr-ench 
retailer  Carrefour",  for  instance,  a  French 
investor  will  be  more  likely  to  look  at 
Britain's  Marks  &  Spencer  PLC.  German  in- 
vestors are  already  shunning  popular  Deutsche 
Telekom  for  faster--gr-owing  challenger-s.  And  old- 
style  conglomerates,  ft-om  Hoechst  in  chemicals  to 
Italy's  state-owned  IRI  m  energy,  will  wind  up  losers 
unless  they  spin  off  their  mar-ginal  units  and  form  al- 
liances with  strong  partners  in  their  cor-e  business. 
The  Continent's  new,  r-eturn-hungry  stock  buyers  will 
le  a  stark  light  on  competitive  failings.  The  need  to  di- 
ify  out  of  home  mar-kets  is  for-cing  investors  to  think 
ally,  measuring  Eur-opean  players  against  U.  S.  industry 
3rs.  "Siemens  can't  behave  very  differently  from  General 
trie,"  says  one  German  money  manager'.  "Deutsche  Bank 
to  behave  like  the  U.  S.  banks,  and  we  have  to  worry 
it  Fidehty  and  Vanguard." 

filRGASBORD.  Investors'  quest  for  retm'ns  will  also  trans- 
1  the  gigantic  new  bond  market.  "The  big  story  is  the 
ch  for  yield  and  diversification,"  says  Ralf  Schi'eyer,  a 

manager  at  Dws,  Deutsche  Bank's  mutual-fund  ar-m.  As 
suit,  there  will  be  an  explosion  in  debt  instruments  of- 
ig  investors  a  smorgasbord  of  new  r-isk  classes.  For-  the 

time,  there's  a  r-eady  mar-ket  for  state-backed  municipal 
is,  high-yield  cor-por-ate  debt,  and  everything  in  be- 
in.  "The  focus  shifts  from  cur'r-ency  r-isk  to  credit  risk," 

Alexander  Schrader,  head  of  economics  at  Bayer-ische 
iinsbank.  "Everyone  is  looking  for  a  bigger  spr-ead." 
ost  analysts  expect  the  lower'-yielding  gover-nment  bond 
ket  to  contract,  at  least  initially.  To  stick  with  the  emu 
:ram,  its  members  have  to  contr-act  debt.  They  also 
!  to  keep  lower  budget  deficits,  so  inter'est  rates  aren't 
y  to  diver'ge  much.  Some  portfolio  managers  are  now 
ng  Greek  debt,  yielding  350  basis  points  mor-e  than 
ds,  on  the  theory  that  Gr-eece  will  join  the  EMU  in  2001. 


Bonds,  bourses, 
and  small-cap 
markets  could 
boom;  banks 
may  well face  a 
bloodbath 


The  bravest  buyers  are  taking  positions 
in  high-yielding  Czech  and  Polish  bonds. 

No  wonder  the  emu's  core  gover'n- 
ments  ar'e  trying  to  make  their  own 
bond  mar-kets  more  attr'active.  Fr-ance 
is  intr-oducing  new  debt  instr-uments  such 
as  inflation-indexed  bonds.  Other'  gov- 
er'nments  ar'e  standardizing  the  formulas 
by  which  they  calculate  interest  or 
adopting  fixed  calendars  for  their  debt 
auctions.  Such  changes  all  ser-ve  to  make 
the  government  bond  market  more 
transparent  and  mor-e  liquid.  "This  is 
definitely  increasing  competitiveness  in 
bonds,"  says  Mar-tin  Br-ookes,  interna- 
tional economist  at  Goldman  Sachs  & 
Co.  in  London. 
Greater  competition  also  creates  a  huge  oppor-tunity  for 
companies  to  r-aise  low-cost  capital.  One  reason  the  Eur-opean 
corporate  bond  mar-ket  has  remained  so  tiny  is  that  there 
were  too  few  investors  to  make  corporate  debt  issues  wor-th- 
while.  Thanks  to  legal  restr-ictions  on  how  much  money  in- 
vestors could  put  into  for-eign  currencies,  a  Fr-ench  company 
issuing  a  bond  had  to  depend  largely  on  French  buyers. 
And  issuing  debt  in  German  marks  to  attract  Ger-man  in- 


EUROPE'S  MARKETS 
WILL  EXPLODE... 

POST-EMU 


PRE-EMU 


1 1  national  stock  markets 
trading  in  local  currencies 
with  a  $2.5  trillion 
market  capitalization 

1 1  separate  government 
bond  markets 
worth  $2  trillion 

An  illiquid  $160  billion 
corporate  debt  market 

Some  $650  billion 
worth  of  government 
pension  liabilities 


Fewer  exchanges,  with 
a  euro-denominated 
market  capitalization 
as  high  as  $7.5  trillion 

A  single  euro  bond 
market  that  may 
increase  by  $500  billion 

An  active  $800  billion 
corporate-debt  market 

Steady  flows  into  fast- 
growing,  privately  man- 
aged pension-fund  assets 


...GIVING  INVESTORS 

A  BRAND-NEW  MENU  r 

STOCK  Local  heroes  such  as  Volkswagen  will  play  second 
fiddle  to  trans-European  giants  such  as  SAP.  Expect  big 
cross-border  takeover  plays  in  banking  and  aerospace. 
Look  for  initial  public  offerings. 

BONDS  A  smorgasbord  of  corporates  will  appear,  from 
AAA-rated  to  junk.  The  high-yield  corporate  bond  mar- 
ket could  hit  $8  billion  in  this  year.  Even  sovereign  debt 
will  pick  up,  with  governments  adding  maturities. 

NEW  PRODUCTS  A  mutual  fund  for  every  wallet  and  risk 
tolerance.  Next  to  plain-vanilla  stock-index  funds,  look 
for  sector  funds,  low-risk  "retirement"  funds,  exotic 
country  funds.  Fees  will  keep  coming  down,  too. 

DATA  BUSINESSWEEK 
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\'estui-s  was  proliibilively  expensive.  Nuw,  wiliiuut  llie 
obstacle  of  cui'i-ency  risk,  companies  can  peddle  theif  debt 
thi-oughout  the  EMU  region. 

In  addition,  startups  have  a  new  advantage.  As  banks 
get  out  of  the  lending  business,  big  companies  will  issue 
safe,  AAA-rated  bonds  paying  one  or  two  percentage 
points  more  than  government  debt.  But  more  aggressive 
investors  will  be  eager  to  lend  to  tiny  new  companies  is- 
suing riskier  bonds.  The  mai'ket  in  European  high-yield 
corporate  debt  gi-ew  from  $2  billion  to  $4  billion  in  1997 

and  could  double 
again  in  1998.  The 
pattern  is  already 
showing  in  stocks, 
where  Europe's 
small-cap  Nouveau  Marche  and  Neue  Markt  have  risen 
three  times  faster  than  the  broader  markets  this  year. 

There  will  be  losers  in  Europe's  financial  free-for-all. 
And  as  the  sellers  of  money,  the  banks  have  the  most  to 
fear.  Not  only  will  lenders  lose  big  income  as  foreign  ex- 
change trading  and  money-mai'ket  operations  sluink  in  im- 
portance, but  their  margins  will  come  under  even  gr'eater 
pressure  as  the  industi-y  continues  to  consolidate.  From 
France's  loss-ridden  Credit  Lyonnais  to  the  smallest  sav- 
ings bank  in  Germany,  the  euro  represents  a  watershed.  It 
will  take  a  heavy  toll  on  their  former  bread-and-butter 
wholesale  businesses,  ft"om  government  bond  trading  to 
foreign  exchange.  McKinsey  &  Co.  estimates  that  togeth- 
er, such  businesses  account  for  40%  to  80%  of  Eiu'opean 
bank  revenues. 

TOOTH  AND  NAIL.  Over  the  long 
term,  banks  must  reinvent  them- 
selves to  make  the  most  of  Europe's 
new  capital  mai'kets.  Theii'  cozy  lend- 
ing relationships  with  industrial  gi- 
ants, bolstei-ed  by  cross-shareholding 
and  overlapping  boards,  will  no 
longer  be  profitable.  Instead,  they 
need  to  beef  up  the  much  more  lu- 
crative areas  of  asset  management, 
undei-writing,  and  M&A.  That's  what 
drove  Deutsche  Bank,  Dresdner 
Bank,  and  Swiss  Bank  Corp.,  for  ex- 
ample, to  buy  British  investment- 
banking  houses.  If  Europe  hones  its 
expertise  in  investment  banking,  it 
could  soon  have  its  own  class  of  su- 
perstars pulling  down  millions  for 
taking  a  Continental  version  of 
Netscape  public,  for  example. 

But  with  U.  S.  rivals  like  Morgan 
Stanley  Dean  Witter  &  Co.  and  Mer- 
rill Lynch  &  Co.  breathing  down 
their  necks — and  in  the  face  of  huge 
new  combos  such  as  Citicorp  and 
Tj-avelers  Group  Inc. — Europeans 
also  have  to  slash  costs  to  compete. 
So  the  wave  of  mergers  that  created 
the  $25  billion  UKS-SBC  will  crest  into 
even  more  epic  consolidation  over 
the  next  decade.  Many  analysts  think 
only  10  big  banks  will  survive  the 
shakeout.  The  efficient  Dutch  and 
market-savvy  British  and  Swiss  look 
like  winners.  The  French  and  Ger- 
mans get  few  votes  of  confidence. 

As  the  euro  decimates  old-line  ac- 
tivities and  creates  new  markets  for 
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**One  important  thing 
Germans  are  proud  of 
is  the  Deutschemark. 
It  has  a  psychological 
value  for  Germans.  We 
must  now  give  up  this 
thing  that  we  are  so 
proud  of.  It's 
emotional.  People 
don't  sense  the 
advantages." 


— IHaus  Wiesehugel,  chairman 
of  Gerrmn  construction  vwrk- 
ers' union 


new  pi'otlucts,  banks  are  scrambling  to  create  business 
lines  from  scratch,  while  fighting  tooth  and  nail  over  tra- 
ditional ones.  They  ai'e  selling  insui'ance  and  mutual  funds 
in  each  other's  territory  and  racing  to  be  fu-st  to  market 
with  new-fangled  products  such  as  structured  debt  port- 
folios aimed  at  hedge  fimds.  The  biggest  lenders  are  spar- 
ring over  whose  brand  name  will  grace  the  new,  Eu- 
ropewide  stock  indexes  and  who  will  come  up  with  a 
Moody's-style  rating  system  for  Eui'opean  coi-porate  bonds. 

In  overbanked  France,  GeiTnany,  and  Italy,  the  blood- 
bath has  barely  begim.  Half  of  the  Continent's  bank 
branches — and  hundreds  of  thousands  of  jobs — need  to 
be  eliminated  before  these  countries'  banks  ai"e  in  fighting 
trim  to  compete  in  a  borderless  Europe.  V/ith  returns 
on  equity  averaging  9%,  compared  with  17%  for  U.  S. 
competitors,  Europe's  banks  lag  far  behind  its  manufac- 
turing companies  in  much-needed  downsizing. 

The  same  fierce  competition  driving  bank  consolidation 
is  raging  among  another  keeper  of  Europe's  finance  in- 
frastnictm-e — the  exchanges.  The  euro  wiU  render  obsolete 
much  of  the  trading  in  bond-based  contracts  that  makes  up 
the  exchanges'  core  earnings.  Some  exchanges  will  just 
disappear.  The  common  market  has  32  stock  exchanges, 
compared  with  eight  in  the  U.  S.,  and  23  derivatives  ex- 
changes, versus  seven  in  the  U.  S.  Over  the  next  10  years, 
euro  business  is  likely  to  concentrate  in  thi'ee  or  four 
huge,  efficient  centers  that  trade  the  most  popular  prod- 
ucts and  give  member's  access  to  othei-s  around  the  world. 
In  preparation,  European  exchanges  are  computem- 
ing — and  challenging  the  once  domi- 
nant London  Intemational  Financial 
Futui-es  &  Options  Exchange,  which 
still  uses  the  open-outciy  system,  in 
the  process.  France's  Matif  SA,  Eu- 
rope's third-largest  derivatives  ex- 
change, launched  computerized  trad- 
ing on  Apr.  7  after  a  strike  by 
open-outciy  traders  fearfial  of  losing 
their  jobs. 

Frankfuit's  computerized  Deutsche 
Terminborse  (dtb)  has  snared  70% 
of  European  trading  in  Bund  futures, 
up  fr-om  a  30%  market  share  a  year 
ago,  all  at  liffe's  expense.  "The  fu- 
tur"e  of  trading  bond  futures  con- 
tr-acts  is  on  a  screen,"  admits  Guy 
Simpkin,  director  of  product  devel- 
opment for  LIFFE.  His  exchange  has 
announced  a  schedule  for  going  elec- 
ti-onic — an  investment  of  $33  million 
to  $66  million.  On  the  defensive,  it 
has  also  announced  an  owTiership  re- 
structuring intended  to  focus  more 
closely  on  profitability. 

Companies  and  investors  will  be 
the  big  beneficiaries  of  such  efforts. 
That  was  the  whole  idea  behind  the 
new  Europe,  after  all.  Just  as  mass 
pr-oduction  brought  down  the  price 
of  goods  for  consumer-s,  the  EMU  is 
lowering  the  price  of  money,  creating 
more  resour'ces  for  innovation  and 
wealth.  Even  if  monetary  union  isn't 
a  smash  hit,  the  changes  it  has  al- 
r-eady  wr'ought  in  Europe's  financial 
mar-kets  ar'e  likely  to  have  a  healthy 
and  long-lasting  effect. 

By  Joan  Warner  bi  Frankfurt 
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CORPORATIONS 

Industrial 
Evolution 

Coming  soon:  A  leaner  Corporate  Europe 

Jean-Pierre  Rodier,  CEO  of  French  aluminum  giant 
Pechiney,  is  racing  to  create  the  new  Eui'opean  coipo- 
ration.  When  he  anived  in  1994,  Pechiney  was  a  lum- 
bering state-owned  dinosaiu;  suffocated  by  high  costs, 
an  enormous  debt  load,  and  a  lack  of  focus.  Foiu-  yeai's  lat- 
er, his  company  is  lean,  privatized,  and  profitable.  "Tliat  was 
the  easy  pait,"  says  Rodier.  Like  other  coi-porate  brass,  he 
believes  that  Europe,  newly  welded  together  by  a  common 

ciurency,  faces  a  five- 
year-  stretch  of  intense 
competition  as  compa- 
nies slash  prices,  trim 
suppliers,  and  make 
"major  changes  in  production  methods." 

Europe's  industry  is  about  to  get  a  radical  face-lift  as 
the  euro  upsets  the  status  quo.  The  common  currency 
will  immediately  highlight  pricing  disparities,  helping 
strong  companies  to  snatch  markets.  The  r-esulting  squeeze 
on  profit  margins  will  force  Corporate  Eur-ope  to  seek 
economies  of  scale  as  never  before  in  a  torrent  of  mergers 


MERCEDES  PLANT 

Mam/facturing  will 
be  more  competitive 
and  more  profitable 


Special  Report 


THE  EURO 


and  plant  shutdowns.  With  cur- 
rency risks  gone,  companies 
won't  need  to  operate  in  as 
many  countries  as  today.  Many 
are  already  preparing  to  move 
to  fewer,  cheaper  locales. 

As  change  cascades  thr-ough  Coi'por-ate  Europe,  one  in 
five  workers  may  have  to  change  jobs  over  the  next  five 
year-s.  Tliat  will  incr-ease  the  chances  of  a  political  backlash. 
Industry  will  scatter-  as  much  pr-oduction  as  it  can  to  the, 
south  and  east  of  Em'ope,  wher-e  labor-  costs  and  taxes  are 
lower-.  Manufactur-ing,  though  it  will  make  up  a  lesser 
share  of  the  economy,  will  be  globally  competitive  and 
much  more  pr-ofitable. 

Many  analysts  believe  that  a  tougher;  feistier  Europe 
will  emerge  from  the  turmoil.  Over-all,  costs  will  fall  andi 
governments  will  come  under  pr-essur-e  to  slash  taxes  to, 
save  jobs.  The  optimistic  view  is  that  Europe's  business 
climate  will  be  much  mor-e  hospitable  to  gi-owth  industr-ies. 
Entr-epr-eneur-s  and  ventur-e  capitalists  believe  that  a  re- 
invigorated  Eur-ope  will  better  nui-tur-e  Infor-mation-Age 
pr-oducts,  fr-om  the  Inter-net  to  computer-s-on-a-chip,  along 
with  biotech  goods  and  ser-vices.  Small  and  midsize  com- 
panies will  produce  mor-e  of  Eur-ope's  output.  "The  eui-o  is 
going  to  help  create  sustained  Eur-opean  growth"  of  3%  or 
4%  a  year,  says  Jean-Mar-ie  Messier,  ceo  of  France's  Com- 
pagnie  Gener-ale  des  Eaux. 

COMPARE  AND  SAVE.  The  pr-ocess  isn't  alchemy;  it's  simply 
a  matter-  of  letting  the  mar-kets  wor-k  at  last.  The  eur-o  is 
the  catalyst  because  of  the  added  power-  it  gives  Eu- 
i-ope's  new  financial  mar-kets.  National  gover-nnrents  will  no 
longer-  be  able  to  rig  bond  mar-kets  in  their  favor-,  so  they 
won't  be  able  to  run  up  huge  deficits  with  impunity.  Eu- 
r-opean Union  antitrust  cops  ar-e  also  conrpelling  govern- 
ments to  scale  back  huge  subsidies  to  er-stwhile  national 
champions  such  as  Cr-edit  Lyonnais.  And  as  Europe's 
banks  feel  the  heat  of  competition,  they  will  starl  to  un- 
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oad  industrial  holdings,  blowing  away  the  cobwebs  of 
orporate  cross-shareholdings.  Companies  will  be  in  open 
ompetition  for  capital  and  credit.  "The  result  will  be  [a 
iercely  competitive]  business  environment  which  Europe 
las  spent  the  last  50  yeai-s  trying  to  avoid,"  says  Jonathan 
Itory,  professor  at  France's  insead  management  school 
lear  Paris. 

Pricing  will  be  a  potent  agent  of  change.  Starting  next 
ear,  it  will  be  a  snap  for  Europeans  from  Lisbon  to 
'/openhagen  to  compare  prices  on  eveiything  ft-om  re- 
rigerators  to  heavy  machineiy,  because  they'll  all  be 
'uoted  in  the  same  money.  So-called  pricing  transpai'ency 
;  an  obvious  boon  to  consumers  and  cor-porate  purchasing 
apartments.  But  it  will  be  a  curse  to  uncompetitive  com- 
anies  or  those  that  have  been  able  to  stick  national 
larkets  for  whatever  they  would  beai".  "The  lack  of  a  sin- 
le  cunency  was  one  of  many  invisible  banners,"  says 
erge  Foucher,  chief  financial  officer  at  Sony  Em-ope. 

Drugmakers  are  masters  of  this  game.  Drug  prices 
ow  vary  as  much  as  250%  between  the  rich  socialized 
ledical  systems  of  Northem  Europe  and  the  poorer  ones 
I  the  south.  "We  will  meet  in  the  middle  [of  the  price 
mge],"  says  a  confident  John  Manser,  head  of  group 
•easury  at  Swiss  drug  giant  Novaitis.  Many  consultants 
isagree,  predicting  prices  will  tumble,  squeezing  profits, 
[t  is  a  time  bomb,"  says  Kamran  Kashani,  marketing  pro- 
issor  at  Lausanne's  imd  business  school. 
MERGER  MANIA.  The  cleansing  action  of  Continentwide 
rice  competition  will  prompt  big  changes.  "The  market 
ill  force  companies  to  do  things  that  they  didn't  have  to 

the  past,"  says  Jimm  Dunn,  director  of  the  euro  pro- 
ram  at  General  Motors  Europe  in  London. 

What's  alaiTning  is  that  thousands  of  Em-opean  man- 
ners don't  yet  understand  this.  Most,  says  Francois 
harriere,  a  partner  at  Andersen  Consulting  in  Paris, 
ew  the  euro  as  a  bookkeeping  issue  and  are  not  ready 
r  the  coming  blast  of  competition.  "The  real  problem  is 
)t  whether  you  can  invoice  in  eui'os  within  two  yeai's.  It 

whether  you  will  have  any  customers  left,"  he  says. 

On  the  brighter  side,  the  euro  will  help  bring  down 
)sts.  Companies  will  save  on  foreign  cun'ency  exchange 
id  hedging  costs — $55  miUion  a  year  at  Gei-many's  giant 
i  itos-to-aerospace  group  Daimler  Benz  alone.  Em'opewide, 
ivings  could  reach  $65  billion  a  year. 

But  even  that  is  penny-ante  stuff  alongside  massive 
tst-cutting  through  economies  of  scale.  Europe's  chief 
cecutives  will  be  able  as  never  before  to  streamline  op- 
■ations.  They  are  already  taking  the  scalpel  to  produc- 
on  sites,  supplier  networks,  and  warehousing.  With 
irrency  risks  gone,  the  whole  of  Europe  becomes  one 
ant  home  market. 

Global  competition  pushed  companies  to  start  re- 
ructuring.  Now,  the  euro 
ill  force  the  pace.  French 
remaker  Michelin,  for  ex- 
nple,  is  closing  90%  of  its 
uropean  distribution  cen- 
rs,  relying  on  20  instead 

200.  Japan's  Toyota  Mo- 
r  Corp.  is  raking  over  all 
>  local  plants  wdth  a  view 

scaling  back.  Leaner  mar- 
■iting  will  help,  too.  Daim- 
r,  for  instance,  will  orga- 
;ze  sales  and  service — as 
ell  as  finance  and  leasing — 
to  bigger  regional  opera- 
ms.  "The  impact  will  be 
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colossal,"  says  Christian  Saint-Etienne,  an  economics  pro- 
fessor at  the  University  of  Paris. 

The  changes  are  sparking  a  Eui'opean  merger  boom. 
Last  year,  a  record  $384  billion  of  deals  were  done  in- 
volving 5,250  companies.  The  process  will  help  reshape 
Europe's  industrial  map.  Initially,  high-cost  countries  such 
as  Germany  and  France  will  tend  to  hemorrhage,  while  low 
wages  and  taxes  in  others  such  as  Spain  and  Ireland  will 
attract  foreign  investment.  Spain  is  ab-eady  booming,  with 
inflows  up  23%,  to  $17  billion,  last  yean  New  arrivals  in- 
clude Swedish  telephone-equipment  maker  L.  M.  Ericsson 
and  South  Korean  electronics  giant  Daewoo. 

As  companies  vote  with  their  feet,  politicians  will  come 
under  severe  pressure  to  slash  taxes  and  social  chai'ges  and 
loosen  up  inflexible  labor  markets.  So  corporate  migra- 
tion may  lead  Eui'ope  to  standai-chze  taxes,  social  laws,  and 
labor  lilies.  Although  national  politicians  will  fight  to  hang 
on  to  power  over  these  social  levers,  theii'  giip  is  likely  to 
slip.  "Price  transparency  will  certainly  let  people  see  more 
clearly  where  there  are  distortions  in  the  marketplace," 
says  Unilever  plc  chairman  Niall  FitzGerald. 

Such  pressures  might  help  blow  away  one  of  Europe's 
most  anticompetitive  habits — propping  up  inefficient  old-line 
industries  because  they're  big  employers.  Finally,  Europe 
could  get  a  much  stronger  economy.  But  only  if  politi- 
cians don't  panic  and  try  to  resist  market  forces  when 
the  early  going  gets  rough.  "The  good  news  is  that  it's 
short-term  destinction,"  says  Michael  Ki-aland,  partner  at 
Parisian  investment  advisers  Tiinity  Capital  Partners. 

To  succeed,  many  economists  say,  the  euro  needs  a  pe- 
riod of  high  Em-opean  gi-owth.  But  with  a  bit  of  luck — and 
providing  they  don't  flinch — Europe's  leaders  may  be  on 
the  brink  of  pulling  off  the  Continent's  boldest  economic 
project  since  World  War  II. 

Bi)  Gail  Ed)>iondson  hi  Paris,  with  bureau  reports 


GEHING  READY 

"A  strong  euro . . .  would  be  great 

for  exports.  If  it  becomes  a  reserve 

currency,  that  would  be  even  better. 

It  would  mean  more  foreign  direct 

investment  in  the  Czech  Republic.  If 

we  clean  up  our  economy,  foreign 

companies  will  definitely  come  in." 

— Michal  Jbrnasek,  35,  ecorumist  and 
European  Union  adviser  to  Kmyiercni Bank 
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COMMENTARY 

By  Stephen  Baker 


'A  Major  Rebirth^ 

In  technology,  Europe  is  out  to  finally  forge  a  role  as  a  global  leader 


Europe  has  a  long  tradition  as  an  ob 
stacle  course  for  entrepre- 
neiu's.  Fr'om  Hasso  Platt- 
ner's  industnal-software 
concern  to  Pieire  Chambon's 
biotech  startup,  Ti'ansgene, 
technology  companies  have 
faced  a  risk-averse  cultm-e,  :i 
morass  of  regulation,  and  a 
dearth  of  capital.  So.it  has- 
n't been  siuprising  to  see 
Eui'ope  fall  fai'  behind  the 
U.  S.  "We  missed  a  few 
steps,"  concedes  Plattner, 
co-founder  and  co-chauTnan 
of  $3.5  billion  German  soft- 
ware giant  SAP. 

But  it"  the  forces  sweeping 
Eui'ope,  from  the  euro  to 
the  Net,  succeed  in  lifting  its 
lackluster-  economy  toward 
its  potential,  could  the  region 
take  its  place  as  a  global 
technology  leader?  If  so,  in 
which  industries  will  it  shine? 
SOLID  PRESENCE.  Success  is 
no  given,  but  Em-ope  certainly 
has  a  chance.  The  main  reason 
is  that  over  the  past  10  years, 
Em-opean  companies  have  built  a  solid  pres- 
ence in  thi-ee  technologies  likely  to  see  huge  growth: 
wii-eless  communications,  business  software,  and  biotech- 
nology. To  go  further,  Em-ope  must  hokl  on  to  its  talent 
and  channel  capital  intelligently.  William  A.  Etherington, 
IBM's  genei-al  manager  in  Em-ope,  is  among  the  optimists. 
"Eui-ope  is  on  the  thi-eshold  of  a  major  rebu-th,"  he  says. 

The  region  is  al- 
i-eady  ahead  in  wii-e- 
less  communications. 
L.  M.  Ericsson  and 
Nokia  are  tm-ning 
Scandinavia  into  a  wii-eless  society.  The  ti-end  is  catcliing 
on  in  Spain,  where  Telefonica  sees  the  mobile-phone  mar- 
ket rising  100%  a  yean  Growth  in  Em-opean  cellular  sub- 
scribers is  56%  yeai-ly — 15%-  liigher  than  the  world  aver-- 
age.  Unlike  the  U.  S.,  Eui-ope  has  one  standard — and  will 
soon  be  a  united  market  of  300  million  consumers. 

Deregulation  ushered  in  Scandinavia's  wu-eless  break- 
thi'ough.  But  even  in  more  hostile  terrain,  the  old  obsta- 
cles have  fostered  creativity.  From  its  stai-t  in  the  coun- 
try town  of  Walldori"  in  1992,  sap  has  become  Em-ope's 
answer  to  Microsoft  Coip.  sap's  "enterprise"  systems  put 
all  cor-porate  information — from  inventory  in  Singapore  to 
accounts  payable  in  Newark — at  the  CEo's  finger-tips,  sap's 
sales  have  quadr-upled  in  five  years,  and  its  mar-ket  cap  is 
second  to  Microsoft's  in  the  industry.  Its  next  .uoal  is  to 
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cormect  a  company's  system  to  those 
of  customer-s  and  suppliers. 
sap  is  har-dly  alone.  Euro- 
peans are  desigTiing  advanced 
systems  for  ever-ything  fr-om 
data  mining  to  orrline  bank- 
ing. Belgium's  Ler-nout  & 
Hauspie  Speech  Products  is 
a  global  contender  in 
speech-recognition  software, 
key  to  talking  E-mail.  L&H 
has  headquar-ter-s  in  Brus- 
sels and  Boston,  and  Mi- 
crosoft bought  15%  of  its 
stock  last  year.  The  drift  is 
clear:  Em-ope's  tech  econo- 
my is  melding  with  Ameri- 
ca's as  its  companies  bench- 
mar-k  against  U.  S.  players. 

Successes  against  global 
rivals  have  helped  Euro- 
pean software  startups  gain 
access  to  financial  markets 
once  closed  to  them.  Ven- 
tm-e  capital  is  poming  in, 
pr-imiirg  the  pump  for  new 
issues  on  the  nasdaq  and  six 
high-tech  markets  across  Eu- 
rope. At  Fr-ankfurt's  21-company 
Neue  Mar-kt,  total  mar-ket  capitalization  doubled, 
to  $11.5  billion,  in  the  fii-st  thr-ee  months  of  this  year-. 

Access  to  capital  has  pr-oved  just  as  critical  to  Eur'o- 
pean  biotech.  University-br-ed  star-tups  in  Cambridge,  Mu- 
nich, and  Paris  have  cutting-edge  technology  in  genomics 
and  anticancer  compounds.  Initial  public  offerings  ar-e  on 
the  rise.  In  April,  France's  Tr-ansgene  was  over-subscribed 
when  it  listed  on  NASDAQ.  Em-ope  is  Iming  financiers  wor- 
ried that  the  U.  S.,  with  seven  times  as  many  biotech  list- 
ings, may  be  satm-ated. 

But  Em-ope  won't  lead  in  tech  without  talent.  A  brain 
ch-ain  has  hit  har-d  in  Fr-ance,  wher-e  taxes  have  pushed 
entrepr-enem-s  out.  Wliile  r-ules  ar-e  easing,  the  market  is 
mor-e  likely  to  make  the  difference.  A  common  curr-ency 
will  show  which  countries  rewar-d  wealth  generation — or 
punish  it.  Rivah-y  for-  jobs  and  capital  may  engender  a 
fi:iendher-  investor  clinrate  and  r-everse  the  talent  drift. 

The  transfor-mation  fi-om  high-tech  laggard  to  digital 
star  is  clearly  a  work  in  pr-ogress.  But  the  Continent  has 
come  far  in  a  shor-t  time.  A  decade  ago,  Americans  with 
modems  hid  them  li-om  customs  officials  in  Europe's  pi'o- 
tected  monopolies.  Now,  Eur-ope  is  poised  to  join  the 
world's  high-tech  leaders — to  shine  fr-om  cell  phones  to 
biotech  and  beyond. 

Baker  covers  European  technology  from  business 
WKFK's  Pfiris  hiircdii. 
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U.S.  Robotics"  V.90  56K* 
standard  modem.  It  con- 
nects up  to  80%  faster 
than  other  28.8  modems, 
giving  you  quicker  access 
to  quotes,  charts  and  reports 
than  ever  before.  And  it's 
compatible  with  nine  of  the 
top  ten  Internet  providers 
and  over  1,400  more  around 
the  globe.  No  wonder  U.S. 
Robotics  is  the  world's  best 
selling  modem.  To  learn 
how  you  can  capitalize  on 
more  of  the  action,  contact  a 
U.S.  Robotics  reseller  or  visit 
www.3com.com/56kcentral. 


LABOR 


Workplace 
Earthquake? 

Many  will  lose  before  gains  kick  in 
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A tumultuous  era  has  begun  for  European  labor.  In- 
dustrial workers  will  have  to  surrender  their 
dreams  of  secure,  well-paid  lifetime  jobs  as  the 
euro  forces  European  companies  to  restructure. 
Unemployment  will  soar:  By  some  estimates,  2  million 
workers,  or  5%  of  the  industrial  workforce,  could  be  on 
the  .streets  within  18  months.  The  whirlwind  will  hit 
Germany  and  France,  where  wages  are  highest  and  labor 
rules  are  the  most  rigid,  with  the  most  force.  It  could 
even  spark  a  social  explosion  as  angry  workers  fight 
change  with  sti-ikes  or  votes  for  extremist  political  paities. 

But     after  the 
storm,  Europe's  scle- 
rotic labor  scene  could 
be  transformed.  In  a 
decade,  the  Continent 
may  liniii  with  jiili.-  m  ,-tiiall  companies  and  services. 
Unions  will  play  a  smaller  role,  and  sky-high  social  secu- 
rity levies  will  fall  as  countries  vie  to  attract  jobs. 

Small  countries  are  blazing  the  trail.  In  the  1980s, 
Dutch  unions  agreed  to  cut  wages  and  ease  work  rules, 
tniding  fewer  pennanent  full-time  jobs  for  more  temporaiy 
and  part-time  ones.  Now,  Dutch  unemployment  is  just 
5.2%,  or  around  half  of  Europe's  11%  rate. 

But  the  sculpting  needed  to  carve  out  a  new  labor 
market  is  monumental.  After  a  painful  decade  in  the 
U.  S.,  just  1  employee  in  4  works  in  manufacturing,  vs.  4 
out  of  10  in  Geimany.  Some  25%  of  Americans  now  work 
in  shops,  hotels,  and  restaurants,  vs.  15%  in  Germany. 


FRENCH  STRIKERS 

Political  and  social 
turmoil  could  still 
derail  reform 


Deregulation  and  competition 
are  closing  that  gap  in  some  coun- 
tries. For  example,  Federal  Ex- 
press Corp.  has  added  1,700  jobs 
in  Eui'ope  over  the  past  five  years. 
And  McDonald's  Corp.  is  opening 

two  outlets  every  three  days.  Altogether,  Europe  has 
added  a  million  sei-vice  jobs  in  the  past  five  years. 

But  many  Europeans  still  sniff  at  low-paying  service 
posts.  When  Warner  Bros.  Inc.  wanted  to  hire  1,100  peo- 
ple for  a  theme  park  in  the  Ruhr  Valley  in  1996,  its  re- 
ciaiiters  weren't  gi-eeted  as  heroes.  Instead,  Sabine  Burzler, 
a  local  official  charged  with  placing  jobless  miners,  told 
them:  "You  offer  bad  jobs:  poorly  paid  seasonal  work. 
Plus,  you  insist  that  the  workers  always  smile!" 

Europe's  labor  bosses  certainly  aren't  smiling.  They 
fear  that  euro  hype  camouflages  a  deadly  effort  to  create 
a  two-tiered  labor  market  in  which  only  a  small  elite  has 
good,  permanent  positions  while  the  rest  have  insecure, 
low-wage  jobs  or  work  off  the  books. 

As  inequality,  black-market  jobs,  and  unemployment 
grow,  unions  are  on  the  defensive.  "Business  will  be 
tempted  to  use  its  new  power  to  kill  unions,"  says  Barbara 
Gerstenberger  of  the  Brussels-based  European  Metal- 
workers Union.  Union  attempts  to  slow  layoffs  by  lobby- 
ing the  EU  to  impose  a  single  set  of  European  work  and 
social-secuiity  r-ules  has  flopped.  Multinationals  must  set  up 
Europewide  management-labor  councils — but  they  need 
meet  only  once  a  year  and  are  purely  consultative. 

While  business  is  freer  than  ever  to  cross  borders, 
workers  remain  divided  by  culture,  language,  and  benefit 
systems.  Eiu'opeans  can,  of  course,  seek  work  anywhere  in 
the  EU.  But  few  do,  so  the  cure  for  unemployment  will 
have  to  be  found  within  national  frontiers.  Austrian  and 
Belgian  unions  are  starting  to  make  concessions.  Italy 
has  rolled  back  controls  on  temps,  while  militant  public- 
sector  unions  in  Germany  have  settled  for  raises  of  1.5%, 
a  third  of  what  they  sought. 

Still,  there's  risk  of  a  backlash.  Recent  attacks  by 
French  jobless  on  unemployment  offices  in  Paris  offer  a 
glimpse  of  what  happens  when  workers'  patience  wears 
thin.  Eventually,  the  eui"o  should  deliver  faster  gi'owth  and 
better-paying  jobs.  But  the  wait  could  be  killing. 

By  William  Echikson  in  Liege 
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Introducing  the 
AT&T  One  Rate  "  Calling  Card  Plan. 

One  low  rate.  No  hidden  charges. 


AT&T  One  Rate 
Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 
WORLDLINK 

Service  Charge  per  call 

Cost  per  minute 

AT&T  just  made  calling  card  calls  simple  with  the  AT&T  One  Rate'"  Calling  Card  Plan.  You  get  one  low  rate  a  minute  anytime, 
anywhere  in  the  U.S.  on  all  your  long  distance  AT&T  Calling  Card  calls  when  you  make  the  call  yourself  by  dialing  I  800  CALL  ATT? 
No  gimmicks.  No  hidden  charges.  Just  a  $1.00  monthly  fee.  Call  to  sign  up  and  find  out  how  you  can  start  saving  now. 

Call  I  800  878-3288 


It's    all    within    your  reach.® 


COMMENTARY 

By  Joan  Warner 


Mix  Us  Culturally?  It  s  Impossible. 

For  many  Europeans,  monetary  union  is  an  affront  to  tlieir  way  of  life 


In  the  lush  resort  of  Baden-Baden  in  southwestera 
Germany,  Brigitte  and  Heide  Hones  run  a  tiny  hilltop 
hotel  inherited  from  their  parents  in  1957.  A  prewar 
sanatorium,  the  Hotel  Tanneck  still  caters  to  tourists 
taking  the  town's  thermal  waters.  But  business  is  off 
since  the  government  cut  health  benefits  that  covered  a 
spa  vacation  every  six  years.  And  the  Honeses  don't 
think  the  euro  will  solve  their  problems.  "We  already 
have  the  strongest  cun'ency  in  Europe,"  says  Brigitte. 

Like  many  Europeans,  the  Honeses  are  being 
dragged  into  monetaiy  union  much  against  their  will. 
They  don't  buy  the  notion  that 
EMU  will  boost  growth  and  create 
jobs.  Economists  may  say  it's 
time  for  Europe  to  adopt  U.  S.- 
style  capitalism.  But  the  citizens 
of  the  new  Europe  aren't  going  to 
do  it  without  a  stnaggle. 

So  far,  all  they  see  are  layoffs 
and  social-spending  cuts.  Even 
more  fimdamental  than  the  im- 
pact of  these  developments  is 
what  they  stand  for.  To  many  Eu- 
ropeans, the  coming  of  the  euro 
has  already  begun  eroding  what 
the  average  European  considers  a 
civilized  Hfe.  They  see  a  single 
currency  as  an  assault  on  values 
they  hold  dearer  than  unending 
growth,  ever-higher  stock  prices, 
and  the  other  yardsticks  of  what  many  Ainericans  call 
the  New  Economy.  In  their  view,  the  eui-o  is  not  only 
an  attack  on  the  welfar-e  state  but  also  a  thi-eat  to  the 
old  European  idea  of  solidarity — the  shared  sense  of 
community  of  which  the  welfare  state  is  an  expression. 
Their  resistance  won't  stop  the  em-o — not  with  so  much 

political  and  business 
momentum  behind  it. 
But  people  could  re- 
volt at  the  polls  and 
in  the  streets.  If  their 
leaders  try  Id  iiiU;^rale  Em-ope  politically,  there  could  be 
a  government-toppling  bacldash.  Votei's  are  ah'eady  un- 
happy: In  a  recent  German  poll,  32%  of  respondents  said 
monetaiy  union  should  be  postponed — and  33%  said  the 
euro  shouldn't  be  introduced. 

One  danger  in  monetary  union  has  been  the  extraor- 
dinary lack  of  communication  between  the  leaders  who 
conceived  of  it  and  the  people  who  must  live  with  it.  "In 
Germany  there  has  been  no  public  debate,"  says  Martin 
HUfner,  chief  economist  at  Bayerische  Vereinsbank. 
"The  government  didn't  want  it." 

A  bigger  risk  is  gr-eater  nationahsm.  In  France's  local 
elections  last  month,  the  anti-EMU  National  Front  won 
smprising  mai-gins.  If  inflation  spikes  in  Italy  or  austerity 
brings  about  a  recession  in  France,  voters  will  blame  not 
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only  the  euro  but  also  neighbors.  "The  euro  wiU  increase 
political  animosity  and  division,"  says  Antonio  Martino, 
economics  professor  at  Rome's  Free  University.  "It's  the 
ideal  way  to  pit  one  country  against  another." 

Ordinary  Em-opeans  call  Chancellor  Helmut  Kohl's  vi- 
sion of  a  politically  united  Europe  delusional.  "Maybe  in 
500  years,"  says  Brigitte  Hones.  "Kohl  is  crazy,"  asserts 
Hans-Peter  Kratz,  a  Frankfurt  cabbie,  who  is  sure  the 
euro  will  eventually  cause  inflation  because  of  budgetary 
tricks  leaders  played  to  qualify  for  emu.  "He  wants  to 
destroy  the  small  countries  of  Europe  and  mix  us  all  to- 
gether. But  mix  us  culturally?  It's 
impossible." 

The  U.  S.  is  often  held  up  to 
(  Europeans  as  an  example  of  the 

•  clout  a  huge  economy  with  one 
cun'ency  can  realize.  But  while  a 
single  language  and  cultui'e  make 
it  easy  foi'  a  Wal-Mart  or  Barnes 
&  Noble  to  conquer  all  of  America, 
Europe  has  more  evident  limits  to 
standardization,  based  on  centuries 
of  tradition.  Cost-efficient  super- 
markets offeiing  branded  bread 
haven't  wiped  out  local  bakeries 
that  seO  fi*esh  baguettes  to  the 
French  and  Brotchen  to  the  Ger- 
mans. And  along  vrith  such  per- 
sonal preferences  go  deep  political 
differences.  France's  statist  tradi- 
SKEPTICAL  SISTERS       tion  has  already  put  it  at  odds 
Real  union  would  ''^^.^  of  Em-ope  in  the  dri- 

.  ,    rn/i  Ml       ve  to  pnvatize.  r  ranee  has  also 

taKe^uu  years,  me 

a  historically  different  ap- 
noneses  say  proach  to  immigrants  fi'om  its 

neighbors,  insisting  on  assimilation 
rather  than  encouraging  new  ethnic  communities.  That 
could  cause  problems  as  more  Eui'opeans  cross  national 
borders  in  search  of  jobs. 

"INERTIA."  But  the  fo-st  backlash  could  come  when  Euro- 
peans come  face-to-face  vrith  emu.  Britons  still  talk 
about  the  difficulty  of  changing  to  a  decimal  pound  in 
1971,  and  older  French  people  still  think  in  teiTns  of  an- 
ciens  francs.  "Money  is  like  language — there's  a  great 
deal  of  inertia,"  says  Martino.  "Creating  a  new  currency 
would  be  a  risk  undei'  any  circumstances.  It  is  an  enor- 
mous risk  when  that  new  cun-ency  is  introduced  against 
the  will  of  the  people  who  are  going  to  use  it." 

Monetary  union  has  survived  many  obstacles,  from 
the  skepticism  of  Europe's  trading  partners  to  the  poli- 
cies of  its  left-wing  pohticians.  But  the  biggest  challenge 
will  come  from  the  people  who  must  soon  stuff  it  in 
their  wallets  with  such  distnast  and  reluctance. 

Senior  News  Editor  Warner  covers  Europe  from 
Frankfurt. 
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Inside  Wall  Street 


BY  GENE  G.  MARCiAL 


ROMANCE  FOR 
AMEX  AND  AIG? 


I 
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DATA:  BLOOMBERG  FINANCIAL  MARKETS 


n  February,  investment  manager 
Robin  Manners  West  stuck  her  neck 
out  to  tell  this  column  that  one  bank 
she  was  sure  would  be  taken  over  was 
First  Chicago  nbd,  the  nation's  ninth- 
largest,  and  that  Banc  One  would  ac- 
quire it.  Bingo! 
CHARGING  On  Apr.  13,  First 
AHEAD  Chicago  and  Banc 

One  announced 
they  were  merg- 
ing, creating  the 
No.  2  credit-card 
company.  No.  1  is 
Citicorp,  now 
uniting  with  Trav- 
elers Group. 

What  does  all 
this  signify?  Plen- 
ty for  American 
Express  (axp) — 
best  known  for 
its  charge-card 
and  travel  ser- 
vices— and  for  American  International 
Group  (aig),  says  West,  who  manages 
$1.8  billion  for  the  New  Mexico  State 
Investment  Council. 

"AmEx  had  better  do  something  to 
battle  these  new  credit-card  power- 
houses," she  argues.  Ditto,  she  adds, 
for  AIO,  one  of  the  largest  holdings  in 
her  portfolio.  Unless  it  moves  quickly, 
says  West,  this  insurance  colossus  will 
be  overtaken  by  Citigroup  (CiticoriJ- 
Travelers)  as  the  world's  largest  finan- 
cial-services company — in  terms  of 
market  capitalization.  What  will  aig 
need  to  compete  against  Citigroup? 

The  answer,  says  West,  is  an  aig- 
AmEx  merger,  which  she  thinks  they 
may  be  considering.  Is  such  a  deal 
doable?  "After  the  recent  round  of 
mergers  and  takeovers,  anything  is 
possible,"  asserts  Wayne  Nordberg, 
chief  of  equity  investing  at  Lord  Ab- 
bett.  He  says  more  marriages  lie  ahead 
in  the  financial-services  industry. 

"aig  and  AmEx  will  really  need  each 
other  now,  and  there  is  no  overlap  in 
operations,  except  a  tad  in  the  finan- 
cial-services area,"  says  West.  AmEx, 
whose  stock  has  been  hot — ^jumping 
fi-om  74  in  October  to  103X  on  Apr.  15 — 
has  a  market  cap  of  $50  billion.  AIG, 
whose  stock  also  has  been  on  fire — up 
from  98  in  late  November  to  133!^ — has 


a  far  larger  market  cap:  $95  billion. 

How  much  will  AmEx  go  for?  West 
beUeves  AmEx,  with  revenues  of  $18 
billion,  is  worth  130  to  140  a  share  in  a 
buyout.  Both  aig,  whose  revenues  ex- 
ceed $32  biUion,  and  AmEx  would  ben- 
efit from  a  more  diverse  base  of  busi- 
ness, notes  West,  "something  that 
AmEx  needs  to  have,  as  seen  from  the 
Asian  crisis'  slowing  effect  on  its 
American  Express  Bank  operations." 

The  cross-selling  opportunities  are 
enormous,  says  West.  AmEx  would  be 
greatly  helped  by  aig's  global  network 
and  clout  in  130  countries — and  aig  by 
AmEx's  marketing  skill  and  franchise 
overseas.  Last  year,  Citicorp  acknowl- 
edged that  it  talked  merger  with 
AmEx,  which  insisted  on  staying  in- 
dependent. AmEx'  Susan  Miller  says 
AmEx  won't  comment  on  rumors. 
Likevdse,  says  Joe  Norton  at  aig. 

GAYLORD  SNAPS 
TO  AnENTION 

Paper  stocks  appear  to  be  waking 
up  to  the  bull  market,  finally.  Even 
laggard  Gaylord  Container  (gcr),  a  pro- 
ducer of  containerboard  and  imbleached 
kraft  paper,  has  perked  up,  surging 
from  in  mid-January  to  8.  Analysts 
expect  Gaylord,  which  posted  a  loss 
last  year,  to  be  in  the  red  again  this 
year  and  turn  in  a  profit  only  in  1999. 
One  thing  buoying  the  stock  is  talk  of 
consoUdation. 
SET  TO  JOIN  At  Gaylord,  a 

THE  PAPER  CHASE  "strong  and  well- 
g        "  focused  asset  base 

i  i      makes  it  an  at- 

I      tractive  takeover 
*      candidate,"  says  bt 
Alex.  Brown  ana- 
lyst Mark  WOde. 

Containerboard 
is  a  highly  frag- 
mented part  of 
5        GAYLORD         the  industry,  so 

CONTAINER  ,.j  4.- 

WEEKLY  CLOSE  consolidation  may 

  be    the  quick 

OCT.  27,  '97  APR  15.  '98  way  of  enhancing 

^^^'^"^  shareholder  re- 

DATA  BLOOMBERG  FINANCIAL  MARKETS       tUmS    SayS  Wilde 

Gaylord  insiders,  he  notes,  ovro  a  fat 
shce  of  the  stock.  (Chairman  Marvin 
Pomerantz  has  10%).  And  management 
"appears  more  open  now  to  the  idea  of 
selhng  the  company  than  in  the  past," 
either  a  cash  or  stock  deal.  "A  strategic 
industry  player  could  pay  16  to  17  a 
share  for  the  stock,"  he  adds. 

He  thinks  papermaker  Weyerhaeu- 


lei 


ser  could  be  the  likely  buyer.  Others  b 
beheves  are  interested:  Union  Camp, 
International  Paper,  and  JeffersonI 
Smurfit  Group,  a  producer  of  corrugat-^. 
ed   cases,  paper,  paperboard,  and 
newsprint.  "There's  Umited  downside 
risk  in  the  stock  at  this  price,"  says 
Wilde,  who  expects  Gaylord  to  earn 
$1  in  1999.  Gaylord's  Pomerantz  says'i 
the  company  isn't  for  sale,  but  "it's  ag- 
gressively pursuing  all  options  to  en- 
hance shareholder  value." 


SCHLUMDERGER 
MAY  PICK  A  PARTNER 


Weil,  Schlumberger,  what  now? 
That's  the  question  being  asked 
by  oil-patch  pros  ever  since  diversified 
oil-service  company  Halliburton  an- 
nounced ill  February  that  it  was  ac- 
quiring Dresser  Industries  in  the 
largest  oil-services  merger  ever.  Whis- 
pers are  that  Schlumberger  (slb),  the 
world  leader  in  oil-and-gas  drilling  ser- 
vices, is  poised  to  go  after  Baker 
Hughes  (bhi),  the  world's  largest  mak-| 
er  of  drill  bits,  whose  1997  sales  to- 
taled $3.7  billion.  Schlumberger's  sale 
of  more  than  $10 


I 


i 


LANGUISHING 
IN  THE  SHADOWS 


billion  would  be 
dwarfed  by  the 
combined  $16.2 
billion  sales  of  the 
HalUburton-Dres- 
ser  duo. 

A  New  York 
hedge-fund  in- 
vestment manag- 
er insists  that 
Schlumberger  has 
twice  approached 
Baker  Hughes 
last  year  with  an 
offer.  So  far,  Bak- 
er Hughes  has 
kept  Schlumberg- 
er away,  he  notes.  Trading  at  41  a 
share.  Baker  has  a  market  cap  of  $6.7 
billion.  He  figures  that  in  a  buyout, 
Baker  is  worth  55. 

This  money  runner  says  Schlum- 
berger, now  at  l^Vi  and  with  a  market 
cap  of  $:i8  bilUon,  has  told  analysts  it 
has  no  immediate  plans.  "But  being  the 
dominant  player  and  being  relegated 
to  No.  2  status,  Schlumberger  wall  sure- 
ly have  to  buy  someone  sooner  than 
later,"  says  this  pro.  One  analyst  ex- 
plains that  Schlumberger  needs  ia  boost 
sales,  and  acquiring  Baker  would  be  a 
quick  way  to  do  that.  Schlumberger 
and  Baker  didn't  return  calls. 
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3o  configure. 

rnce  Caravan's  Easy  Out  Roller  Seats'"  have  wheels  that  pop  down  like  landing  gear,  rolling  the  benches  in  and  out  is  a  snap. 

i 


id  arranging  Caravan's  interior  into  a  variety  of  configurations  is  an  exercise  in  convenience,  not  an  exercise  in... well. 


ircise.  The  total  number  of  possible  configurations  in  all.  including  the  longer  wheelbase  Grand  Caravan,  is  37.  'Which  we 


^ure  is  just  about  right  for  your  average  Saturday.  To  learn  more  about  the  terrific  ease  and  versatility  of  Dodge  Caravan. 


1 -800-4-A-DODGE  or  roll  your  cursor  over  to:  www.4adodge.com 


Caravan      The  New  Dodge 

Properly  .secure  all  cargn. 
Always  use  seal  belts.  Remember  a  baekseul  is  the  safest  place  for  children. 


SPECIAL         ADVERTISING  FEATURE 


INTELLIGENCE  BRIEFINGS 

a    s  p  e  c,;r  a,l:   advertising    series    sponsored    by  CONSECO 


The  following  article  appears  on  S&P  Personal  Wealth, 
www.personalwealth.com,  the  interactive  investment 
advisory  service  for  the  individual  investor: 

YOU  WON'T  HAVE  YOUR  FATHER'S 
RETIREMENT  —  SO  WHY  SHOULD  YOU 
HAVE  HIS  RETIREMENT  PORTFOLIO? 

Retirement  investing  has  changed  dramatically 
over  the  last  10  years.  Today,  with  people  working  and 
living  longer,  the  last  thing  on  the  minds  of  many  of 


Prime  showed  a  three-year  annualized  rate  of  return 
of  5. 50%;  the  Vanguard  High  Yield  fund  included  here 
returned  13.65%,  and  most  impressive  of  all,  the 
Value  Line  Convertible  had  a  return  of  19.60%. 

The  money  fund  acts  as  the  more  traditional 
income  "anchor"  while  the  high  yield  and  convertible 
provide  the  portfolio  with  higher  income  levels  and 
upside  total  return  in  favorable  equity  market  envi- 
ronments. This  mix  allows  for  high  levels  of  income 
with  greater  stability.  The  high-income  fund  also 
allows  for  total  return  potential  in  favorable  bond 


highlights     from     S&P     Personal  Wealth 


those  who  have  reached  the  artificial  "retirement"  age 
barrier  is  to  quit  being  productive.  Those  retiring  in 
their  early  60s  may  well  have  another  30  years  on 
their  investment  horizon! 

Many  retirees  are  starting  second  careers  and  are 
taking  a  much  more  active  part  in  their  financial 
future.  This  dramatic  change  has  prompted  new  ways 
of  dealing  with  retirement  and  investment  planning. 

So,  rather  than  offer  a  traditional  "ultra  conserva- 
tive" mutual  fund  portfolio,  we  are  presenting  one 
with  a  different  approach  —  an  aggressive  income 
portfolio.  In  this  less  traditional  portfolio  we  have 
used  just  three  funds:  a  money  market,  high  yield  and 
convertible  bond  fund.  The  Vanguard  Money  Market 
Reserves  Prime  Portfolio  (VMMXX)  makes  up  20%  of 
the  portfolio;  the  Value  Line  Convertible  Fund  (VALCX) 
also  represents  20%;  and  the  Vanguard  Fixed  Income 
Sector  Fund:  High  Yield  Corporate  (VWEHX)  accounts 
for  the  remaining  60%. 

These  aren't  just  funds  we  picked  out  of  a  hat. 
These  funds  were  selected  based  on  their  long-term 
records  of  return  and  risk.  The  Vanguard  Money  Market 


S&P 


PERSONAL  WEALTH 

www.personalwealth.com 


and/or  stock  market  environments.  The  convertible 
fund  will  provide  lower  levels  of  income,  but  much 
higher  levels  of  total  return. 

The  results  of  the  allocation  and  the  fund  selec- 
tion provide  a  return  and  risk  profile  that  offers  solid 
income  and  historical  performance.  On  a  three-year 
basis,  the  portfolio's  average  return  would  have  been 
13.2%,  and  on  a  five-year  basis,  it  would  have  been 
10.1%.  The  current  income  levels  stands  at  an  impres- 
sive 7.07%.  This  is  more  than  150  basis  points  high- 
er than  a  money  market  and  about  120  basis  points 
higher  than  the  30-year  Treasury  bond.  As  for  risk,  the 
portfolio's  annualized  standard  deviation,  based  on  a 
five-year  period,  is  about  4.2%.  This  is  about  30%  of 
the  S&P  500's  volatility. 

The  time  horizon  of  this  portfolio  should  be  in 
excess  of  five  years,  and  the  portfolio  is  not  intended 
to  be  traded  on  a  regular  basis.  It  also  exposes  the 
investor  to  greater  downside  risk  than  more  tradition- 
al retirement  portfolios.  However,  it  is  intended  to 
allow  for  higher  levels  of  total  return  and  income.  The 
combination  of  consistent  performers  with  lower 
volatility  should  provide  exposure  to  the  markets 
while  limiting  volatility. 

Look  for  Intelligence  Briefings  in  Business  Week  next 
month.  Additional  market  insight  is  available  on  S&P 
Personal  Wealth  at  www.personalwealth.com. 


Ife  doesn't  follow  a  script.  That's  why  you  need  to  plan  for  the  unexpected.  It's  also  w 
P  plan  for  your  long-term  future.  With  the  Conseco  companies,  you  can  do  both.  We  offer  a  wide 
fnge  of  insurance  products  that  help  you  protect  wealth.  We  also  offer  annuities  and  mutual  funds 
at  give  you  the  opportunity  to  create  wealth.  So,  you'll  always  feel  prepared.  No  matter  which 
ay  the  wind  is  blowing.  Protect  wealth.  Create  wealth.  Our  goal  for  life!" 


■888-9-CONSECO 

ww.conseco.com 

:urities  offered  by  Conseco  Equity  Sales,  Inc.,  Carmel,  IN  46032, 
ubsldlary  of  Conseco,  Inc.  ©1998,  Conseco,  Inc. 
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STRATEGIES 


SARA  LEE:  PLAYING 
WITH  THE  RECIPE 

It's  bent  on  making  better  use  of  its  disparate  brands 


Pepsi  is  a  62'i  billion  brand.  Reebok 
clothes  are  sold  in  170  different 
countries.  Ki'aft  products  bring  in 
some  30'~f  of  revenue  at  theii"  pai"- 
ent  company.  And  all  of  these  brands, 
sensibly  enough,  have  companies  named 
for  them.  Then  there  is  the  strange  case 
of  Sai"a  Lee.  The  label  made  famous  by 
its  fi'ozen  cheesecake  accounts  for  S375 
million  in  sales  each  yeai;  a  paltiy  2%  of 
the  S19.7  billion  revenues  its  parent 
biings  in.  Tlie  company  also  outis  the 
world's  lai'gest  undenveai*  brand,  a  S4 
billion  packaged-meat  business,  and  a  huge 
food-senice  unit — and  yet  it's  the  cheese- 
cake whose  name  is  on  the  front  door. 

Now.  Sara  Lee  Coi-p.  is  embarking 
on  a  major  effort  to  live  up  to  its  name. 
\\'ithin  three  yeai's.  executives  predict, 


thf  .-^ara  Lee  brand  will  bring  in  -SfiOO 
milhon  annually  and  will  reach  SI  billion 
soon  after  that.  To  get  there,  the  com- 
pany has  doubled  the  label's  advertising 
budget,  reorganized  its  management, 
and  moved  the  brand  beyond  the  fi'eez- 
er  into  the  meat  case  and  the  bakeiy. 
Sai*a  Lee  execs  admit  they're  placing 
catch-up.  "The  brand  we've  actually 
spent  the  least  time  focusing  on  is  the 
one  the  company's  named  after,"  says 
Pi-esident  C.  Steven  McMillan.  "This  is  a 
brand  we  have  never  used  even  re- 
motely to  its  fullest  potential." 
LAGGING  STOCK.  That  effort  to  pump 
up  Sara  Lee's  namesake  brand  is  but 
one  example  of  the  Chicago-based  com- 
pany's attempts  to  boost  its  top  labels. 
The  strategy'  is  a  critical  next  step  in 


Sara  Lee's  plan  to  transform  itself  fror 
a  manufacturing  and  sales  congiome; 
ate  into  a  lean  marketing  powerhous( 
In  September,  Chief  Executive  John  1- 
Bryan  announced  Sara  Lee  would  se 
off  factories  and  less  important  brand 
and  use  the  proceeds  to  buy  back  $ 
billion  of  its  lagging  stock  and  invet 
in  its  core  food  and  clothing  brands. 

To  succeed,  Bryan  and  his  deputie 
must  give  consumers  new  reasons  t 
buy  Sai'a  Lee's  familiar  products.  Ca 
they  do  if?  Tlie  record  is  mixed.  Tliey'v 
created  successful  brands  in  liighly  fra| 
mented  categories.  But  they'll  need  t 
demonstrate  a  newfound  ability  to  corr 
pete  with  the  giants  of  food  and  clothing 

Biyan's  sliift  away  li'om  manufactmir. 
to  focus  on  brand  marketing  recognizi 
that  the  futiu-e  belongs  to  companies- 
like  Coca-Cola  Co. — that  owti  Httle  bi 
sell  much.  "It's  passe  for  us  to  be  ; 
vertically  integTated  as  we  were,"  say 
Bryan,  in  his  23rd  year  as  ceo.  Wa 
Street  has  responded  enthusiastically.  1 
the  last  seven  months,  Sai'a  Lee's  shai* 
have  gained  50%,  to  ai'ound  62 — as  mue 
as  in  the  pre\ious  tliree  years. 

Outsoiu'cing  alone  won't  keep  the  stoc 
climbing,  however.  Since  1992,  Sara  Le 
profits  have  gi'own  by  just  6%  a  yeai'.  T 
acliieve  the  13%  to  15%  annual  gi'owth  i 
earnings-per-share  that  Bryan  is  m\ 
predicting,  he'll  have  to  polish  and  e:- 
pand  the  brands  in  the  company's  lai'g< 
ly  unexciting  business  nux.  "They  ai'e  i 
basically  mattu'e  businesses,"  says  Arthu 
Cecil,  who  follows  the  company  for 


CEO  Bvydn  wants  to  create  a  lean 
marketing  machine  by  selling  plan! 
jgpss«ip  and  beefing  up 
' ^^fsszir^y^yr-^  Sara  Lee  and 
other  labels 

Rowe  Price  Assoi 
ates    Inc.,  w'hic' 
owns  $3  billion 
Sai'a  Lee  shares. 
Until  now,  Biyan's  prefen'ed  stral 
eg\'  has  been  to  find  product  categorii 
that  lack  a  powerful  brand  and  the 
build  one.  It  worked  with  the  Coac 
leather  accessories  line,  wliich  Sara  Le 
has  built  from  sales  of  $25  million  i 
1986  to  $500  million  last  year.  Hanes' . 
success  is  even  more  dramatic.  The  un! 
denveai-  brand  has  used  new  distribu^ 
tion  channels,  such  as  Wal-Mart  Storej 
Inc.,  and  new  products,  particularly  fo 
women,  to  soimdly  thump  Fmit  of  th 
Loom,  the  leader  just  a  few  years  ago.] 
But  in  battles  against  larger,  morj 
creative  companies,  Br>'an's  team  has  \ 
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Introducing  a  streamlined 
way  of  doing  business  on  the 

Web 

that  lets  you  concentrate  on 
—  of  all  things  — 

business. 


)ported  by  12  secure 
a  centers  strategically 
ated  at  key  Internet 
jhange  points  around 
5  alobe.  These  are 


uldn't  mean  losing 
1  your  business. 
/Vhether  you  are  looking  foi| 
a  basic  marketing  Web  sitej 
or  need  to  conduct  large| 
scale  e-commerce  transact 


just  a  few  examples  of 
our  many  high-performance,  reliable  and 
scalable  Web  hosting  services. 

We've  been  pioneering  Internet- related 


tions,  GTE  Internetworking  has  your  solutioi 

For  example,  we've  developed  Re@ch 
Enterprise,"  a  comprehensive  suite  of  value- 
added  Web-based  applications  and  integration 
services.  And  thanks  to  Hopscotch,"  which 
seamlessly  routes  traffic  to  the  most  available 
server,  your  site  will  be  open  for  business 


technology  tor  over  2»  years,  lo  Tina  out  now 
we  can  put  our  experience  to  work  for  you. 
call  us  at  800.472.4565,  or  visit  our  Web  site 
at  www.internetworking.gte.com. 


©1998  GTE  Corporation.  All  rights  resefved. 
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BALL  PARK 
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COACH 
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weaker  record.  Rivals 
like  Kraft  and  Conagra 
have  won  market  shai'e 
by  being  more  innova- 
tive, devising  the 
prepackaged  Lunch- 
ables  meals  and  the 
megabrand  Healthy 
Choice.  And  Sara  Lee's 
Champion  sportswear 
has  failed  to  keep  up 
with  Nike  or  Reebok. 
"The  company  hasn't  al- 
ways done  well  with 
categories  that  requii'e 
a  lot  of  style,"  says  for- 
mer Sara  Lee  President 
Paul  Fulton,  now  ceo 
of  Bassett  Furniture. 

The  Sara  Lee  food 
brands  illustrate  why — 
and  the  tough  task  the 
company  has  ahead. 
Confined  to  the  freezer, 
Sara  Lee  for  years  was  left  to  languish 
as  its  supermarket  brethren  branched 
out.  Today,  it  sells  less,  advertises  less, 
and  has  far  fewer  products  than  those 
big  competitors.  Pillsbur>^  Co..  for  ex- 
ample, spent  .$88  million  on  its  flagship 
brand  last  year,  more  than  25  times 
what  Sara  Lee  spent,  according  to  Com- 
petitive Media  Reporting.  And  the  Ki-aft 
label  appears  on  hundreds  of  products 
across  10  major  categories. 

In  the  '90s,  Sara  Lee  started  to 
change  that,  expanding  into  deli  meats, 
opening  sandwich  shops  in  aiiports  and 
on  college  campuses,  and  starting  up  a 
Une  of  bagels.  The  move  into  deli  meats 
was  a  gamble,  and  it  met  some  resis- 
tance within  the  company.  Bakery  ex- 
ecutives wonied  that  the  shift  to  meats 


Sara  Lee's  Mixed  Bag 

The  namesake  brand  is  one  of  several  under  the  spotlight 

HANES        Expansion  of  this  underwear  line  made  it  the  company's  best  per- 
former. Trying  to  follow  up  with  new  baby  clothing  and  loungewear 


Company  hopes  to  triple  sales,  turning  old  cheesecake  label 
multicategory  brand  that  brings  in  Si  billion. 


into 


Top  hot  dog  brand  widened  lead  in  1997,  partly  because  of 
increased  ad  budget.  Will  have  to  fend  off  Kraft's  Oscar  Meyer. 

Still  No.  1  in  a  category  badly  damaged  by  casual  dress  trends. 
Is  expanding  into  other  legwear,  mcluding  socks. 

One  of  the  company's  most  upscale  brands,  but  brings  in  just  3% 
of  sales.  May  be  shed  as  part  of  reorganization. 

Coffee  line,  the  largest  of  Sara  Lee's  European  brands.  Has  been 
hampered  by  currency  fluctuations. 


DATA  SARA  LEE  CORP,  PRUDENTIAL  SECURITIES  INC.  INFORMATION  RESOURCES  INC 

would  confuse  consumers.  But  assur- 
ances that  only  higher-end  products 
w-ould  get  the  label  helped  allay  fears. 
"You  can't  ju.st  slap  'Sara  Lee'  on  a  hot 
dog,"  says  James  R.  Carlson,  who  over- 
sees the  company's  U.  S.  food  divisions. 
PREMIUM  MEATS.  At  the  time,  a  reces- 
sion was  driving  down  cold-cut  prices. 
Sara  Lee  went  in  the  other  direction, 
calling  its  brand  "premium"  and  chai-g- 
ing  $2  more  per  pound.  It  worked;  in 
five  yeai-s,  Sara  Lee  has  captured  6%  of 
the  market.  But  the  deli  meat  business 
is  highly  fi-agmented.  Expanding  some 
of  its  other  brands  means  moving  into 
categories  where  it  will  have  to  take 
on  established  leaders.  Thomas',  the 
English  muffin  line  owned  by  Best 
Foods,  and  Sara  Lee  both  entered  the 
fresh  bagel  category 
in    the    past  few 
years.  In  early  1997, 
they  w^ere  essentially 
tied  for  No.  2  with 
$40  million  in  sales, 
according  to  Infor- 
mation Resources 
Inc.     Since  then, 
Thomas'  has  used  its 
familiarity  as  a  br-ead 
company  to  win  shelf 
space  and  leapfrog 
past  No.  1  Lender's, 
while  Sara  Lee's  has 
bar-ely  gr-own. 

How  did  Sara  Lee 
bungle  bagels?  Weak 
distribution,  for  one. 
Because  most 
Sara  Lee  prod- 
ucts do  not  go 
stale  quickly,  the 


THAWING 
OUT 

The  company 
has  expanded 
beyond 
the  freezer 
and  into 
fresh  baked 
goods 


company  didn't  devel 
an  extensive  fleet 
trticks     to  dehv 
straight  to  superma  i 
kets.  "They  don't  ha  / 
a  broad-based  direc  I 
store    delivery  pr 
gr-am,"  says  Donald 
BerTnan,  a  Best  Foo 
vice-president.  It  al 
doesn't  help  that  Sa 
Lee's  investments  ha  i 
been     sporadic,  i 
spending  for  the  bra 
fell  shai-ply  ft-om  $1 
milHon  in  1996  to  $< 
million  last  year  as  t 
company  emphasized 
coupon  progr'am.  | 
Now,    Bryan  an 
McMillan  say  such  ejl 
r-ors  are  behind  thei 
By  fi-eeing  up  manufa 
turing  resoui-ces.  they 
making  a  cleai'er  commitment  to  Sa 
Lee  and  other  br-ands.  "We'r-e  just  no. 
cranking  this  up,"  says  McMillan. 

To  that  end,  the  company  has  placAil 
one  executive — Vice-President  Georf 
A.  Shivari — in  charge  of  both  the  ba 
ery  and  deli-meats  businesses  and  toll 
him  to  concentrate  on  expanding  tl 
Sara  Lee  br-and.  In  the  year-  that  stai' 
on  July  1,  ad  spending  for  the  brai 
will  rise  to  $22  million.  One  big  pus 
targeting  consumers  who  have  le 
time  to  prepare  food  than  they  us( 
to  and  W'ho  no  longer  sit  dowTi  to  e 
as  part  of  a  large  family.  New"  produc 
include  smaller  cheesecake  por-tioi 
that  don't  have  to  be  defi'osted.  Tl 
company  also  hopes  to  roU  out  pr-epac 
aged,  refiiger'ated  meals — although  ea 
ly  tests  in  Chicago  haven't  been  vei 
successful.  Distribution  of  alread 
cooked  meals  is  always  tricky,  McMillil; 
acknowledges. 

Sara  Lee  execs  will  have  to  sol' 
those  problems  and  others  if  they  ho] 
to  be  considered  a  nimble  marketii 
giant  r-ather  than  a  mishmash  of  sb 
polish  and  bras,  sausages  and  T-shirt 
With  their  namesake  brand,  they'' 
got  one  big  advantage.  Just  abo 
evei-yone  r-ecognizes  the  Sara  Lee  I 
bel — thanks,  in  part,  to  the  old  "N 
body  doesn't  like  Sara  Lee"  ad  cai 
paign.  "Of  all  the  baked-goo( 
products,"  says  Richard  Gerstma 
president  of  Interbrand  Ger-stman+M^ 
ers,  a  New  York  consulting  firm,  "Sa 
Lee  probably  has  the  best  name." 
cour'se,  if  their  efforts  fail,  there's 
other  option:  Bryan  can  rename 
company  Hanes  Corp. 

By  David  LeonJiardt  in  Chica^ 
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Ericsson  technology  helps  people  stay  in  touch  wherever  they  are.  With  more  than  one  third  ot  the  wireless  market  calling  on  Ericsson 
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.YING  INTO 
RAGE? 

Ex  pilots  are  talking  tough  after  rejecting  a  new  contract 


r  trained  pilots,  landing  a  job  at 
'ederal  Express  Corp.  has  long 
een  like  getting  accepted  to  the 
^eagoie.  The  highest-paying  of  all 
ar  companies,  FedEx  staits  pilots 
,310  a  month;  veterans  earn  up  to 
:imes  that.  Other  benefits,  such  as 
for  time  spent  away  from  home, 
traditionally  been  among  the  most 
•ous.  And  in  reti'j'n  for  gi'eat  treat- 
pilots  have  showed  remarkable 
,y  to  FedEx  and  its  brash  founder, 
erick  W.  Smith.  Many  have 
bragged  that  their  blood  ran 
purple,  the  color  of  the  ex- 
press-mail giant's  logo. 
Now,  however,  that 


Still,  the  issue  is  unlikely  to  go  away. 
Pilots  complain  that  FedEx  is  offering 
only  a  4%  increase  for  the  first  year  of 
the  pact  and  an  11.4%  laise  over  its  foui- 
year  term,  even  though  pay  has  im- 
proved little  since  1990.  Then-  anger  has 
been  fueled  by  the  23%  raise  and  more 
flexible  scheduling  then-  counteipaits  at 
United  Pai'cel  Sei-vice  Inc.  won  in  Mai'ch. 

But  pay  isn't  the  only  issue  steaming 
FedEx  pilots.  Under  the  proposed  con- 
tract, the  flexible  work  schedules  that 
had  been  a  FedEx  hallmark 
could  become 


mr  competition  and  sharply  reduced 
I  ins,  FedEx  is  tiying  to  rein  in  its 
I  cost  pilots.  But  in  March,  angry 
en  rejected  a  proposed  contract 
3d  by  their  own  union  leadership, 
Timblings  of  a  possible  work  stop- 
are  on  the  rise.  Worse,  the  prob- 
with  unhappy  pilots  could  spread 
her  workers.  For  a  company  whose 
ho  esprit  de  corps  has  long  been 
•al  to  its  success — and  its  high  ser- 
levels — that  could  mean  trouble, 
re  was  a  tmst  relationsliip  that  has 
•iorated,"  says  pilot  Kevin  Scheit- 
1,  a  nine-year  veteran  and  one  of 
pilots  who  voted  against  the  new 
•act.  "A  lot  more  guys  ai'e  not  will- 
0  give  100%." 

IDOFF.  FedEx  officials  downplay  the 
ulties.  They  refuse  to  discuss  the 

0  tics  of  the  pilots'  situation,  saying 
n  that  the  next  move  is  the  union's, 
r  li — who  has  long  made  a  point  of 
>•■  ring  good  relations  with  liis  work- 
)  — declined  requests  for  an  inter- 

1  .  A  company  spokesman  disputes 
1  workers  ai'e  unhappy,  citing  annual 
u  i-ys  filled  out  by  97%  of  employees. 


tra  legroom  in 
coach  class.  The  pilots 
are  particularly  unhap- 
py with  p  I'  0  p  0  s  e  d 
changes  in  work  rules 
that   would   trim  the 


FED  UP: 

Wfiy  FedEx  pilots 
rejected  their  contract 

•11.4%  pay  raise  over 
the  next  four  years — far 


es  have  trimmed  its  operating  margins 
from  11.5%  in  1987  to  6.1%  in  1997. 

Moreover,  FedEx  now  has  the  high- 
est cost  structure  of  its  major  rivals, 
Schlesinger  says.  Even  after  the  big 
raise  up.s  pilots  gained,  veteran  FedEx 
captains  still  make  more — $13,689  a 
month,  vs.  $13,195  a  month  at  UPS,  ac- 
cording to  pay  consultant  Air  Inc. 
"FedEx  is  realizing  that  it  can't  afford 
to  pay  high  wages  and  fly  expensive 
planes  when  its  competitors  are  flying 
older  planes  and  paying  pilots  less," 
says  David  F.  Hoppin,  a  principal  at 
air-cargo  consultant  MergeGlobal. 
UNION  BID.  For  now,  however,  talks  are 
on  hold.  FedEx  says  it  can  do  little  un- 
til the  union  soits  itself  out.  Union  head 
Michael  Aldn  has  surveyed  members  on 
why  they  vetoed  the  deal  and  asked  to 
restart  talks.  "We  want  to  make  sure 
[the  pilots]  get  exactly  what  they  feel 
they  deserve,"  says  Akin.  But  many  pi- 
^  lots  say  they  re- 
main  unhappy 
with  the  union 
and  fed  up  with 
JMjjlllP^  Smith's  perceived  lack 
^jSI^^  of  action.  "The  company 
doesn't  want  to  sit  down 
and  look  at  what's  right," 
says  veteran  Don  Wilson. 

Of  course,  FedEx'  si- 
lence may  be  little  more 
than  a  bargaining  tactic. 
"All  we're  seeing  here  is 
a  tough  negotiation  pro- 
cess," says  Keith  A. 
Patriquin  of  Loomis, 
Sayles  &  Co.,  which 
owns    99,000  FedEx 


amount  of  pay  they  get    l®^^Jt'_^_']_2L''_'^_^J_'rl^_^„^     shares.  Still,  FedEx  is 


for  downtime  when 
away.  The  proposal  also 


clearly  paying  a  price  for 
its   toughened  stance. 


•Less  control  over 
scheduling 

would  allow  FedEx  to    Over  the  past  two  years, 

subcontract    work    to     •  Longer  hours,  often  for     membersliip  in  the  union 

no  more  pay 


nonunion  pilots  flying 
leased  planes. 

Add  it  all  up,  and  FedEx  has  one  un- 
happy gTOup  of  flyboys — and  'girls — on 
its  hands.  Some  pilots  are  even  openly 
discussing  possible  work  slowdowns.  "Tlie 
only  tool  available  to  us  is  to  impact  re- 
liabihty  and  sei-vice,"  says  25-year  vet- 
eran pilot  Richard  D.  MacGibbons.  That 
could  seriously  threaten  on-time  deliv- 
eries at  the  company,  which  relies  on 
airborne  fi-eight  for  most  of  the  3  million 
packages  a  day  it  delivei-s.  "Tlie  company 
doesn't  fi.mction  without  the  pilots,"  says 
analyst  Paul  R.  Schle.singei'  of  Donaldson, 
Lufkin  &  Jem-ette  Inc. 

Maybe  not,  but  FedEx  may  have  lit- 
tle choice  but  to  clip  the  pilots'  costly 
wings.  Stiffer  competition,  rising  costs, 
and  a  move  into  lower-margin  business- 


has  gTown  from  45%  of 
pilots  to  82%'  today. 
Dissatisfaction  may  be  spreading. 
Though  FedEx  says  workers  can  re- 
ceive annual  pay  raises  as  high  as  7%, 
some  gi'ound  workers  get  much  less. 
Efforts  by  the  Teamsters  to  capitalize 
on  the  pilots'  unhappiness  in  its  bid  to 
unionize  FedEx'  100,000  gi'ound  workers 
appear  to  be  bearing  some  fruit. 
"Watching  what  the  pilots  are  going 
through  is  making  me  think  more  about 
the  Teamsters,"  says  a  nine-year  FedEx 
courier  in  Tacoma,  Wash.  Still,  the 
Teamsters  effort  is  in  the  early  stages. 

So  far,  customers  have  not  been  af- 
fected. Having  suffered  through  last 
year's  UPS  strike,  they  can  only  hope 
that  remains  the  case. 

By  Nicole  Harris  in  Atlanta 
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SUDDENLY, 

BOXY  IS  BEAUTIFUL 


Did  Alft-ed  P.  Sloan  Jr. 
ever  dream  that 
someday  carmakers 
would  aspire  to  build  a  tnick, 
not  just  a  car,  "for  every 
purse  and  pui'pose"?  Surely, 
even  the  master  marketer 
who  ran  General  Motors  t 
from  1928  to  1956 
(lithi't  foresee  the 
(lay  when  Cadillac 
would  plan  a  top-of- 
tlie-line  sport-utilit\ 
veiiicle  while 
H;Viw  pre- 
p  a  red  a 
"spoits  activ- 
ity vehicle" 
and  Lincoln  a  deluxe, 
wuod-paneled  pickup  % 
ti'uck. 

And  tiiat's  just  the  begin- 
ning. As  America's  love  af- 
fair with  all  things  big  and 
bo.\y  continues,  auto  makers 
aie  spinning  off  a  dizzying 
variety  of  new  luxiuy  tmcks 
and  sport-utility  vehicles  on 
steroids  (table).  In  suvs 
ahjiie,  tlie  industry  will  in- 
civase  its  offerings  fi'om  32 
models  just  two  years  ago  to 
tilt  by  2005,  according  to  San- 
ta Ana  (Calif.)  consultants 
AutoPacitic. 

HYBRIDS.  Even  the  definition 
of  tmcks — a  categoiy  that  in- 
(.-iudes  vans,  minivans,  suvs, 
and  pickups — is  expanding  to 
encompass  tmcklike  cars:  a 
bui'geoning  class  of  all-wheel- 
(h-ive  station  wagons  and  a 
new  breed  of  car-truck  hy- 
brid such  as  Toyota's  RAV4, 
Honda's  {'R-v,  and  Lexus'  RX 
:iOi).  Says  Chrysler  Chairman 
Robert  Eaton:  "All  the  tracks 
and  sport-utilities  are  going 
liive  dynamite." 

l-'or  good  reason.  Con- 
sumers love  the  improved 
view  that  comes  with  riding 
higii  and  the  sectuity  of  sm-e- 
footcd  fom-wheel-drive  in  bad 
w  eather.  In  exchange,  they're 


AUTOS 


BIG  &  BOXY 


willing  to  forgive  dismal  gas 
mileage,  high  step-in  heights, 
a  sometimes  jolting  ride,  and 
less-than-precise  handling. 
Even  recent  safety  studies 
showing  suvs  may  pose  an 
increased  crash  threat  to 
^  small  cars  seem  to  be 
convincing  drivers 
that  they  and  then* 
families  are  safest 
inside  a  well-annored 
truck. 

More  than 
a  n  y  thing 
else,  what 

  U.  S.  drivers 

crave — and 
trucks  give  them — is 
lots  of  seating  and  cai"go 
space.  Sharon  Koor- 
busch,  a  Leesbtu'g  (Va.)  phai'- 
maceutical  sales  rep,  is  on 
her  third  minivan.  She  says 
her  fotu-door  Ciievrolet  Ven- 
tiu"e  is  perfect  for  calling  her 
two  children  and  two 
Labradors,  plus  kiddie  seats, 
stroller,  diapers,  food,  and 
play  gear.  And  it's  gi-eat  for 
hauling  diywall  or  ftimiture. 
"I  cotild  never  go  back  to  a 
car  now,"  she  says. 

Other  consumers  seem 
more  interested  in  how  many 
amenities  tliey  can  cram  into 
their  minivans.  Chrysler  has 
been  astounded  by  the  popu- 
larity of  its  TowTi  &  Countiy, 
whose  sticker  tops  $35,000 
fullv  loaded.  Chrysler  sells 


about  80,000  a  yeai- 
now,  up  from  just 
25.000   in  1993. 
Conversion  com- 
panies are  busily 
installing  TVs 
and    vcRs  in 
vans    and  big 
suvs  and  start- 
ing to  add  con- 
ference tables 
and  computer 
hookups  to  the 
Internet. 

Roberta  Clarke, 
a  Boston  University 
marketing  professor, 
has  a  theory  about  why. 
In  the  late  1980s,  people 
liked  holing  up  at  home  with 
their  loved  ones  and  plenty 
of  creature  comforts.  Now, 
thanks  to  cheap  gas  and  busy 
schedules  that  keep  them  and 
their  Idds  on  the  road,  baby 
boomers  jam  all  that  stuff, 
including  CD  players,  cup 
holders,  and  fax  machines, 
into  their  autos.  "They're  co- 
cooning  in  their  cars  now," 
Clarke  says. 

The  fascination  with 
trucks  may  also  reflect  the 
baby  boomers'  last-ditch  ef- 
fort to  cling  to  the  symbols 
of  their  fleeting  youth. 
Clarke  says  that  she  sees 
signs  of  the  youth  cult  in  the 
current  obsession  with  suvs. 
"Part  of  it  is  boomers  beat- 
ing their  chests,  saving,  'I'm 


CAR60  SPAGE  AND  lOXURY,  TOO 


MODEL 

BASE  PRICE 

COMMENTS 

AUDI  A4  AVANT  QUATTRO 

$31,540 

Newest  all-wheel-drive  wagon 

GMC  YUKON  DENALl 

$43,495 

GM's  first  large  luxury  SUV 

LEXUS  RX  300 

$32,045 

The  first  luxury  hybrid  car-SUV 

LEXUS  LX  470 

$55,445 

Deluxe  off-roader 

MERCEDES-BENZ  ML320 

$34,545 

The  hottest  compact  SUV 

*Suggested  list  price  plus  destination  charge 

DATA:  COMPANY  REPORTS 

not  old  yet.  With  a  fou 
wiieel-drive,  I  can  still  dri' 
into  the  woods,  I  can  st 
hike.  I'm  rougli  and  tough, 
she  says. 

SIREN'S  CALL.  In  additio 
trucks  have  become  a  syr 
bol  of  freedom.  The  moi 
crowded,  rushed,  and  coi 
plicated  life  in  the  late  '9( 
becomes,  the  greater  tl 
lure  of  the  open  road—' 
better  yet,  the  trackle: 
wilderness.  True,  only  ISfc 
of  suvs,  at  most,  ever  go  ol 
road.  Yet  driving  a  rugge 
sport-utiHty  is  seen  as  a  wsji- 
to  prove  to  the  worl 
you  aren't  just  anothf 
fi-azzled  suburbanite- 
even  if  you  are.  "The 
clearly  are  symbol 
that  you're  a  perso 
wiio's  independent  an 
self-reliant,"  saj 
Michael  Marsden,  dea 
of  the  College  of  Arl 
&  Sciences  at  Nortl 
ern  Michigan  Unive: 
sity,  who  teacheL 
about  the  automobil 


merican  cul- 
Advertising 
feeds  these 
isies  with  images  of 
;  perched  on  remote 
•itaintops. 

le  ail-American  convic- 
that  bigger  is  better  is 
sforming  the  truck  ex- 
mce.  Detroit  has  super- 
1  the  SUV.  Ford's  smash- 
Expedition  and  Lincoln 
igator  jumbo  suvs  are 
ng  the  Chevy  Suburban, 
ammoth  sport-ute  once 
red  mainly  by  those 
ing  boats  and  trailers,  at 
ping  malls  and  country 
%  Not  satisfied  with  that, 
No.  2  auto  maker  has 
^  for  an  even  bigger  SUV 
Iwarf  the  competition, 
n  recreational  vehicles, 
labeled  as  wheels  for 
-driving  retirees,  are 
hing  on  with  younger 
iniers,  according  to  a  re- 
study  by  the  University 
ichigan. 

aese  extremes  have  in- 
■d  satirists.  The  Ultimate 


Poseur  Sport  Utili- 
ty Page  Web  site 
(poseur.4x4.org) 
spoofs  the  trend 
with  a  pitch  for  the 
fictional  Kenworth 
Dominator  sport-ute: 
a  $200,000,  eight-ton, 
20-seat  monster 
based  on  a  semi 
with  10-wheel  drive 
that  can  tow  your 
camper  and 
yacht. 

Parodies 
aside,  the  31-flavoi-s  approach 
to  trucks  could  just  be 
boomers'  way  of  putting 
their  own  twist  on  the  big, 
cushy  land  yachts  their  el- 
ders drove.  They  yearn  for 
the  same  creature  comforts 
as  generations  past.  Their 
vehicle  of  choice  has  a  soft 
suspension,  plush  carpeting, 
leather  seats,  and  a  blinding 
amount  of  chrome  on  its 
giille,  but  it's  a  Toyota  Land 


'Tart  of  it  is 
boomers  beating 
their  chests, 
saying,  Tm  not 
old  yet....  lean 
still  drive  into 
the  woods,  I  can 
still  hike'" 


Cruiser  or  a  Lincoln  Navi- 
gator— not  Grandpa's  Cadil- 
lac Fleetwood. 

Certainly,  trucks  have 
rumbled  into  the  high-rent 
district  in  ways  no  one  could 
have  predicted  a  decade  ago. 
Sales  of  luxury  suvs  surged 
by  291%  last  year.  One  of 
the  hottest  vehicles  in  the 
U.  S.  now  is  the  Mercedes 
ML320,  a  new  compact  V6  suv 
starting  at  $34,545.  Mercedes 


will  have  a  V8  version  of  the 
ml;320  out  later  this  year, 
selling  for  under  $45,000. 
The  new  $55,445  Lexus  LX 
470  now  arriving  in  show- 
rooms comes  equipped  with 
more  standard  features,  in- 
cluding reclining  rear  seats 
and  a  smog  sensor,  than 
even  Lexus'  flagship  LS  400 
sedan,  gmc  is  adding  the 
Yukon  Denali,  a  deluxe  ver- 
sion of  its  big  Tahoe  suv. 
Even  that  will  be  upstaged 
this  fall,  when  Cadillac  in- 
troduces its  fancier  version, 
the  Escalade. 

In  their  quest  to  make 
suvs  more  like  cars,  the  lat- 
est trend  is  the  car-tnick  hy- 
brid. These  crossover  vehi- 
cles look  like  sport-utes  but 
handle  with  the  finesse  of 
cars — because  they're  based 
on  a  car  chassis.  Following 
the  success  of  the  small, 
sporty    RAV4    and  CR-v, 
Lexus  on  Mar.  23  launched 
its  RX  300,  a  luxury  suv 
based    on   the    ES  300 
sedan. 

TOO  CLUNKY.  As  suvs  become 
more  carlike,  some  cars  are 
bulking  up  to  compete  more 
with  tnicks.  The  once-scomed 
station  wagon  is  reinventing 
itself.  Even  some  of  the  out- 
doorsy  tyt^es  who  were  hai"d- 
core  truck  owners  are  now 
going  for  husky,  all-wheel- 
drive  wagons.  Take  Dewey 
Moser,  55,  a  New  York  stock- 
broker who  owned  an  Isuzu 
Trooper  for  hunting  and  haul- 
ing Ms  boat  to  the  shore.  But 
he  says  he  didn't  like  the 
truck's  clunkiness:  "At  this 
stage  of  my  life,  do  I  really 
need  to  be  banged  around  by 
a  tioick?"  So  he  swapped  his 
Trooper  for  an  Audi  A6 
Quattro  wagon.  "The  cai"- 
go  capacity  is  tremen- 
dous, and  the  ride  is  just  su- 
perb," Moser  says,  enthusing 
about  his  wagon's  easy  han- 
dling of  tight  highway  cui"ves 
and  bumpy  diit  roads. 

Are  you  ready  to  get 
behind  the  wheel  of 
something  big  and  boxy? 
Your  menu  of  choices  has 
never  been  better,  as  the 
days  of  one-size-fits-all  trucks 
fade  as  surely  as  did  the 
Model  T.    Kathleen  Kerwin 
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NOT  YOUR  MOTHER'S 
STATION  WAGON 


I  was  cruising  down 
the  expressway,  cof- 
fee cup  in  one  hand, 
steering  wheel  in  the 

other,  when  flashing  red 
lights  appeared  in 
my  rear-view.  Usual- 
ly, I  lumber  to  work 
in  a  '94  Chevy  Blaz- 
er sport-utility  ve- 
hicle. But  today, 
I'm  hurtling  along 
at  85  mph  in  a 
sleek,  gi'een  Audi 
A4  Avant  station 
wagon.  Its  handling  is 
so  smooth  I  didn't  Imow 
I  was  speeding.  When  I  say 
that  to  the  annoyed  cop,  he 
tells  me  to  act  my  age  and 
lets  me  go  without  a  ticket. 

Who  knows  whether  the 
officer  was  just  in  a  good 
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growing  weary  of  suvs.  The 
wagons  offer  the  suvs'  gen- 
erous cargo  room  and  secure 
handling  in  adverse  condi- 
tions. But  they  omit  the 
ragged,  joimcy  ride.  Since  the 
wagons  are  lower  to  the 
ground,  children  don't 
need  a  step  stool  or  a 
boost  to  climb  in. 

Of  the  three 
wagons  I  drove, 
Audi's  wins  in  panache. 
The  A4  Avant 
keeps  the  sculp- 
tured look  of  the 
jjopular  A4  sedan. 
Its  taut  ride  and  han- 
dling lose  no  cui've-hug- 
ging  powers  in  the  transla- 
tion to  station  wagon.  Much 
of  that  is  thanks  to  Audi's 
outstanding  Quattro  all-wheel- 
drive  system,  which  electron- 
ically sends  extra  torque  to 


mood  that  morning,  or  sim- 
ply wanted  a  close-u{)  look  at 
my  wagon.  It  wouldn't  have 
surj)rised  me  if  it  was  the  lat- 
ter. The  all-wheel-drive  A4 
Avant,  along  with  the  Volvo 
V70  and  Subani  Outback,  are 
ushering  in  a  new 
age  foi-  the  station 
wagon.  Unlike 
bulky  old  Country 
Squires,  these  new 
wagons  are  drivers' 
cars  that  borrow 
features  from  suvs, 
such  as  all-wheel- 
diive  transmissions, 
li!  fact,   the  new 


the  wheels  that  need  it  in 
slippery  conditions.  Like  oth- 
er Audis,  the  A4  Avant  is  rea- 
sonable for  a  luxiuy  car.  With 
Quattro,  the  A4  Avant  starts 
at  $31,540  with  a  five-speed 
manual  transmission.  For  an 


additional  .$1,07."),  ydu  get  a 
five-speed  automatic.  Power- 
ing the  A4  Avant  is  a  2.8-liter 
V6  that  kicks  out  190  horse- 
power. 

The  Audi's  biggest  draw- 
back is  its  cramped  back  seat. 
My  six-year-old  complained 
of  its  size.  For  adults,  a  long 
ride  in  back  could  be  exci-uci- 
ating.  A  largei'  wagon  from 
Audi,  the  A6  Avant,  is  due 
this  summei'.  Tliere's  no  space 
crunch  in  the  Volvo  V70  xc 
(for  cross  country).  Designed 
with  high  ground  clearance 
for  off-road  exploring,  this 
wagon  is  one  of  the  most 
commodious.    Adults  have 


AUDI  u  mm 

Bast'  Price: 

S31540 

The  Avant  wins  in 
panache,  but  its 
back  seat  is  too 
cramped  even  for 
children 


room  to  stretch  out  in  the 
cai-'s  plush  leather  seats,  fi-ont 
and  rear.  As  always,  Volvo's 
safety  features  are  first-rate, 
with  standar4d  fi'ont  and  side 
air  bags  and  lap-and-shoulder 
hplts  for  all  three  rear  pas- 


SUBHRU  OUI- 
BICK  LIMITED 

Base  Price: 

$25,090 


wagons  are  an  ideal 
respite   for  those 


Plenty  of  cargo 
room  and  a  solid 
all-wheel-drive 
system 


VOLVO 
VTOtWD 

Base  Price: 

S34.995  I 

A  steady  and 
secure  ride,  pi 
the  expected 
first-rate  safe 
features 


sengers.  (The  Audi  al 
comes  with  these  features 
But  the  V70  xc  is  no  lu 
bering  box  on  wheels.  ] 
190-horsepower,  five-cylinr 
engine  has  a  turbocharg 
that  gave  it  the  best  acc 
eration  among  the  wagons- 
ch'ove.  While  it  doesn't  ham 
with  the  A4's  precision,  t 
V70's  ride  is  solid  and  secu: 
thanks  to  an  all-wheel-dri 
transmission  mated  to  a  tr; 
tion-control  system.  The  \ 
xc  is  priced  in  the  middle 
the  luxury  pack,  starting 
$37,960— less  than  BMW  a 
Mercedes  wagons  but  mo 
than  Audi's.  A  V70  all-whei 
drive  wagon,  without  the 
off-road  upgrade,  starts 
$34,995. 

ROOMY.  The  Subam  Outba 
blazetl  the  trail  for  all-whe< 
drive  wagons  when  it  toi 
the  market  by  storm  tv 
years  ago.  It  still  provid 
the  best  value,  with  stick 
prices  starting  at  $22,990  ai 
topping  out  at  $27,090.  Tl 
Outback's  four-cylinder,  16|| 
horsepower  engine  is  i 
match  for  those  in  the  Au 
or  Volvo.  Its  ride  doesr 
come  up  to  that  of  the  Eur 
peans,  either.  But  for  fun 
tionality,  the  Outback  deli 
ers  with  a  i-oomy  cargo  an 
and  a  solid  all-wheel-dri\ 
system. 

These  sleek  ar 
sporty  wagons  rrn 
one  day  be  as  ubi' 
uitous  as  suvs.  F( 
now,  watch  it  on  tH 
road.  With  their  s' 
perior  comfort  ar 
handling,  they're 
pleasure  to  drive 
almost  too  mu( 
of  one,  as  I  four 
out.  Keith  Naughtc 


You 

SHOULD 
KNOW 
WHAT 

INVESCO 

knows: 


In  the  financial  world,  knowledge  is  king.  And 
the  trick  is  knowing  where  to  get  it  and  how  to  use 
it.  At  INVESCO,  we've  been  managing  money  in 
every  kind  of  market  in  every  kind  of  economy 
for  65  years.  Our  58  no-load  funds,  including  11  sec- 
tor funds,  provide  a  wide  range  of  international, 
growth,  value,  income,  total  return,  tax-free  and 
money  market  options,  Yo.u  f  ail- :e3ip.erience  ,q^^ 


wealth  of  knowledge  and  global  perspective 
firsthand  through  your  financial  advisor,  your 
retirement  plan  at  work,  or  by  contacting  us 
direct  at  www.invesco.com  or  1-800-2 -INVESCO. 
We'll  send  you  a  prospectus  on  any  of  our  funds 
with  information  regarding  management  fees, 
risks  and  expenses.  Please  read  it  carefully  before 
you  invest  or  send  any  money.  Then  you'll  know. 
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A  SPORT-UTE 

MINUS  THE  MACHISMO 


Face  it.  For  most 
owners,  sport-utility 
vehicles  are  more  a 
lifestyle  statement 

than  an  answer  to  adverse 
road  conditions.  Sure,  some 
people  need  a  sport-ute  to 
tow  an  Airstream  or  navi- 
gate rutted  trails  on  the  way 
to  a  campsite.  But  the  rest  of 
us  are  just  looking  for  cargo 
space  to  stow  Little  League 
gear  or  the  extra  confidence 
of  four-wheel  drive  in  winter. 

Now,  Lexus  has  an  suv  for 
the  rest  of  us:  the  RX  300.  Un- 
like traditional  suvs  such  as 
the  Jeep  Grand  Cherokee, 
Ford  Explorer,  or  Land 
Rover  Discovery, 

the  RX  300  isn  t  up    [[X||$  RX  300 

to  such  oii-road 
tasks  as  climbing 
mountains.  But 


Base  Price: 

15 


Lexus  parent  Toyota  stripped 
away  attributes  suv  drivers 
don't  like:  the  truck-like  ride 
and  handling,  the  steep  climb 
to  the  seat,  the  abysmal  fuel 
economy.  But  they  kept  the 
featui'es  most  buyers  want  in 
an  suv,  such  as  the  high  ride 
height,  interior  roominess,  and 
ample  cargo  capacity.  Then 
they  built  the  new  vehicle  on 
a  car  platform  instead  of  that 
of  a  pickup.  They  thi"ew  in  all 
the  luxmy  featui"es  that  befit 
a  Lexus  and  priced  it  stalling 
at  $32,045,  including  destina- 
tion charges,  for  a  two-wheel 
drive  version,  or  $33,445  for 
the  all-wheel  drive  model. 
That's  $L100  less  than  its 
most  direct  rival,  the  Mer- 
cedes ML320. 

From  the  out- 
side, the  Lexus  is 
more  stylish  than 
most  suvs,  with 


Lexus  didn't  build    jewel-like,  multi- 


a  traditional  suv. 
It  designed  a  luxu- 
ry car  that  looks 
like  an  suv. 

Engineers  at 


Not  rugged 
enough  to  climb 
mountains,  but 
loaded  with  luxury 


lens  headlights  and 
taillights  that 
would  look  at 
home  on  a  family 
sedan.  It's  sHghtly 


longer  and  wider  than  a 
Grand  Cherokee,  and  it  sits 
7.7  inches  off  the  gi'ound,  of- 
fering more  clearance  than 
an  Explorer.  But  it's  on  the 
road  where  the  real  differ- 
ences show.  The  ultrasmooth 
V6  engine,  a  new  version  of 
the  power  plant  inside  the  ES 
300  sedan,  delivers  220  horse- 
power, more  than  most  suvs. 
Its  acceleration  is  among  the 
best  in  its  class,  go- 
ing from  0  to  60 
mph  in  less  than 
nine  seconds.  The 
engine  meets  the 
stringent  Califor- 
nia low-emission 
standards  and 
gets  decent  fuel 
mileage  of  19  mpg 
in  city  driving  and  22 
mpg  on  the  highway. 

Inside  the  cabin,  the  feel 
is  more  minivan  than  suv. 
Climbing  in  is  easier,  with  no 
need  for  running  boards  or 
grab  handles.  But,  like  a 
minivan,  the  RX  300  has  high 
seats  and  a  steeply  raked 
vdndshield.  And  the  center 
console  doesn't  extend  into 
the  cabin,  dividing  the  driver 
and  passenger  space.  Instead, 
there's  a  flat  floor  with  a  plas- 
tic tray  to  keep  a  purse  or 
personal  planner  from  sliding 
around.  Between  the  seats,  a 
storage  unit  has  an  ashti'ay, 
two  roomy  tb'awers,  and  four 
cupholders. 

The  instrument 
panel  has  the 


trademark  Lexus  illuminal 
gauges.  Audio  and  air-cor  iV 
tioning  controls  are  in  til'v- 

II 
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tionmg 

center  console,  along  vrith  1 
shifter,  in  a  U-shaped  p 
surrounded  by  walnut.  1  .rp 
pod  also  holds  the  one  tk  | 
about  the  controls  I  did  "■j' 
like:  a  5-inch  blue-and-wh  , 
LCD  display  that  shows  te  16 
perature,  time,  audio  choic  j  o| 
and  continuous  trip  infom 

tion,  such  as  tii  il  tlli 
elapsed  and  avera  ^ 
fuel  economy.  It  loc 
like  a  big  TV  tube  ■' 
the  middle  of  an  o  "  *~ 
erwise  unclutter 
dash. 

Every   luxu  "'^ 
amenity  is  avs 
able.  An  $1,8 
premium  package  ad 
leather   seats;  heat( 
self-dimming  miiTors  i 
bright  lights  behind  you;  pi 
gi-ammable  garage-door  ope " 
er,  and  an  air  filtration  ' 
tem.  A  tilt-and-slide  moonn 
is  $1,000.  A  six-CD  chang 
in  the  glovebox  costs  $l,Of 
Side  ail'  bags  are  standard 
SNIPING.  Rear  legi'oom  is 
pecially  generous,  and  t! 
rear  seats  can  move  forwal 
and  back  nearly  five  inch( 
allowing  a  trade-off  betwei 
legi'oom  and  cargo  space, 
the  forward  position,  thr 
also  recline,  or  the  se 
backs  can  be  folded  down  f 


a  level  cargo  surface  th 
opens  up  75  cubic  feet  :  l'*'^ 
storage. 

Still,  rivals  will  snipe  th" 
it's  not  a  "i-ea!"  suv,  that 
can't  climb  mou 
tains  or  do  othy 
Mai-lboro  Count! 
stuff.  I'm  beir 
ting  Lexus  wi 
sell  every  or 
of  the  20,000 
makes  this  ye; 
because  more  of  i 
ai-e  looking  for  a  fami 
car  than   a  he-m; 
tiTick. 

Larry  Arynstroi 


DER,  GENTLER 


cceleration,  a 
lu  climb  into 


iCONCERT 
iiLL  IN  A 
fllCK  

\i  )re  the  sport-ute 
(  11  of  the  1990s 


t-truck  owners 


more 


ii  _\sled  in  high 

cl  cieai'ance  than 
ij  fidelity.  Thus, 
i  "audio  sys 
■!  '  usually 
1  -ted  only 
•  H'-speaker  am  radios, 
r  '  just  wanted  a  radio  for 
1    farm    report,'  says 

i  rd  Stroud,  supei-visor  of 
;  acoustics  for  the  Delco 
!  mnics  Div.  of  General 
[.  rs. 

lay,  as  drivers  ditch  the 
1!  y  car  in  droves  for 

0  -utility  vehicles,  mini- 
a  and  four-door  pickups, 
'I  stereo  standards  are 
J  ig.  Audio  engineers  are 
•;  ning  up  to  10  speakers 
li  trucks'  cavernous  con- 
!   and  making  them  sonic 

1  pieces. 

F  iVING.  An  AM/FM  stereo 
J  onies  as  standai'd  equip- 
1  I  in  most  trucks.  But 
1    luiyers  are  opting  for 

ii  ])k--CD  players  and  dual- 
j  stereos,  which  allow  the 

to  listen  to  Puff  Daddy 
eadphones  in  the  back 
■  mom  and  dad  gi'oove 
ric  Clapton  up  front, 
e  plenty  of  people  are 
ig  to  spend  more  than 

0  to  get  a  custom  sys- 
iVum  an  independent 

11  shop,  many  buyers  are 
taking  the  premium 

1  package  that  is  in- 
'd  at  the  factoiy. 

iW'ii  the  I'oad,  tnicks  will 
even  more  high-tech 
I  extras,  such  as  digital 
)und-sound  stereos  like 
'  found  in  home  enter- 
lent  systems.  "These  ve- 
-  are  ripe  for  that  kind 
ntigTu-ation,  because  you 
speakers  all  around 


you,"  says  Henry  Blind, 
Ford's  senior  technical  spe- 
cialist for  audio  acoustics.  The 
sheer  size  of  most  trucks 
makes  them  a  hospitable 
habitat  for  big  sound.  There 
are  more  spaces  for  speakers 
than  in  the  family  sedan.  And 
the  music  has  more  room  to 
move  ai'oimd,  heightening  the 
separation  of  sound  and  cre- 
ating an  audio  experience 
usually  found  in  your  living 
room. 

Indeed,  buyers  are  now 
demanding  more  creature 
comforts   as   truck  prices 
reach   for  the  sky. 
"There   are   a  lot 
more  affluent  true 
buyers,  and  they're 
looking    for  the 
same     kinds  of 
amenities  they 
found  in  luxury 
cars,  if  not  more," 
says  Michael  Mal- 
oney,  director  of 
multimedia  systems  for 
Visteon,  Ford's  parts 
unit.  That's  why  73%  of 
buyers  of  the  $45,000  Lincoln 
Navigator  order  the  $950 
Mach  audio  system  with  sev- 
en speakers  and  a  six-disk  CD 
changei'  housed  in  the  centei' 
console. 

But  trucks  also  pi'ovide 
plenty  of  problems  foi'  audio 
engineers.  For  starters, 
"you're  constantly  being  chal- 
lenged by  road  noise,"  says 
Maloney.  Feedback  from 
brawny  engines  also  intrades 


MORE  SPUE  The  sheer  size  of 

trucks  makes  them  a 
hospitable  environment  for 
big  sound 
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in  the  cabin.  To  drown  out 
the  noise,  engineers  boost 
amplification,  jack  up  the  size 
of  speakers,  and  even  hang 
them  from  the  ceiling.  For 
example,  the  10 
speakers  on  the 
Jeejj's  Infinity  Gold 
system— a  $280  to 
$940  upgrade — in- 
cludes four  tucked 
into  the  roof.  Two  of 
the  eight  speakers 
also  line  the  roof 
in  the  Chevrolet 
Suburban's  $200 
premium  audio  pack- 
age. "Speakers  play 
loud  and  cleai-  when  they  ai-e 
close  to  your  head,"  says 
Stroud. 

Another  problem:  Trucks' 
wide-open  spaces  ai'e  not  con- 
ducive to  the  thundering  bass 
preferred  by  many  audio- 
philes.  With  car  stereos,  the 
tmnk  provides  a  natiu'al  res- 
onance chamber.  But  ti-ucks 
don't  have  trunks,  so  engi- 
neers have  to  be  creative.  GM 
and  Chrysler  pump  up  the 
bass  by  drawing  it  from 


speakers  placed  in  the  large, 
deep  doors  found  on  trucks. 
Ford  generates  a  booming 
sound  from  a  beefy  8-inch 
subwoofer  encased  in  thick 
plastic  and  tucked  into  the 
rear  of  the  Expedition. 
BAD  CHOICES.  Where  to  lo- 
cate the  CD  player  poses  still 
another  dilemma.  Audio  en- 
gineers would  like  to  plug 
multiple-CD  changers  direct- 
ly into  the  dash,  instead  of 
tucking  them  away  in  the 
center  amii'est,  oi;  woi'se  yet, 
in  the  back. 

But  until  minidisks  or 
higher-capacity  CDs  catch  on, 
bulky  multidisk  players  are 
not  likely  to  claim  prime  real 
estate  on  the  dash — especial- 
ly if  they  take  space  away 
from  those  coveted  cuphold- 
ers.  "It's  a  struggle,  because 
what  we're  trying  to  do  in 
tnick  audio  is  still  new,"  says 
Chrysler's  Jack  Mills,  man- 
ager of  Jeep  electrical  engi- 
neering. "But  our  star  is 
rising."  Indeed,  the  farm  re- 
port has  never  sounded  so 
good.  Keith  Naughton 
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Read  Worldwide 


"There  is  no  doubt..."  Or  is  there! 

"There  is  no  doubt  where  this  hemisphere  is  headed:  It  is  moving  towarp 


a  tiill,  open  Free  Trade  Area  of  the  Americas.  The  only  cjuestion  is  whetl 
U.S.  pohtical  leaders  will  recognize  the  reality."  Charles  Preble,  preside: " 
of  the  Association  of  American  Chambers  of  Commerce  in  Latin  Americ 
set  the  tone  for  this  year's  AACCLA/Business  Week  Conference  on  THE 
Business  Future  oe  the  Americas.  The  U.S.  is  out  of  step  with  the  res 
of  the  Americas.  Awake  ye  American  slumberers'  was  a  recurring  theme 
at  the  conference.  But  is  Congress  listening? 
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ARE  YOU  PAYING 
TTENTIONTOTHE 
RADE  AGREEMENTS? 

"NAFTA  gave  GM  an  o])])()r- 
tiiiiity  to  rationalize  our 
nianiitacturing.  For  the  first 
time  it  made  sense  to  build 
higii  volume,  high  (jiiality 
products  in  Mexico,  both  to 
sell  tiiere  and  to  shij)  out. 
Our  Mexican  enguieers 
de\  eloi)ed  a  right-hand  drive 
Suburban  lor  Australia  and 
South  Africa.  We  are  shi])ping 
from  Mexico  to  Central 


America.  Egypt,  tiie  Middle 
East,  Ecuatlor.  Peru,  and  Chile. 
That  new  trade  agreement 
between  Mexico  and  Chile 
has  allowed  us  to  greatly 
increase  oiu  transactions 
there.  Mexico  Iras  trade  agree- 
ments with  the  U.S..  Canada, 
Chile.  Bolivia.  Costa  Rica, 
Colombia,  and  Venezuela.  The 
Mexican  goveminent  is  working 
on  many  more,  including  the 
Eiudpean  Uninn  and  Israel. 
We  watch  the  agreements  very 
closely  because  the)'  allow  us 
to  eflectively  use  our  manu- 
facturing footprint  in  Mexico. 
The  companies  that  stay  on 
top  of  these  trade  agreements 
and  react  to  them  iiuickly 
are  the  companies  tliat  will 
be  successful." 

Gary  Cowger, 

president, 

General  Motors  of  Mexico 


MORE  TRADE  AGREEMEN 
MORE  GROWTH 


lTa 


'  or 


"Continental  .Airlines'  Latin  Amf' 
business  was  up  40%  in  1997 
will  be  up  another  40%  in  19! 
We  are  bullish  on  Latin  Amer 
because  we  see  favorable  marl 
potential.  There  has  been  a  tren 
dous  economic  transformatioi 
here  already  with  government!  e 
lowering  barriers,  encouraginf , 
j)rivate  investment,  and  under!  ^ 
ing  a  democratic  transition.  An 
as  the  region  works  through  nii 
liberal  trade  agreements  the 
potential  is  even  more  favorabi 

Ralph  Schuiz, 

vice-president,  Continental  Airlines 
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NEED 
MONEY? 

"Traditionally 
the  Inter- 
American 
Development 
Bank  has  been 
a  pui)lic  sector 
institution, 
.lii^  ]jrinci|)ally  with  governnicnts.  Now 
i  c  working  directly  with  the  private  sector 
riding  infrastructural  |)rojects  across  the 
>ii  We  will  finance  up  to  25%  of  projects  in 

loads,  ports,  water,  and  other  similar 
s  and  social  areas.  These  are  veiy  promis- 
reas  and  I  am  personally  veiy  enthusiastic 
it  working  with  the  private  sector.  There  is 
)wing  demand.  Companies  are  welcome 
iproach  us  directly.  While  the  governments 
Ived  still  have  approval  authority,  we  see 
luragement  fi-om  government  to  go  ahead 
attract  private  investors." 

.  Enrique  V.  Iglesias, 

Jent. 

American  Development  Bank  (IDB) 


Take  Latin  America 


THE 

INTERNET 
IN  LATIN 
AMERICA 

■"The  Internet 
])henomena 
so  ])rominent 
in  the  U.S. 
will  occur  in 
Latin  America  with  just  a  few  months'  delay. 
That  is  the  time  lag:  a  tew  months,  not  more. 
There  is  a  great  willingness  among  companies 
in  Latin  America  to  begin  applying  the  tools 
of  the  Internet  to  their  business  activities. 
Many  senior  executives  here  actually  surf 
the  Internet  themselves.  Many  have  Internet- 
enabled  jjartners  in  the  U.S.  driving  them 
to  act.  Smaller  operations  here  have  the  most 
to  gain:  Companies  that  do  not  have  the 
resources  to  set  up  traditional  distribution 
channels  see  the  Internet  as  their  way  into 
the  glolxil  marketplace." 

Dieter  Linz, 

IBM  enablement  manager, 
Lotus  Development  Corporation 


he  Asian  tigers  are  now  pussycats.  Latin  America,  Central  America,  the  Caribbean,  and 
uth  America  are  the  new  tigers  of  industry.  We  can  be  very  proud,  all  of  us  here  in  this 
om,  of  what  we  have  done  and  of  what  is  going  to  happen  in  Latin  America." 
cardo  Cabrera,  vice-president,  Latin  America,  Bellcore 

here  have  been  more  telecommunications  privatization  initiatives  in  Latin  America  than  in 
2  rest  of  the  world  combined:  4 1  in  1 997  alone. There  is  a  convergence  of  political,  social, 
onomic,  and  technological  forces  moving  our  hemisphere  to  levels  of  growth  that  were 
thinkable  a  decade  ago.The  barriers  to  entry  are  falling  and  capital,  both  financial  and 
eliectual,  is  flowing  at  an  enormous  rate." 
rge  Araz  Guerena,  managing  director  Central  America,  AT&T 

outh  America  has  been  a  leader  in  liberalization  and  privatization.  We  see  a  move  from 
ivernment-owned  corporations  to  privatized  companies,  and  the  introduction  of  competition, 
ore  players  and  business  people  have  every  opportunity  to  convey  to  government  what 
B  need  to  be  successful.  So  it  is  a  very  logical,  very  practical  set  of  considerations  that  lead 
dISouth  to  place  an  emphasis  on  South  America." 
ancis  Urbany,  executive  director  internatiorial,  BellSouth 

atin  America  is  our  major  area  of  emphasis  because  the  agents  of  change  are  moving  here. 
ie  antiquated  approach  is  totally  gone. The  continent  has  capitalist  markets.  It  is  privatizing 
ite  enterprises,  and  it  has  market  forces  driving  change. This  is  a  winning  formula." 
Jward  Doody,  vice-president,  senior  manager  for  international  banking,  Mellon  Bank 


TIME  ro  UPDATE 
YOUR  LATIN  AMERICA 
STERt. 

"Most  Latin  American  coun- 
tries are  now  achieving  single- 
digit  inflation.  This  is  the  single 
most  important  economic 
success  stor\'  of  the  1990s: 
Latin  America  has  growth  with 
financial  stal)ilit)'.  The  cjualit)'  of 
macroeconomic  management 
has  improved  dramatically. 
The  elements  that  led  to  the 
Mexican  debt  crisis  are  not 
found  in  any  country  in  Latin 
America  today.  Not  one." 

"  Fiscal  affairs  have  been 
brought  under  control.  The 
1980s  average  Latin  American 
countiy  fiscal  deficit  of  5%- 
to-6%  of  the  GDP  has  been 
driven  down  to  around  2%. 
I  do  not  see  any  possibiht)-  of 
a  repetition  of  the  1980  crisis, 
not  even  remotely." 

"  There  has  been  an  impor- 
tant redefinition  of  the  frontier 
between  public  action  and 
private  action.  States  that 
were  involved  in  production 
are  becoming  states  involved 
exclusively  in  regulation." 

"There  are  much  lower 
taxes  on  international  trade, 
and  there  has  been  a  dereg- 
ulation of  financial  and  labor 
markets." 

Gert  Rosenthal,  Executive 
Secretary,  United  Nations 
Economic  Commission  for 
Latin  America  and  the  Caribbean 
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The  Guatemalan  Success 


Hon.  Alvaro  Arzu, 

President  of  Guatemala 


H.E.  Donald  J.  Planty, 

U.S.  Ambassador  to  Guatemala 


"Ambassador  Planty  quoted  a  prominent  economist  as 
saying  'the  momentum  for  economic  reform  in  Guatemala  is 
more  ovewhelming  than  in  any  other  country  in  this  region.' 
That  IS  indeed  the  case.  And  our  process  of  change  is  of  direct 
and  immediate  interest  to  the  Guatemalan,  U.S.,  and  Latin 
American  business  communities.  We  are  drawing  up  and  imple- 
menting a  completely  new  blueprint  for  Guatemala:  A  dramatic 
transformation  that  is  broadening  access  to  wealth  and  opening 
our  vast,  untapped  productive  capacity  We  are  achieving  this 
simply  by  putting  in  place  the  right  conditions  for  business  and 
investment,  not  only  for  the  present  but  for  the  future.  And  our 
results  can  already  be  seen;  rapidly  increasing  foreign  invest- 
ment, rapid  and  sustainable  economic  grov\^h." 

"  President  Arzu  has  Guatemala  well-embarked  on  a  process 
of  reform  characterized  by  enhanced  opportunities  for  business 
and  productive  investment.The  U.S.  strongly  supports  the 
reforms. The  progress  of  the  past  I  2  months  has  been  impres- 
sive, and  it  has  occurred  because  of  President  Arzu's  conscious 
and  courageous  decisions.  His  initiatives  are  a  comprehensive 
program  for  the  future  and  they  have  the  strong  support  of 
the  U.S.  government." 


WHY  ARE  SO  MANY 
LATIN  AMERICAN  COUNTRIES 
ENTERING  INTO  BILATERAL 
TRADE  AGREEMENTS 
WITHOUT  THE  U.S.? 

Giuiti  fiiala  imports  nuit^hh  $420  millton  jvtirfh  oj  a^opd.s  from 
H(  i^/ihorin<^  Mexico,  ivliilt  Mixico  biixs  only  about  $H0  miHioii 
worth  of  (iiuitniuilau  ftrodiicts.  Despttt  this  li  vtl  of  iiiilnilaiuc. 
(i  nil  It  mala  is  tu  tii'i  ly  jiiirsiiiiii!^  a  free  trade  agreement  with  Mexico.  Why?  Guatemala 's  reason  nig 
illiimi nates  the  iiiii'  free  trade  fierspeetivc  of  Latin  America,  and  also  holds  lessons  Jor  U.S. 
thinking  (III  the  jree  trade  issin . 

"The  worst  tiling  for  Guatemala  would  be  to  iiiaiiitaiii  the  .status  (|uo.  Ciuatcinala  is  a  veiy  open 
ecoiioiny  while  the  Mexican  economy  is  veiy  closed.  Besides  freer  access,  a  trade  aj!;reement  w  ill 
inchitie  a  lej!,al  framework  to  go\  ern  the  Guatemalan  trade  relationship  with  Mexico:  norms,  rules, 
and  regulations  that  are  legally  binding,  with  lull  mechanisms  for  the  solution  ol  any  controversies 
ihat  may  arise.  That  is  much  better  than  trade  based  on  what  kmc!  of  day  the  governor  of  Ghiapas 
Ol  the  mayor  of  Tapachula  happens  to  be  having.  Glear  contlitions  tor  each  countr\'"s  access  to 
the  othei  's  market.  That  is  our  goal." 

Hon.  Juan  Maurlcio  Wurmser, 

Minister  of  Economy. 
Guatemala 
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FREE  TRADE:  WHY  WE' 
GOT  TO  HAVE  IT 

"One-third  of  the  remarkal: 

economic  growth  the  U.S.  1 

enjoyed  in  the  past  four  anc 

half  years  has  come  from  exj 

With  more  than  12  million  j 

depending  on  export  sales 

the  continuing  increase  of  I 

exports  is  absolutely  essenti 

to  the  continuing  health  of  t 

Ainerican  economy.  But  cou 

to-countr)-  bilateral  trade  ag 

ments  that  exclude  the  U.S 

are  making  it  more  difficult 

U.S.  companies  to  maintain 

the  growth,  particularly  here 

in  Latin  America.  For  examj: 

Canada  now  has  a  trade  agn 

nient  with  Chile  eliminating 

an  1 1%  across-the-board  tar  tm- 

That  is  an  1 1%  advantage  fo 

Canadian  firms  eveiy  time  ai 

American  firm  tries  to  compi  tjose 

with  them  in  Chile.  The 

European  Union  is  working 

a  bilateral  trade  agreement,  t( 

and  on  one  to  cover  Argentit  uret 

Brazil,  Paraguay,  and  Urugua 

All  these  leave  the  U.S.  on 

the  outside  looking  in  at  the 

very  markets  that  will  drive  2 

,  „  Jot 

centuiy  economic  growtli.  ^ 
pFer 

Hon.  Marjorle  Searing, 

Director  General  of  the  U.S. 
and  Foreign  Commercial  Service; 
Acting  U.S.  Assistant  Secretary 
of  Commerce 
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ACTING  GLOBAL?  BETTER 
HAVE  LOCAL  HELP 

"There  is  an  enormous 
focus  on  globalization  here. 
When  a  company  comes  into 
Latin  America  from  abroad  it 
usually  sets  up  in  several  coun- 
tries at  once  and  must  immedi- 
ately establish  communication 
among  its  Latin  American  units 
^  1  as  with  its  headquarters.  This  "instant  multinational"  effect 
I,  i!(.s  that  a  certain  uniformity  be  present  in  the  technology 
1  ;  li  national  company  selects.  Companies  cannot  achieve  this 
1  ill  Latin  America:  They  need  to  work  with  local  integrators 
.!  ail  coordinate  the  linking  process  among  the  pieces.  More 
i;  Isewhere,  local  support  is  a  critical  component  ot  the  soft- 
.election  and  implementation  process  in  Latin  America.'" 

a  o  Gonzalez,  regional  vice-president,  Baan  Company 


WAS  CLOSED... 
IS  NOW  OPEN 

''The  opening  to  private  in- 
vestment is  a  tangible  process 
in  today's  Venezuela.  There 
are  now  60  companies  from 
14  different  countries  perform- 
ing various  activities  in  our 
upstream  ])etr(  ileum  sector. 
And  there  are  oijjjortunities 
in  petrochemicals,  gas  distribu- 
tion, outsourced  sei"vices,  and 
refineiy  stream  industrializa- 
tion. All  this  is  a  direct  result 
of  our  economic  opening." 

Manuel  Pulldo, 

directoi",  Peti  oleos  de  Venezuela 


I  riN  America  is  on  a  Fast  Track  to  Economic  Integration  — 
^  TH  OR  Without  THE  U.S. 

J  — __  

■  onomic  integration  is  going  forward  across  Latin  America.  Mercosur  lias  been  quite  aggres- 
m  negotiating  with  Chile  and  is  currently  negotiating  with  the  Andean  Pact.  There  are  many 
mpies  of  bilateral  agreements,  and  a  growing  Latin  American  consensus  on  this.  The  worst- 
?  scenario  of  no  fast-track  and  no  negotiations  will  still  include  economic  integration  and 
tinuing  liberalization  among  the  Latin  American  countries.  Have  no  doubt  about  that." 
D.Jose  Manuel  Salazar,  Minister  of  Foreign  Trade,  Costa  Rica 

le  question  now  is  who  is  going  to  take  the  leadership  role?  It  is  clear  that  without  fast-track 
-lority  the  U.S.  cannot  carry  out  this  process.  We  are  not  sure  if  Mercosur  can  assume  the 
Jership,  because  right  now  it  is  deep  in  its  own  process  of  market  enlargement.  But  Mercosur 
onetheless  moving  fast  to  consolidate  a  SAFTA,  a  South  American  Free  Trade  Agreement, 
if  the  U.S.  does  not  have  fast-track  authority  we  will  probably  see  SAFTA  consolidation  in 
near  future." 

rcoVlnlcIo  Ruiz,  coordinator,  IV  Business  Forum  of  the  Americas.  March  16-18,  1 998.  San  Jose.  Costa  Rica 

■'e  have  truly  come  together  in  Central  America  with  democratization,  pacification,  and  now 
jnomic  integration.  The  overall  economic  platform  is  growing  more  homogeneous. This 
,ionai  integration  will  yield  regional  investment,  and  that  is  going  to  yield  results." 
■n.  Fernando  Garcia,  Minister  of  Economy,  FHonduras 

!  the  economy  ministers  of  Central  America  are  meeting  together  at  least  twice  a  month. 
;  are  in  an  intense  process  of  economic  integration.  Guatemala  and  El  Salvador  are  going  so 

I  .,  to  discuss  complete  elimination  of  customs  duties  at  our  frontier" 
>n.  Eduardo  Sperlcen,  Vice-Minister  of  Economy,  Guatemala 

.  e  are  acting  together  to  create  a  Central  American  economic  bloc. This  will  greatly  improve 
I  competitiveness.  We  are  already  acting  as  a  bloc  in  trade  discussions  with  Chile  and  with 
'  Dominican  Republic." 

>n.  Sergio  Nunez,  Vice-Minister  of  Economy  Honduras 

v'e  must  all  work  together  in  Central  America.  This  is  a  decision  we  have  already  taken  and  we 
-  firmly  committed  to.  We  are  armed  with  a  vision  of  a  joint  future  for  Central  America." 

)n.  Eduardo  Ayala,  Vice-Minister  of  Economy  El  Salvador 


Profiting  From 
THE  Progress 
IN  Latin  America 

"Latin  America  is  of 
growing  strategic  impor- 
tance to  a  growing  list  of 
industries,"  says  Dennis 
Whitelaw,  president  of 
the  American  Chamber  of 
Commerce  of  Guatemala. 
"It  is  a  natural  expansion 
market  for  a  company  such 
as  Marriott."  The  Business 
Future  of  the  Americas 
conference  was  held  at  the 
newly  remodeled  Hotel  El 
Dorado  in  Guatemala  City 
now  a  convention  center 
named  the  Guatemala 
City  Marnott  where 
Whitelaw  is  the  general 
manager  "Guatemala's 
government  is  on  the  right 
track  with  business  reforms 
and  dramatic  improve- 
ments in  the  national 
infrastructure.  Add  in  the 
NAFTA  extension,  ampli- 
fication of  the  Caribbean 
Basin  Initiative, 'fastrack' 
authority  to  speed  U.S. 
trade  negotiations  and 
a  Free  Trade  Area  of  the 
Americas,  and  you  will  see 
more  and  more  American 
companies  turning  into 
genuine  multinationals  - 
and  heading  for  this  region." 


Dennis  Whitelaw, 

president,  American  Chamber 
of  Commerce  of  Guatemala 
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DUCTION  INDEX 


inge  from  last  week;  0.3% 
inge  from  last  year:  4.7% 


Apr  Aug 
1997  1997 
ndex  IS  a  -^.week  moving  average 


Dec 
1997 


Apr 

1998 


production  index  continued  to  climb  tor  ttie  ttiird  week  in  a  row.  Before 
Idtion  of  tfie  four-week  moving  average,  ttie  index  was  up  1%,  to  133 
131.7.  After  seasonal  adiustment,  all  ten  components  were  up.  Botti  truck 
umber  production  rose  3.7%.  Rail-freight  traffic  was  up  1.9%  as  freigtit 
d  350,131  carloads.  Ttie  Association  ot  American  Railroads  reported  a 
J  first  quarter  for  freigtit  railroads  in  botfi  ttie  U.S.  and  Canada. 
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ING  INDICATORS 


LATEST 
WEEK 


WEEK 
AGO 


YEARLY 
%CHG 


CK  PRICES  (4/13)  s&p  500 


1109.69  1122.70  50.4 


PORATE  BOND  YIELD,  Aaa  (4/10) 


5.64%      6.67%  -14.2 


lEY  SUPPLY,  M2  (3/30)  bilhons 


,123.8  $4,123.1r  6.2 


308 


310r 


-5.2 


63.0 


I  lAL  CLAIMS,  UNEMPLOYMENT  (4/4)  thous  

I.  ITGAGE  APPLICATIONS,  PURCHASE  (4/i0)      287  3     248  8  

I  ITGAGE  APPLICATIONS.  REFINANCE  (4/10)    1.684  2   1,206  3    490  7 

'  'ces:  Standard  &  Poor's,  Moody's,  Federal  Reserve.  Labor  Dept  ,  Mortgage 
ers  Assn.  (Index:  Marcti  15,  1990=100) 


EREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

ERAL  FUNDS  (4/14) 

5.47% 

5.40% 

5.61% 

IMERCIAL  PAPER  (4/14)  3-montfi 

5.47 

5.45 

5.71 

TIFICATES  OF  DEPOSIT  (4/15)  3  montti 

5.58 

5.56 

5.73 

:D  MORTGAGE  (4/10)  30-year 

7.12 

7.23 

8.27 

USTABLE  MORTGAGE  (4/10)  one  year 

5.76 

5.79 

6.06 

ME  (4/10) 

8.50 

8.50 

8.50 

rces:   Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (4/11)  tfious.  of  net  tons 

UTEST 
WEEK 

2,174 

WEEK 
AGO 

2,218# 

YEARLY 
%  CHG 

4.6 

AUTOS  (4/11)  units 

99,605 

118,525r# 

-13.1 

TRUCKS  (4/11)  units 

117,430 

152,372r# 

-12.9 

ELECTRIC  POWER  (4/11)  millions  of  kilowatt-tirs 

NA 

58,695# 

NA 

CRUDE-OIL  REFINING  (4/11)  tfious.  of  bbl./day 

14,945 

14,641# 

5.2 

COAL  (4/4)  ttious.  of  net  tons 

21,424# 

22,103 

16.1 

LUMBER  (4/4)  millions  of  ft. 

481. 4# 

476.0 

-1.3 

RAIL  FREIGHT  (4/4)  bilhons  of  ton-miles 

27. 1# 

27.6 

5.0 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  ,  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (4/15)  $/troy  oz. 

LATEST 
WEEK 

307.200 

WEEK 
AGO 

308.800 

YEARLY 
%  CHG 

-9.6 

STEEL  SCRAP  (4/14)  #1  tieavy,  $/ton 

133.50 

134.50 

0.0 

COPPER  (4/10)  c/lb. 

81.7 

80.9 

-26.7 

ALUMINUM  (4/10)  iz/ib 

68.0 

68.8 

-10.5 

COTTON  (4/11)  strict  low  middling  1-1/16  in.,  e/lb.  60.00 

65.17 

-13.1 

OIL  (4/14)  $/bbl. 

14.82 

14.93 

-24.1 

CRB  FOODSTUFFS  (4/14)  1967=100 

228.43 

228.54 

-6.0 

CRB  RAW  INDUSTRIALS  (4/14)  1967=100 

298.52 

298.39 

-10.3 

Sources:  London  Wednesday  final  setting,  Ctiicago  market,  Metals  Week,  Memphis 
market,  NYMEX,  Commodity  Researcti  Bureau 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (4/15) 

LATEST 
WEEK 

129.30 

WEEK 
AGO 

132.19 

YEAR 
AGO 

125.70 

GERMAN  MARK  (4/15) 

1.80 

1.82 

1.73 

BRITISH  POUND  (4/15) 

1.69 

1.67 

1.62 

FRENCH  FRANC  (4/15) 

6.03 

6.09 

5.81 

ITALIAN  LIRA  (4/15) 

1776.0 

1794.5 

1701.8 

CANADIAN  DOLLAR  (4/15) 

1.44 

1.42 

1.40 

MEXICAN  PESO  (4/15) 

8.467 

8.510 

7.893 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/15) 

109.9 

110.8 

106.6 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  Britisti  pound  in  dollars    Trade-weigtited  dollar  via  J. P.  Morgan, 


v  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW 
jment    l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn 


index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       NM=tMot  meaningful 


THE  WEEK  AHEAD 


h  KLY  RETAIL  REPORTS 

day,  Apr.  2i  ►  In  a  week  that  contains 
economic  news,  the  financial  markets 
focus  on  the  weekly  retail  reports, 
cially  after  the  Commerce  Dept.  said 
March  retail  sales  fell  0.1%.  The  Bank 
ikyo- Mitsubishi/Schroder  Wertheim 
't,  released  at  9  a.m.,  and  the  ljr  Red- 
Report,  due  at  2;15  p.m.,  will  gauge 
I  buying  for  the  week  ended  Apr.  18. 
survey  results  vary  because  each  ana- 
i  data  from  different  store  chains.  For 
/veek  of  Apr.  11,  the  last  shopping  days 
re  Easter,  the  Mitsubishi  survey  showed 
sales  so  far  in  April  were  up  1.4% 
March,  while  the  Redbook  report  said 
sales  rose  3.8%. 


FEDERAL  BUDGET 

Tuesday,  Apr.  21,  2  p.m.EDTP-  The  U.  S. 
Treasury  is  likely  to  report  a  budget  deficit 
of  $15  billion  for  March,  says  the  median 
survey  of  economists  surveyed  by  Standard 
&  Poor's  MMS,  a  division  of  The  McGraw-Hill 
Companies.  Washington  posted  a  gap  of 
$21.3  billion  last  March.  April,  when  most 
Americans  settle  their  tax  bills,  will  give 
the  best  reading  of  how  much  in  the  black 
the  federal  government  will  be  in  fiscal 
1998  which  ends  in  September.  So  far, 
though,  the  deficit  is  running  $34  billion 
less  than  in  fiscal  1997.  The  nonpartisan 
Congressional  Budget  Office  has  projected 
a  surplus  of  $18  billion  this  year,  and  Con- 
gress and  the  White  House  are  now 


wrestling  with  how  to  spend  any  windfall. 
On  Apr.  10,  however,  the  Federal  Reserve 
warned  that  forecasting  the  federal  surplus 
is  difficult  tiecause  estimating  future  tax 
receipts  is  a  complex  task. 

UNEMPLOYMENT  CLAIMS 

Thursday,  Apr.  23,  8:30  a.m. edt>-  New 
claims  for  state  unemployment  benefits 
probably  jumped  to  325,000  in  the  week 
ended  Apr.  18.  Claims  were  running  at  a 
very  low  four-week  moving  average  of 
310,000  in  early  April.  Although  state 
offices  did  not  close  in  the  week  of  Apr. 
11,  unemployed  workers  may  have  held  off 
applying  for  benefits  until  after  the  Easter 
and  Passover  holidays. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 


<-■ 


I 
j 
1 


r  r— 1 


For  a  free  trial  diskette 
including  50  Uf  hours  on 
AOL,  call  1-800-641-4848 
;ind  mention  Business  Week. 


Sunday 

Work  and  family-a  delicate 
balance.  Azriela  Jaffe, 
counselor  to  entrepreneurial 
couples,  can  help  you  cope. 
Apr.  19 

9  p.m.  EDT  in  BW  Online's 
Conference  Room 

Thursday 

Investing  in  the  Internet:  Bill 
Burnham,  Piper  Jaffray's 
senior  research  analyst  for  E- 
commerce,  has  tips  for  you  to 
click  on.  Apr.  23 
9  p.m.  EDT  in  BW  Online's 
Conference  Room 

B-Schools 

Tuesday,  and  it's  Harvard 
-the  grand  finale  of  our 
series  of  chats  with  MBA 
students  at  top  campuses. 
Apr.  21 

8  p.m.  EDT  in  BW  Online's 
Conference  Room 

AOL  keyword:  BW  Talk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  ML 
soon  after  each  event 
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This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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1  vestment  Figures  of  the  Week 


P  soo 

Oct.     Apr.  Apr.  9-15 


1119.32 


1-weeK  change 
+0.8% 


i  IMENTARY 

/  )rightly  week  for  U.S.  fi- 
I  :ial  markets,  with  equities 
!  inuing  their  record-setting 
;  ince.  The  Dow  Jones  in- 
fial  average  climbed  for 
days  straight,  aided  by 
bank  mergers  and  strong 
ings  news.  Remarks  on 
i5  by  Treasury  Secretary 
i  ;rt  Rubin  eased  the  con- 
(  s  of  bond  traders,  who 
\  !  worried  that  the  Group  of 
I  n  would  take  actions  hurt- 
the  dollar.  Generally  favor- 
economic  news,  such  as 
-iiity  in  consumer  prices, 
bond  prices  in  check. 


lEASURY  BOND  INDEX 

Oct.     Apr.  Apr.  S-15 


■1635 
:  1624  78 
'■  1610 


1-week  change 
+0.1% 


a  Bloomberg  Financial  IVlarkets 


AL FUNDS 


Ail  Equity 


■a  Morningstar,  Inc. 


%  change 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

9162.3 

3.0 

37.2 

NASDAQ  Combined  Composite 

1863.3 

3.1 

54.0 

S&P  MidCap  400 

377.1 

2.8 

50.0 

S&P  SmallCap  600 

204.0 

3.0 

48.6 

S&P  SuperComposite  1500 

240.1 

1.8 

47.0 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

339.6 

2.4 

49.5 

S&P  Financials 

140.2 

2.6 

64.8 

S&P  Utilities 

245.8 

0.5 

33.4 

PSE  Technology 

351.6 

3.6 

46.7 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE100) 

6074.1 

0.3 

41.4 

Frankfurt  (DAX) 

5388.5 

2.3 

60.7 

Tokyo  (NIKKEI  225) 

16,299.3 

-0.5 

-9.6 

Hong  Kong  (Hang  Seng) 

11,371.1 

0.5 

-9.6 

Toronto  (TSE  300) 

7817.7 

3.3 

34.8 

Mexico  City  (IPC) 

4991.0 

1.4 

30.2 

FUNDAMENTALS 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1.45% 

1.40% 

1.95% 

S&P  500  P/E  Ratio  (Last  1 2  mos.)  27.7 

27.9 

19.6 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*    21 .9 

21.8 

15.7 

First  Call  Earnings  Surprise* 

2.88% 

1.53% 

3.28% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

973.0 

968.6 

Positive 

Stocks  above  200-day  average 

65.0% 

66.0% 

Neutral 

Options:  Put/call  ratio 

0.64 

0.53 

Neutral 

Insiders:  Vickers  Sell/buy  ratio 

2.79 

2.64 

Negative 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Invest.  Banking/Brkrge. 
Chemicals 

Photography/Imaging 
Money  Center  Banks 
Automobiles 


17.4  Broadcasting  115.5 

15.1  Homebuilding  110.3 

14.6  Personal  Loans  102.6 

14.1  Specialty  Appar.  Retailers  101.8 

13.6  Invest.  Banking/Brkrge.  99.7 


WORST-PERFORMING  Last 
GROUPS  month  % 


Last  12 
months  % 


Toys 

Food  Chains 
Tobacco 
Drug  Chains 
Leisure  Time 


-10.9 
-8.3 
-7.8 
-4.7 
-4.6 


Shoes 
Metals 

Engineering  &  Constr. 
Gold  Mining 
Photography/Imaging 


-25.9 
-22.3 
-12.1 
-11.6 
1.4 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Data:  Bloomberg  Fmancial  Marl<ets;  *First  Call  Corp. 


Rebound  ahead?  Stoci(S  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Oracle 

28  V2 

-1  Vs 

AT&T 

64^/8 

-5/16 

Telebras-ADR 

130^8 

-Vb 

Lockheed  Martin 

in'^'is 

-2'^ri6 

Merck 

125 

-4V2 

U  S  West  Communications  Group 

51^16 

-3'Vl6 

Decline  ahead?  Stocks  witti  most 
significant  selling  on  price  strengtti 

Price 

1-month 
change 

Microsoft 

887i6 

67l6 

WorldCom 

44^^64 

2^/64 

Pfizer 

99Vi8 

1  1  V16 

Dell  Computer 

68  5/8 

5V16 

PeopleSoft 

5378 

3Vi6 

Centocor 

41  V2 

2'Vl6 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.10 

5.11 

5.04 

90-DAY  TREASURY  BILLS 

5.06 

5.07 

5.29 

8-MONTH  BANK  CDS 

5.08 

5.06 

5.18 

1-YEAR  TREASURY  BILLS 

5.35 

5.28 

5.99 

10-YEAR  TREASURY  NOTES 

5.59 

5.53 

6.90 

30-YEAR  TREASURY  BONDS 

5.88 

5.84 

7.11 

LONG-TERM  AA  INDUSTRIALS 

6.47 

6.41 

7.59 

LONG-TERM  BBB  INDUSTRIALS 

6.92 

6.87 

7.96 

LONG-TERM  AA  TELEPHONES 

6.73 

6.69 

7.82 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 


assuming  a  31%  federal  tax  rate. 

10-yr.  bond 
Latest  Last 
week  week 

30-yr.  bond 
Latest  Last 
week  week 

GENERAL  OBLIGATIONS 

4.45% 

4.43% 

5.05% 

5.03% 

PERCENT  OF  TREASURIES 

79.60 

80.32 

85.90 

86.24 

TAXABLE  EQUIVALENT 

6.45 

6.42 

7.32 

7.29 

INSURED  REVENUE  BONDS 

4.61 

4.57 

5.25 

5.22 

PERCENT  OF  TREASURIES 

82.46 

82.86 

89.30 

89.50 

TAXABLE  EQUIVALENT 

6.68 

6.62 

7.61 

7.57 

EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Lexington  Strat.  Invmnts. 

23.2 

Capstone  New  Zealand 

-11.2 

Precious  Metals 

14.0 

Pacific/Asia  ex-lapan 

0.1 

Gabelli  Gold 

17.8 

Lexington  Troika  Russia 

-9.2 

Natural  Resources 

6.1 

Health 

0.2 

Am.Cent.  Global  Gold 

17.2 

DFA  Japanese  Small  Co. 

-7.8 

Europe 

5.6 

Diversified  Pacific/Asia 

0.3 

Pioneer  Gold  C 

17.1 

Dreyfus  Aggressive  Growth 

-6.9 

Financial 

5.4 

Japan 

1.8 

Evergreen  Prec.  Metals  B 

16.9 

ProFunds  UltraBear  Serv. 

-5.7 

Foreign 

5.3 

Domestic  Hybrid 

1.9 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

52-week  total  return 

% 

S2-week  total  return 

% 

Delaware  Aggressive  Gr.  A 

105.0 

U.S.  Global  Investors  Gold 

-52.0 

Financial 

65.0 

Pacific/Asia  ex-Japan 

-29.5 

Fidelity  Select  Brokerage 

93.0 

Matthews  Korea  1 

-47.9 

Communications 

61.9 

Precious  Metals 

-25.9 

FMI Focus 

90.9 

Midas 

^.5 

Large-cap  Growth 

49.9 

Diversified  Pacific/Asia 

-20.3 

Munder  Micro-Cap  Equity  Y 

89.6 

Morgan  Stan.  Asian  Grth.  C 

-45.8 

Unaligned 

48.3 

Diversified  Emerging  Mkts. 

-5.3 

Weitz  Hickory 

88.9 

Morg.  Stan.  Inst.  Asia  Eq.  A 

-45.4 

Small-cap  Blend 

48.0 

Japan 

-4.1 

are  as  of  market  close  Wednesday,  Apr.  15,  1998,  unless  othervmse  indicated.  Industry 
riclude  S&P  500  companies  only.  Fundamentals,  tectinical  indicators,  Bloomberg  mon- 


ey flovy  analysis,  and  mutual  fund  returns  are  as  of  Apr.  14.  For  a  more  detailed  explanation,  write 
to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 
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Editorials 

BIG  BANKS,  BIG  PROBLEMS 

O  ize  matters.  But  is  bigger  better  in  banking?  That  is  the 
ki^key  question  behind  the  recent  rush  to  mega  mergers  in 
the  banking  industry.  As  banks  approach  the  $1  trilhon  mark 
in  size,  the  benefits  are  clear:  cutting  costs,  improving  tech- 
nology, and  cross-selling  products  to  more  customers.  But 
so  are  the  problems. 

Regulation  becomes  more  problematic.  Consolidation  is 
doubUng  the  number  of  tbtf  (too  big  to  fail)  banks  that  reg- 
ulators in  the  past  have  kept  aJive  no  matter  what  the  cost  to 
taxpayers.  According  to  the  Federal  Resei-ve  Bank  of  Min- 
neapolis, there  were  11  tbtfs  in  1984  with  assets  of  $38.2  bO- 
Hon  or  more.  By  1997,  the  number  had  reached  21  and  was 
growing.  Why  so  much  consolidation?  Banking  industry  assets 
are  bai'ely  gi-owing.  There  is  now  more  money  in  mutual 
fiinds  than  in  bank  deposits.  The  result?  Banks  ai-e  leveraging 
their  asset  base  more  than  ever  (page  32). 

To  recapture  their  historic  position,  banks  are  linking  up 

with  partners  in  insm-ance  and  equities.  Convergence  mi 
all  kinds  of  assets — stocks,  insui'ance,  consumer  loans,  coi 
rate  finance,  mortgages — into  one  financial  stew.  The  res 
Big  though  they  may  be,  banks  are  riskier  enterprises  t 
ever  before. 

Record-high  stocks,  the  "cheap"  money  of  the  '90s,  m 
bank  mergers  appear  relatively  painless.  They  aren't.  Pi 
lems  are  inevitable,  and  Washington  should  begin  to  proi 
taxpayers  from  a  replay  of  the  1980s'  savings  and  loan  cr 
Shai'eholdei"s  and  managers  shouldn't  be  saved  simply  beca 
then-  banks  are  tbtf.  The  Minneapolis  Fed's  suggestion  t 
Congress  amend  legislation  to  cut  back  the  de  facto  gove 
ment  guarantee  for  uninsured  depositors  and  creditors  i 
good  start.  It  shifts  the  bm'den  of  risk  from  the  taxpayei 
those  big  players  capable  of  monitoring  bank  behavior 
protect  theii-  own  interests.  It's  also  time  to  merge  the  ag 
cies  overseeing  banking.  Size  changes  everything. 

MAKING  THE  EURO  WORK 

f  I  "^he  eui'o  is  an  audacious  experiment  of  historic  propor- 
M.  tions.  In  one  bold  move,  the  creation  of  a  single  cuirency 
makes  Europe  once  again  a  contender  for  global  economic 
leaderehip.  If  the  euro  delivei-s  on  its  promise  to  remake  Eui'ope 
into  a  competitive  powerhouse,  the  fulcnam  of  economic  power 
in  the  21st  century  could  eventually  shift  back  to  the  Atlantic 
basin,  away  from  the  now  troubled  Pacific  Rim. 

But  first,  hai'd  political  work  to  lay  the  foundation  for  the 
euro  has  to  be  done.  Europe  must  break  down  workplace,  tax, 
and  regulatory  rigidities  before  the  new  cuirency  can  unite  the 
region.  The  success  of  the  euro  lies  in  the  hands  of  politicians, 
not  economists,  central  bankers,  or  chief  executives. 

A  conspiracy  of  silence  threatens  the  eui'o's  success.  To  date, 
Europe's  politicians  have  portrayed  the  advent  of  the  eui'o  as  a 
mere  accounting  device,  entirely  financial  in  nature.  Once  mon- 
etary and  fiscal  policies  ai"e  centralized  and  locked  in  place 
with  a  single  currency,  individual  governments  will  have  power 
over  only  taxes,  labor,  and  regulation.  Unless  they  use  these 
levers  to  promote  growth,  the  eui-o  wiU  fail  (page  90). 

So  far,  most  Eiu'opean  politicians  have  shown  little  courage. 
In  curbing  budget  deficits  for  the  ninup  to  a  single  cuirency, 
they  raised  taxes  instead  of  cutting  government  spending, 
thereby  hurting  job  creation.  They  bowed  to  union  pressui-e  and 
refused  to  make  work  hours  more  flexible.  They  rebuffed  cor- 
porate requests  for  help  in  lowering  their  costs. 

European  corporations  are  not  waiting  for  the  euro.  By 
threatening  to  shift  new  investment  to  Eastern  Eui'ope  and  the 
U.  S.,  European  companies  have  pei"suaded  local  unions  to  cui'b 
wage  demands.  Corporate  profits  have  been  strong  for  thi-ee 
years,  and  European  stock  prices  are  soaring. 

The  eui'o  is  Europe's  last  best  chance  to  vie  again  for  global 

leadership.  Tlie  cuirency  can  be  the  driving  force  that  ma 
Continental  coroorations  globally  competitive.  Or  not.  Pri 
Minister  Mai'gai'et  Thatcher  withstood  more  than  a  decadt 
strong  political  opposition  to  her  efforts  to  make  Britain  a 
petitive.  Eui-opean  politicians  liave  shown  no  such  grit.  But  ti 
must.  Japan  once  towered  over  the  global  economy,  only  to  s 
into  economic  despair*  because  its  politicians  could  not  make  h 
economic  decisions.  The  saddest  sight  in  Western  Europe  to< 
is  the  thousands  of  its  best  and  brightest  abandoning  tb 
countries  for  Sihcon  Valley  and  London. 

There  is  no  doubt  that  should  the  euro  succeed,  it  will  mi 
Eui-ope  a  much  more  fomiidable — and  welcome — competitor 
the  U.  S.  By  2003,  when  mar-ks,  fi-ancs,  lire,  and  pesetas  are 
tally  replaced,  the  euro  could  begin  to  rival  the  dollar  as  a  I 
jor  resei've  cuirency.  A  new  eui"o-denominated  capital  mar^ 
could  develop.  The  $6.4  tiiUion  em'o  economy,  second  onlyl 
that  of  the  U.  S.,  will  probably  i-un  big  trade  sm-pluses  andl 
a  net  creditor  to  global  financial  markets.  The  result?  11 
U.  S.,  the  world's  lai-gest  debtor,  ninning  the  world's  biggest  (1 
rent-account  deficits,  could  easily  find  that  other  nations  are  i 
willing  to  hold  dollar's  or  dollar'-denominated  assets.  The  £| 
ride  the  U.  S.  gets  on  its  chronic  trade  deficits  and  its  ll 
savings  rate  could  soon  end.  This  would  not  be  a  bad  thing! 
str'ong  euro  might  punctiu'e  America's  boastful  triumphalism  81 
force  the  coimtr-y  to  deal  with  some  of  its  serious  problems 

Creating  a  new  common  currency  is  an  extremely  diffic 
task.  It  took  the  U.  S.  decades  to  accomplish.  Individuals 
linquish  their  familiar  stores  of  value  very  reluctantly.  I 
rope's  pohtical  leaders  must  show  their  people  they  can 
what  is  necessary  to  unleash  the  great  potential  of  the  eu 
This  is  a  moment  in  history  all  of  Europe  must  seize. 
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More  space. 
Our  new  First  and  Business  Class. 


Personal  space.  Having  more  to  claim  as  your  own 
is  especially  valuable  when  you  travel.  So,  as  part 
of  our  new  First  and  Business  Class,  we're  adding 
more  space  between  the  seats  on  most  long-distance 
flights.  Up  to  50%  more  in  First  Class,  and  up  to 
20%  more  in  Business  Class.  With  room  to  relax, 
business  travel  becomes  infinitely  less  stressful. 
And  less  stressful  travel  is  exactly  what  people  have 
come  to  expect  from  Lufthansa. 


1 


STAR  ALLIANCE 

The  .iirliru-  iKlwHrk  for  Farrh. 


Fly  on  Lufthansa  or  our  global  partner  United  Airlines  and  you 
can  accrue  or  redeem  miles  in  either  Lufthansa  Miles  &  More^ 
or  United  Mileage  Plus,  in  accordance  with  the  terms  and 
conditions  of  the  programs. 
www.lufthansa-usa.com 


Bill  and  Linda  had  cabin  fever. 


Bad. 


Bill  said,  "I  wish  spring  would  get  here." 


Linda  said,  "I  wish  we'd  get  to  spring."  Twelve  hours  later  they  were 


in  their  Ford  Taurus,  putting  all  200  horses  out  to  graze  below  swaying  palms. 


Was  it  impulse 


or  instinct? 


Either  way,  Taurus 


has  proven  itself  over  100  billion  real-world  miles  with  over  3  million  drivers. 


It's  a  24-valve  force  of  nature.  And  every  bit 


as  relial 


'Under  normal  driving  conditions  with  routine  fluid  and  filter  ctianges.  "Always  wear  your  safety  belt  and  secure  cfiildren  in  the  rear  seat. 


I 


